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Of all the subsectors within 
Oil & Gas, offshore drilling 
has probably suffered the 
most since the industry down-
turn began in mid-2014.  
From June 30, 2014  to May 
26, 2016, I calculate that the 
average offshore driller’s 
stock, on a market-weighted 
basis, lost 84.8% of its value.  
That compares with declines 
of 32.2% in the Philadelphia 
Stock Exchange’s Oil Index 
(XOI), 43.3% in the PHLX’s 
Natural Gas Index (XNG) and 
53.9% in the PHLX’s Oilfield 
Services Index (OSX). Over 
that same time frame, the 
price of oil fell 52.9% and 
natural gas 25.1%. 
Offshore drilling activity has 
fallen more sharply because it 
is the highest marginal cost 
producer.   Offshore projects, 
especially in the deepwater, 
are typically larger and more 
costly (both on a per barrel 
basis and in total) than on-
shore projects.  Since oil and 
natural gas prices remain 
down more than 50% from 
2011-2014 average levels, 
many offshore producers, 
including the majors, have 
chosen not to renew their rig 
and drilling services contracts. 
Thus, offshore drillers have 
suffered sharp increases in 
idle rigs.  They have been 
forced to cut day rates on rigs 
to ease the financial burden 
on customers and encourage 
them to continue their drilling 
programs (and also to try to 
win new business).  Many 
drillers have decided to cold 
stack or scrap some of their 
idled rigs, especially the older 
and less efficient ones with 
outdated technology. 
The rise in idled rigs has 
caused rig utilization rates to 
plummet.  I estimate that 
utilization rates, even after 
accounting for scrapped rigs,  
have declined from a peak of 
79% in 2013 to only 58% in 
2016 for six large drillers. 

scrap heap.  Idled newer, higher 
specification (i.e. with advanced 
technology) rigs and drillships 
will eventually be put back in 
service. 
There is also a large forward 
supply of “newbuild” deepwater 
floaters and drillships pending 
delivery from the shipyards. De-
liveries of these newbuilds have 
been delayed by buyers for two 
years or more.  This overhang of 
new supply will likely delay the 
improvement in utilization rates 
and recovery in day rates, but it 
will also serve as a catalyst for 
the scrapping of more older rigs. 
With recent increase in customer 
inquiries, most offshore drillers 
believe that utilization rates will 
bottom out in 2018.  In the 
meantime, drillers will continue 
to focus on cutting operating 
costs for their customers and for 
themselves in order to retain 
their current books of business 
and attract new customers. 
Drillers are especially focused on 
reducing the overall cost of off-
shore projects by simplifying and 
standardizing project designs. 
They are utilizing digital technol-
ogy to improve productivity and 
avoid unnecessary downtime.  
They are also deploying labor-
saving technology wherever pos-
sible. 

(Continued on page 4) 
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• Ocean Drillers have been 
among the weakest per-
forming energy subsectors 
over the past few years.  
These stocks have fallen 
84.8% since mid-2014, 
much worse than both the 
energy sector and the 
broader market.  (p.1) 
 

• Declining oil prices have 
sparked a sharp drop in 
capital spending offshore.  
The offshore is among the 
highest marginal cost pro-
ducers.  Thus, rig utilization 
rates have dropped sharply 
with the price of oil. Yet, 
there is still a big overhang 
in rig supply.  (p.4) 

• Offshore drillers have been 
working hard to cut cost 
and improve efficiency. 
Some new project designs 
are competitive with on-
shore projects. (p.2) 

• A pickup in inquiries on rigs 
has raised hopes that the 
offshore will bottom in 
2018. However, utilization 
and day rates may not re-
cover until 2019-20 (p.3) 

• Atwood Oceanics (ATW) is 
expected to post losses in 
2017 and 2018.  But at 0.2 
times book, its stock dis-
counts those losses and a 
lot more. (p.2) 

• Diamond Offshore (DO) will 
see lower profits and addi-
tional impairments in ‘17 
and ‘18; but its stock trades 
at 0.4 times book. A good 
fleet mix and solid balance 
sheet and liquidity should 
give it staying power. (p.3) 
 

