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Introduction

Noble Corporation, (NE) shed billions in bankruptcy and is now

recapitalized and looking for work, for its modest offshore drilling fleet.

Work that is on the increase, but at much more tepid rate than oil price

driven recoveries of years past. The capital restraint rolled out by major

operators a couple of years ago, continues in force amid the cash

harvesting and balance sheet patch up, today's higher oil prices allow.
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In this article, we will review relevant trends in the industry, and specifically

investigate if there are catalysts or drivers that justify buying in to NE at

current prices.

A word about contract drillers

Any Moody Blues fans out there in Seeking Alpha land? I borrowed the title

for this piece from their classic album from 1967. If you haven't fired it up in

two or three decades, treat yourself. If you're a child of the sixties there is

probably no music that is more emblematic of the over-dubbed

synthesizer era that prevailed then.

As the title implies what goes around, comes back around. Lessons of the

past are lost as the future becomes the past. It fits here as the offshore

drilling industry is perennially guilty of an excess of optimism in the early

stages of a recovery, and an equally bullish view of the later stages. In fact,

I challenge you to find a more optimistic and cheerful bunch of fellows.

Reading a driller's "sugar-filled" 10-Q should come with warning label for

some folks.

First of all, there is no segment of the OFS space that requires more

diligence in investing than contract drillers. Particularly those with major

offshore deepwater exposure. They are the first to tank when things turn

all pear-shaped in the industry, and the last to recover when the world

rediscovers oil. Some- many never make it, wiping out investors in a debt

restructuring or bankruptcy. You've been warned.

One of the problems with the offshore drillers is that there just isn't enough

work being let to give them pricing power. Said another way, there are too

many rigs chasing too few dollars.

That said, our view is that we are entering an extended upturn driven by

demand and almost everybody who gets in at this stage of the game

makes money...if they pick their entry point and avoid the eventual crash.

You've heard the old adage about staying too long at the party? Pick a spot

by the door at the offshore drilling party and be ready to bail, if this sector

of the OFS space interests you, a bash can turn into a "raid" at a moment's

notice.

The thesis for Noble Corporation

To be interested in Noble at this price you have to believe that it is truly,

"different this time." You have to believe that with the new lease on life

they got out of bankruptcy court that they are ready to go after business

on a basis that will drive profits and thus the stock valuations higher. That's

it. Period. End of story.
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The graphic above from a Noble presentation suggests that their focus on

the Ultra Deep Water (UDW) sector is set to pay off in the coming years, as

it experiences 8.7% compound growth annually. All of Noble's deepwater

fleet is rated for the UDW sector, at water depths of 10K feet or greater.

The devil in the details is the declining need for legacy rigs, built in the

early 2000s that are better suited to mid-water depths. There are still quite

a few of them and they are a drag on the market, and even if the water

depth doesn't require a high spec rig, the operator will often still tend to go

for it if prices are competitive. This tends to be a drag on the high spec

rigs, in my view.

A little history

Noble Corporation foundered, finally last fall on low day rates, poor

utilization, and a mountain of debt. Debt that probably stemmed from a

cash transaction to 2010 where it bought Frontier drilling for $2.1 bn in

cash, and then loading up on a bunch of high dollar floating drilling units

just before the 2014 crash. This was a fairly common "disease" among

offshore drillers in that time frame, and Noble has had a lot of "playdates"

with other patients in bankruptcy court since.

Noble's bk was a fairly quick pre-packaged deal that gave control of the

company to the bondholders. In the deal, $4 bn of debt shrunk to $400

mm and the bondholders kicked in another $200 mm to help fund

operations while waiting for cash flow. NE also had some loans lined up in

the tune of another $675 mm for day to day expenses.

Have they learned anything? That remains to be seen. They wasted very

little time before commencing an acquisition of Pacific Drilling's high spec

fleet of MODUs. Pacific, also just out of bankruptcy, had some really nice

drill boats that NE thought would upgrade its fleet and enhance its

marketing ability-
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Good golly, how many times have we heard that sort of happy effluvium
from the Ivory Tower set? At least they aren't paying cash any longer.

Rumor has it they are also after bolt-on assets from bankrupt Seadrill,

(OTCPK:SDRLF).