• ACTION THIS ISSUE: 
Adding modestly to ATW 
and DO. (p.4) 
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The decline in utilization rates 
has accelerated with the length 
of the downturn.  Utilization 
fell hard in 2016—by 17 per-
cent-age points from 75% in 
2015 to 58%.  Utilization 
(before scrapping) is expected 
to fall further in 2017, but per-
haps not quite as steeply. 
Yet, the rebound in oil prices 
that began in February 2016 
has improved the outlook for 
drilling activity.  Given current  
and forward prices, a consen-
sus is beginning to emerge 
about how the recovery will 
take shape.  These sentiments 
were expressed by executives 
of the large, publicly-traded 
drillers on their recent 2017 
first quarter conference calls. 
Many drillers report that inquir-
ies and bids on rigs have dou-
bled so far in 2017.  There has 
been strong interest in jack-
ups, which are used in shallow 
waters; but also surprisingly 
solid interest in floaters (i.e. 
semisubmersible rigs used in 
deeper waters).  Some drillers 
have been able to sell multiple 
idled jackups in packages to 
private buyers. 
Even so, considerable excess 
capacity remains in deepwater 
and ultradeepwater semisub-
mersible rigs.  Many older 
floaters are destined for the 
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Atwood is the sixth largest publicly-traded offshore driller, with 
a current equity market capitalization of $651 million (down 
from $4.5 billion at its post-financial crisis peak in August 2013). 
Like all offshore drillers, Atwood has faced a growing number of 
idled rigs as contracts have expired over the past two years.  It 
has followed a policy of scrapping older deepwater and ul-
tradeepwater semisubmersibles that have become idle and do 
not have a reasonable chance of landing a contract within two 
years or so.  As a result, its fleet of rigs and drillships has be-
come smaller, but also younger and more competitive. 
Atwood has postponed delivery of two ultradeepwater drillships, 
the Atwood Admiral and Atwood Archer, each costing $635 mil-
lion.  Each ship will be outfitted with the latest technology, in-
cluding dual blowout preventers (BOP) (for added safety), three 
100-ton “knuckle boom” cranes (for easier maneuvering), a 
165-ton “active heave” knuckle boom crane (which reduces the 
influence of ocean waves) and accommodations for up to 200 
workers.  Atwood still owes $274 million on the ships and will 
incur another $25 million of capital expenditures on them, but it 
is required to make payments of only $25 million over the next 
year and can borrow the remaining $249 million until December 
2022 from the shipyard.  It currently expects to take delivery of 
the Admiral on Sept. 30, 2019 and the Archer on June 30, 2020. 
With the roll-off of contracts, only seven of Atwood’s fourteen 
rigs and drillships are currently on contract.  Another is in transit 
from the Gulf of Mexico to eventual deployment in Australia.  Of 
the remaining six, one ultradeepwater semisubmersible rig and 
four high specification jackups are being actively marketed and 
the deepwater floater Atwood Eagle is being scrapped. 
In this environment, Atwood has lowered per diem rates on 
some of its units.  In Jan. 2017, Kosmos Energy (KOS), its client 
for the drillship Atwood Achiever, exercised its option to revert 
to the lower original contract rate and end date. ATW also re-
duced the day-rate for the current drilling program of its client 
Noble Energy on the Atwood Advantage drillship.  Prior to these 
actions, the drillships had contract rates of about $590,000 each 
per day. Lower rates will help clients reduce cash burn.  Alt-
hough Atwood has not disclosed these new lower rates, it says 
that they are above its cash operating costs. The company has 
also accepted short-term assignments on other rigs in order to 
keep the rigs active and help cover overhead. 
Of the seven drilling units currently under contract, four con-
tracts expire in 2017, two in 2018 and one in 2019.  Both drill-
ships contracts roll off in 2017.  However, Atwood is optimistic 
about getting contract extensions for them, because they are 
deployed in areas with promising long-term drilling potential. 
On May 8, Kosmos announced a major gas discovery offshore 
Senegal.  KOS has partnered with BP, Timis Corp. and the gov-
ernment of Senegal on the project; but BP has agreed to buy 
Timis’s 30% stake, raising its position to 60%.  Accordingly, BP 
will likely lead the development of this field, but it is not clear 
whether it will use the Achiever to bring this project into pro-
duction. Yet, if BP opts for another drillship or rig, KOS might 
continue exploring with the Achiever elsewhere in the region. 
Noble Energy has deployed the Atwood Advantage off the coast 
of Israel to explore and develop the Leviathan natural gas pro-
ject.  That project has been deemed important for the national 
security of Israel.  Other countries have also expressed an inter-
est in taking some of the gas produced there.  The project was 
sanctioned during the 2017 first quarter and is expected to 
begin production sometime in 2019.  Although ATW’s contract 
with Noble expires in August, it seems highly likely that the con-
tract will be renewed (but probably at a lower rate). 
The range of renewal rates on ultradeepwater rigs has been 
wide.  Offshoreenergytoday.com reported on May 14 that Exxon 
extended its contract for the Maersk Viking until Dec. 2017 at 
$150,000 per day (down from $550,000 per day under the origi-
nal 3-year term).  Yet, Diamond recently agreed to a $400,000 