It's hard yet to say they've learned anything. The claim can't be made that

these assets will be accretive, at least for the most part. I went to the

Seadrill site and counted about 20 of their roughly 27 deepwater rigs are

available immediately, and another couple will come off contract by YE

2021. It will also be interesting to see how they pay for these rigs if indeed

they pick some up.

Q-1

A look at the 10-Q indicates they burned through ~$230 mm of the cash

horde they started out with as a combination of cash on the books and

their revolver. NE claims liquidity as of Q-1 of ~$600 mm. Revenues of

$159 mm for the quarter were dwarfed by the $2.8 bn loss (adjusted $50

mm), of which $2.1 was an asset impairment charge. This was on top of a

prior $1.2 bn asset impairment charge in Q-4, 2020. What assets are they

writing down? The drilling fleet, of course.

In spite of improving metrics-slightly higher day rates and improvements in

rig utilization, contract backlog fell from $1.62 bn in Q-4, 2020 to $1.54 bn.

This indicates the revenue from new contract awards was insufficient to

offset revenue losses from units coming off contract. NE forecasts that of

its current backlog, that ~$568 mm is revenue that will be realized in the

rest of 2021. That works out to ~$190 mm a quarter and suggests to me

they will burn through another $3-400 mm of liquidity by YE 2021.
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Fleet Status

Let's give Noble some respect for marketing their fleet. A visit to their Fleet

Status report reveals that a healthy number of their rigs have found multi-

year contracts. ExxonMobil, (XOM) going by a name-ESSO, they still use

globally in certain places has picked up a number of their rigs for the

Stabroek development offshore, Guyana. Many of these are under contract

for at least the next year and half. That's the good news. The not-so-good-

news is that the day rates, are still not where they should be to run a viable

business. I am speaking to the UDW rigs, and not the jackups. That

segment is doing fine with day rates in the $90-120K per day range.

Noble

Catalysts and valuation

We started out this article with a search for catalysts that would drive the

stock price higher, and justify an entry at current prices. Let's start with

valuation.

You remember how in grade school the teacher always wanted to see your

work, to make sure you hadn't copied the answer off of little Susie's

paper? We could use a little of that mentality about now. The valuation

process described below is a bit murky to say the least, and arrives at

stock valuation of $20.38 per share. If you read on (and follow the link

below and you can) you find the valuation was in part the result of a

discounted cash flow analysis of current contracts, and an arbitrary

assignation of an additional $113.4 mm to that number to reflect the

improvement in day rates.
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How nice for them in their 'smoke-filled rooms" to pad out their contract's

valuation. But, is that a valuation the market would assign Noble? Maybe,

maybe not. So far Mr. Market's been kind to this exercise and driven the

stock prices higher, reaching the mid-$20's before pulling back a hair.

As to catalysts for growth, it's hard to see the market tightening over the

next several years to the point Noble would regain significant pricing

power. As I said there are still too many rigs-as many as 209 floaters

actively seeking contracts, with another 45-50 warm-stacked that could

be reactivated, chasing too little work. Perhaps the current market is

absorbing 70-75% of these working rigs now. Most estimates are that this

is close to a tipping point for the drillers, in terms of pricing power, but it's

the warm stacked rigs that need to be retired before this can truly happen.

Actually writing off a deepwater rig is painful exercise that kills the balance

sheet in the quarter and perhaps the year it happens. Add to that many

rigs have debt in the form of asset-backed loans, ABL's, which restrictive

covenants tied to them, and you can see why the pace has been so slow

for these retirements.

Your takeaway

The tone of this report might lead you to think that I'm pessimistic about

the upstream energy business. Nothing could be further from the truth as I

have published a number of articles recently on that sector, most of which

have been bullish.

The problem I have recommending Noble lies in three main areas.

1. Their market dynamics are spongey, meaning the work they are chasing

is still too sporadic and low paid for the investment it takes to field a

deepwater rig. The jackup market is arguably better, but take a jackup

specialist like Borr Drilling, (BORR). Formed only a couple of years ago, the

company has raised capital several times to improve liquidity and

restructured debt obligations twice to stay afloat. Its share price today is

~10% below its $0.90 IPO price.

2. Management always gets a buyout in the eventual restructuring or

outright bankruptcy and keeps their jobs. Hence the title of this piece.