per day rate and a 3-year term for its Ocean Black Rhino (see 
page 3). In the current environment, contract extensions will 
likely be well below previous contract rates and at shorter dura-
tions.  E&P companies will be more willing to sign longer-term 
contracts at higher rates when they are more confident of the 
sustainability of adequate oil and natural gas prices and they 
anticipate a tightening in the supply of rigs and drillships. 
Atwood has also confirmed industry reports of rising client in-
quiries.  It said that interest in both floaters and jackups is dou-
ble what it saw in 2016.  Based upon the increase in activity, 
the company is hopeful that it will be able to put one of its idle 
high-specification jackups to work in late 2017 or early 2018. 
Besides its focus on marketing, Atwood has also taken steps to 
reduce its near-term cash obligations.  Over the next two years, 
the company faces planned capital expenditures of only $40 
million—$25 million for progress payments on the new drillships 
and $15 million for a second BOP on the Atwood Condor (which 
is in transit to Australia).  Maintenance capex should average 
less than $50 million per year. 
The company’s $1.25 billion bank credit facility ($780 million 
currently outstanding) comes due in 2019.  As long as its finan-
cial performance does not deteriorate, ATW should be able to 
extend its maturity date.  Its $450 million of 6.5% Senior Notes 
(rated Caa3/B+) mature on Feb. 1, 2020. 
After issuing 13.5 million shares of stock (@$12.20 each) for 
net proceeds of $180 million in January, Atwood ended the first 
quarter with $435 million of cash and $535 million available 
under its bank facility. 
Given lower day rates and contract expirations, I anticipate that 
Atwood will post a loss of $0.50 per share in fiscal 2017 (ending 
Sept. 30) and $1.95 per share in 2018.  (Consensus estimates 
project losses of $0.40 and $2.55, respectively.)  Despite the 
losses, my projections indicate that the company will end fiscal 
2018 with $390 million of cash and no additional debt. 
ATW is now trading at 20% of book value.  That discounts 
much more than projected fiscal 2017 and 2018 losses.  It sug-
gests that ATW will suffer losses beyond 2018 and be forced to 
take impairment charges against most of its fleet and/or walk 
away from its $1.0 billion investment in newbuild drillships.  
If the offshore sector does indeed bottom in 2018, the stock 
clearly looks too cheap.  Accordingly, I am adding 200 shares to 
my existing position in anticipation of a rebound in the share 
price over the next 18-24 months. 

Bul let in  1455 Income Bui lder 

 Recent price  $     8.08   
 52-week range  $     6.12   -  $ 15.37  
 Shares outstanding            80   million  
 Market cap.          651   million  
   

  EPS   PE  
 ttm  (GAAP earnings)         1.33         6.1  
 ttm  (operating earnings)         1.87         4.3  
 2017E        (0.50)         NM  
 2018E        (1.75)         NM  
   

  Per Share   Multiple  
 Free cash flow per share  $      3.11         2.6 
 Book value  $     42.24          0.2  
 Tangible book  $     42.24          0.2  
 Sales (ttm)  $       9.21          0.9  

 ATW Valuation Metrics 

Atwood Oceanics (ATW) 
Adequate Financial Flexibility and a Young Fleet Give it a Good Chance of Weathering the Downturn. 
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Diamond Offshore operates a fleet of 24 offshore drilling rigs 
including four drillships, 19 semisubmersibles and one jackup.  
Half of its fleet—the four drillships and eight of the floaters—
are designed to operate in the ultradeepwater (UDW) (7,500-
15,000 ft.).  Seven of those—the drillships and three floaters—
are relatively new, higher specification units, equipped with 
dynamic positioning technology, dual seven ram BOPs and 15K 
psi well pressure control systems.  The remaining five UDW 
vessels are older models, four of which have been cold stacked. 
Diamond also has 11 semisubmersibles that operate in the 
deepwater (5,000-7,500 ft.) and mid-water (400-4,999 ft.).  
Most are earlier models built before 2007 and six have been 
cold stacked. 
Like other offshore drillers, Diamond has experienced an accel-
erating decline in fleet utilization and contract backlog over the 
past two years.  According to my calculations, its fleet utiliza-
tion dropped from 64% in 2012 to 41% in 2016.  During that 
time, its revenues fell nearly by half from $3 billion to $1.6 bil-
lion.  Its contract backlog at Mar. 31 indicates that, without any 
new rig assignments, its revenues will drop to $1.5 billion in 
2017 and then to $1.1 billion in 2018.  This is one of the slow-
est rates of backlog decline among its peers. 
In 2016, Diamond’s operating loss widened to $357 million 
from $274 million in 2014.  In both years, the operating losses 
were caused by impairment charges—$860 million in 2015 and 
$678 million in 2016—taken against scrapped rigs.  The operat-
ing losses produced net losses of $2.00 per share in 2015 and 
$2.72 per share in 2016. 
Falling demand continued to pressure results in the 2017 first 
quarter with revenues down 20.5%, operating income down 
54% and EPS declining from $0.64 to $0.17.  
My projections for Diamond anticipate earnings of $0.97 per 
share in 2017 (above the consensus estimate of $0.84) and 
$0.11 in 2018 (below the consensus estimate of $0.22).  These 
estimates do not include any possible additional impairment 
charges; and such charges are highly likely again in both years, 
given DO’s large number of cold-stacked rigs.  Thus, Diamond 
is likely to report a GAAP net loss again in both 2017 and 2018. 
In its Q1 conference call, Diamond management said that there 
have been early signs of a trough in falling rig demand, but it is 
still too early to call a bottom.  Even when demand stabilizes, 
there is likely to be an oversupply of 6th generation assets (i.e. 
newer rigs), which will probably delay a recovery in day rates 
and could lead to some scrapping of these late model assets. 
Nevertheless, Diamond believes that it can compete successful-
ly in this tough environment.  It recently commenced a new 3-
year contract with Hess for the drillship Ocean BlackRhino at 
$400,000 per day.  It also began a 3-year contract with BP for 
the new Ocean Great White which had been earning its margin 
on standby at the original $585,000 per day rate, but final con-
tract terms have not been undisclosed. DO also announced two 
short-term follow-on contracts for the deepwater Ocean Mon-
arch and another for the mid-water Ocean Patriot, all at undis-
closed rates.  The company said that these signings demon-
strate its ability to keep its 6th generation assets employed 
while still finding new assignments for some of its older rigs. 
DO is also focused on reducing costs and improving operating 
efficiency for itself and its clients.  It is especially pleased with 
Ocean BlackLion’s successful completion of one of the deepest 
and most challenging wells in the Gulf of Mexico through three 
pay zones to a depth of 31,000 feet.  It has implemented a 
new risk-based asset management system which will reduce 
direct costs and down time for customers through predictive 
maintenance.  It is also pleased with the results of its Pressure 
Control by the Hour arrangement with GE for the management 
of BOPs and well control equipment on its four drillships. 