3. Its valuation seems exceedingly generous given its recent history,

market dynamics and the cash-burning trend set in the first quarter.

In summary, I believe you would have to work extremely hard to find a

worse place to invest $24 dollars. You'll recall I said picking your entry

point was important. I would pick one well below current levels if I were

disposed to investing in the offshore drillers. They all seem to go toward

zero eventually, as the days of future pass.

As this is an investing blog, it is incumbent upon me to offer an alternative

for roughly the same money. Here are a couple.

Halliburton, (HAL) "A Bull Run In Oil..."

Schlumberger, (SLB) "Schlumberger: Hail To The King"

Both companies have avoided restructuring, shed billions in debt, have

positive cash flows, pay modest-and expected to increase, dividends, and

make money across the full energy spectrum including alternative energy.

It seems like a fairly simple calculation to me.
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I had 250K of Noble bonds and I was wiped out some years ago. They were supposed t

service all the debt but decided hey lets just declare BK. AND then they went shopping. I

also lost 500K on Armstrong energy (clean coal). I will NEVER buy another of these

speculative energy bonds again.
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test123test Yesterday, 6:01 PM
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"As I said there are still too many rigs-as many as 209 floaters actively seeking contracts,

with another 45-50 warm-stacked that could be reactivated, chasing too little work."

That is not entirely correct. The presentation from where you have taken the numbers is

almost 17 months old. According to Bassoe Analytics, the present looks like this:

115 Drillships (56 Drilling / 17 Warm stacked / 24 Cold stacked / 18 Under construction)

109 Semis (53 Drilling / 30 Warm stacked / 20 Cold stacked / 6 Under construction)

Most cold stacked floaters will be scrapped, it's just a matter of time. Anyway, more work is

needed for the OSD sector.
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Another good article, @Fluidsdoc . Thanks for writing it.

Another drilling company, Nabors, was recently mentioned in a strange place; I was

wondering if you had any info to share regarding:

Lance Cook was on the (Long Ball) Torchlight Board of Directors. Mr. Cook was also Chief

Scientist at Shell Oil prior to his retirement. Mr. Levy M. Ring was also a Chief Scientist at

Shell Oil. (Yes, it is a small world.)

Mr. Cook and Mr. Ring are Co-Founders of Sage Geosystems. They say:

6 MW of electricity can be generated in 800 SQUARE FEET (not acres) of land at much less

than half the cost of solar or wind turbine power. The US government is funding

development of a pilot plant at Ellington Field in Houston to prove the technology.

Metamaterials and Nabors are also involved in developing the technology. They intend to

produce electrical power, via the “Seebeck” principle, using a generating material applied to

well pipe .

content.metamaterial.com/...
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Author's Reply @Westexr thanks for reading and commenting. Hmm that bit about

Nabors is new to me, as is the "seebeck" principle-sounds like a dime novel title. I

see I have a rabbit or two to run. thanks for the tip. Cheers
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I like this article. 

👍
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Author's Reply @Thewaltzy thanks for reading and commenting. Cheers
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c.moak Yesterday, 5:21 PM

Comments (6) |

This companie’s best asset WAS its people. Noble has shown the employees that they are

disposable and of little value. This will be their downfall.
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Fluidsdoc Yesterday, 5:28 PM

Marketplace Contributor Premium Comments (4.01K) |

Author's Reply @c.moak Thanks for reading and commenting. Little regard is shown

for employees these days. I can attest that Noble crews were among the best. I

worked on many Noble rigs and was made to feel at home and always knew that I

had support from top-notch derrickmen and other rig hands. Cheers
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Disagree with this article? Submit your own. To report a factual error in this article, . Your
feedback matters to us!

Noble Corporation has recently emerged from Chapter 11 and is drawing
investor interest.

We find this surprising at current levels as it received a very generous
valuation.

We think investors looking for a return can do better than NE, and make
a suggestion in that regard.

Looking for more investing ideas like this one? Get them exclusively at
The Daily Drilling Report. Learn More »

The company says Pacific Drilling's high specification UDW drillships

are complementary to its own high specification fleet, and the

combined fleet will be one of the youngest and most technologically

advanced in the industry.
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