Besides cost and efficiency management, Diamond has a strong 
balance sheet to help it through the current downturn.  At Mar. 
31, the company had $2.0 billion of debt outstanding and a 
debt-to-book capitalization ratio of 34%.  Its debt is rated 
Ba2/BB-.  All of the outstanding debt is from four bond issues, 
including $500 million of 5 7/8% Senior Notes due May 2019.  
(The remaining debt issues come due in 2023, 2039 and 2043.)  
Also at Mar. 31, Diamond had $123 million of cash and no bor-
rowings under (and thus full availability on) its $1.5 billion cred-
it facility.  Except for $100 million of commitments that expire 
in 2019, the bank facility matures in October 2020. 
As noted, Diamond has a number of older idle rigs which have 
been cold-stacked.  Eventually, at least several of these will 
very likely have to be impaired and scrapped.  I roughly esti-
mate that total book value of these rigs is low, probably be-
tween $1.0 and $1.5 billion, which would reduce DO’s equity 
book value to between $16 and $20 per share.  That is still 
above the current share price of $12.15.  However, with the 
oversupply of 6th generation rigs, one or more of DO’s newer 
rigs with higher book values, may also have to be scrapped. 
Despite the continuing downturn, Diamond believes that its 
fleet mix, operating skills, strong financial position and liquidity 
position it well for the future.  The company is conserving capi-
tal to take advantage of potential future opportunities, includ-
ing distressed asset purchases, M&A transactions and the de-
velopment of the floating factory (of which, DO has been devel-
oping a prototype).  Diamond sees the floating factory as a 
potential step change in the operating and financial perfor-
mance of offshore projects. 
It is also worth noting that Loews Corp. (L), the insurance, en-
ergy and hospitality conglomerate that is run by the Tisch fami-
ly, owns 53.3% of DO’s outstanding shares.  Loews could con-
ceivably contribute additional capital to help DO capitalize on 
any potential opportunities. 
Although the bottom for the offshore drilling industry may not 
yet be at hand and Diamond Offshore may face even greater 
operating and financial challenges, I do believe that the compa-
ny is well positioned to be a beneficiary of the eventual industry 
upturn.  At this time, I have decided to average down my cost 
basis by adding modestly to my position (as I have with ATW), 
with the expectation that the market will anticipate the recov-
ery in offshore drilling before tangible evidence begins to ap-
pear in company financial statements and the business media. 
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  Recent price  $     12.15   
  52-week range  $     12.01  - $ 26.72  
  Shares outstanding            137  million  
  Market cap.    $ 1,667   million  
   

  EPS   PE  
  ttm (GAAP)  ($   3.18)   NM  
  ttm (non-GAAP) $  0.96 12.6 
  2017F  $  0.97 14.5 
  2018F  $  0.18 55.2  
   

  Per Share   Multiple  

  Book value  $   27.50  0.4  
  Tangible book  $   10.96   1.1 

  Free cash flow ($    0.07) NM 
  Book value $   27.50 0.4 

Diamond Offshore (DO) 
Despite a Large Number of Idle Rigs, DO is Positioned Relatively Well for the Eventual Offshore Upturn 

 DO Valuation Metrics 
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The Oil & Gas Journal reported (in its May 1 issue) that offshore producers are “seeking value over volume” in new project designs.  
They are, for example, seeking flexibility in capital deployment, targeting the “sweet spots” of new fields at first and developing 
field in phases to pace required capital expenditures.  They are also seeking to use nearby infrastructure, such as subsea tiebacks, 
in the development of smaller fields, to reduce capital outlays.   These efforts have lowered per barrel breakeven costs on new pro-
jects to the point where some offshore projects are viable at $40 per barrel which would make them competitive with onshore shale 
and tight oil projects.  Capital efficient project designs should facilitate a quicker recovery for the offshore industry. 
While the rise in inquiries signals a potential trough in utilization rates in 2018, some drillers are cautioning that it is still too early to 
call a bottom.  Although a consensus seems to be emerging around $55 oil for 2017, it is possible that cheating on agreed produc-
tion cuts by OPEC and non-OPEC producers, growing onshore production in the U.S. and rising offshore production in Brazil and 
elsewhere could push oil back below $50 and even towards $40 sometime in the next 12 months.  If that happens, demand for 
offshore drilling could plunge again, putting some offshore drillers in a financial bind.  Thus, there will probably not be much of a 
recovery in day rates until utilization rates begin to approach normalized levels.  Even if offshore drilling demand bottoms in 2018, 
some drillers think that day rates will not begin to recover until 2019 or 2020. 
Consensus estimates anticipate that the offshore drillers will post losses in 2017 and even greater losses in 2018.  Volatility in oil 
and natural gas prices could continue the recent patterns of boom and busts in share prices throughout the energy sector.  Geopo-
litical events could also conceivably change the outlook on a dime.  Barring that, the key to a sustainable rebound in offshore driller 
share prices depends upon when the drillers can demonstrate a path back to profitability.  In the meantime, conditions seem ripe 
for distressed asset purchases, merger & acquisition activity and even changes to business models. 
Of course, a sustainable rebound in offshore driller share prices is also highly dependent upon future oil and natural gas prices.  A 
quicker recovery in prices—with oil pushing toward or past $60 per barrel and natural gas above $4 per Mcf—would bring the off-
shore recovery forward.  Futures markets, however, currently do not anticipate any major change in oil and natural gas prices overs 
the next two years.  Yet, offshore driller share prices may very well anticipate a change in the timing of the recovery before clear 
trends begin to emerge in utilization rates, project tenders or oil and gas prices. 
So far, there have been only a few instances of financial failure among the offshore drillers and service-related firms.  Most of the 
larger, publicly-traded drillers have been aggressively seeking to shore up their balance sheets and liquidity.  However, the rising 
sea of red ink has led to credit rating downgrades across the industry over the past two years. We will likely see more bankruptcies 
and restructurings over the next year or two, especially if the downturn is delayed beyond 2018. 
In late March, Ocean Rig UDW (ORIG), whose CEO is George Economou, filed for Chapter 15 bankruptcy in the Cayman Islands.  It 
plans to reduce its debt from $4 billion to $400 million under a reorganization plan agreed to by creditors.  Pacific Drilling (PACD), a 
Luxembourg-based offshore driller controlled by Iden Ofer is now in debt restructuring talks with creditors.  Seadrill (SDRL) and its 
70%-owned subsidiary North American Drilling (NADL), both of which are part of the shipping empire of John Fredriksen, who also 
controls Frontline (FRO) and Ship Finance International (SFL), have been engaged in restructuring talks with creditors for over a 
year now.  Seadrill’s bonds currently trade in the low 30s.  Earlier this month, Tidewater (TDW), which provides service vessels and 
marine support services to the offshore oil & gas industry, filed for bankruptcy after reaching agreement with lenders and senior 
noteholders with $2.0 billion of total claims.  Under the plan, those creditors will get $225 million in cash, $350 million of 8% senior 
secured notes and 95% of the new equity.  The fair value of TDW’s senior notes was listed at 55 in its Mar. 31 10-Q.     
Since I began following the offshore drillers in March 2015, credit ratings have fallen four to six notches on average from low BBB 
to B+.  The senior notes of Atwood and Transocean are now rated Caa3 and Caa1, respectively, by Moody’s. 
My modest positions in ATW and DO have lost more than 50% of their value since I added them to the portfolio in March 2015.  
Although it is evident that the cutbacks in offshore spending by producers are unsustainable in the long-term, it can be difficult to 
predict when the recovery will begin and who (or which securities) will benefit from it.  Industry executives have suggested that the 
recovery will most likely begin in 2018, but the financial performance of the drillers may not improve until later.  Yet, geopolitical 
events or other unforeseen shifts in the supply-demand balance could also alter the timing of the recovery. 
Like other energy stocks, the offshore drillers have seen a few extended rallies and sell-offs over the past two years.  Since rallying 
off February lows for most of 2016, energy stocks have been in a downtrend since mid-December.  At this point, there are no clear 
technical signs of a bottom in the offshore drillers (see chart on page 1), except perhaps that RSI is nearly oversold. Yet, I expect 
that the downturn will continue to be punctuated by share rallies and pullbacks.  Although the offshore rebound may not be at 
hand, it is closer.  Consequently, I am adding to my ATW and DO positions and will continue to monitor developments in the sector.  

(Continued from page 1)  

COMMON STOCKS 
Company Ticker Action Existing 

Shares 
Change 

in Shares 
Recent Price 
(5/26/17) 

Safety 
Rating 

Performance 
Rating 

Atwood Oceanics ATW Buy 200 200 8.08 D 1 
Diamond Offshore DO Buy 200 200 12.15 D+ 1 


