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Transocean Ltd                                        Ticker: RIG 
 
 

Transocean (RIG) has been confronted with significant challenges during the current decade: the Deepwater Horizon 
disaster followed by lower oil prices. The former has largely been dealt with and the latter has not stopped the 
company from generating cash flow and reducing debt despite lower returns. It has narrowed its strategic focus to 
deepwater and harsh environment drilling. It is about to acquire Songa Offshore (SONG NO), which having overcome 
its own obstacles, adds a newly profitable, cash generative business with a substantial contract backlog. Together, 
they look capable of coming through a subdued oil market during 2018-2019. The combined group has over $2.0bn 
cash, a $3bn undrawn RCF to mid-2019 and potential to issue first lien rig debt of up to $1.4bn. Deepwater drillers are 
increasingly comfortable at $40-$60bbl prices, and in the next 2-3 years the E&P sector must to face up to replacing oil 
reserves. By 2020 RIG should have a lean, high spec fleet ready to benefit from any significant upswing. 
 
 

Isin  
Issue  
Out 

Rating 
M / S&P 

Coupon  
Min 

Piece 
Maturity Next Call Offer YTM YTW 

Transocean Inc – Senior Unsecured 

US893830AY53 $292mn Caa1 / B 6.50% $1k Nov 2020 n/a 106.00 4.24%  

USG90073AA86 $1.25bn B1 / B+ 9.00% $2k Jul 2023 Jul 20 @ 104.5 109.75 6.85% 6.42% 

USG90073AB69 $750mn B1 / B+ 7.50% $2k Jan 2026 Jan 21 @ 105.625 104.50 6.75% 6.57% 

US893830AF64 $588mn Caa1 / B 7.50% $1k Apr 2031 n/a 92.50 8.45%  

US893830AT68 $1.0bn Caa1 / B 6.80% $1k Mar 2038 n/a 84.50 8.41%  

Transocean Inc – Senior unsecured with coupon steps  

US893830BB42 $332mn Caa1 / B 6.375%* $1k Dec 2021 n/a 110.00 5.51%  

US893830BC25 $505mn Caa1 / B 3.80%♯ $1k Oct 2022 Jul 2022 @ 100 100.50 5.68% 5.67% 

US893830AZ29 $300mn Caa1 / B 7.35%† $1k Dec 2041 n/a 100.50 9.30%  

Intermediate Holdcos – Structurally supported by specific rigs 

USG90077AA90 $570mn - / BB- 7.75% $2k Oct 2024 Oct 20 @ 103.875 109.75  5.98% 5.23% 

USG9007YAA04 $594mn - / BB- 6.25% $2k Dec 2024 Dec 20 @ 103.125 105.50 5.29% 5.19% 

          
 

* 8.375% including maximum steps.   ♯ 5.80% including maximum steps.   † 9.35% including maximum steps. 
 

 
 

Bonds 

 

The bulk of Transocean Inc senior unsecured bonds only benefit from a parental guarantee from Transocean Ltd.  
There are two sinking bonds backed by a specific rig each, and others with coupon steps for ratings agency 
downgrades. The two highlighted bonds are guaranteed by both the parent and three subsidiary companies – 
Transocean Holdings 1, 2 and 3 – providing some structural superiority to the general unsecured bonds. Covenants 
provide minimal protection, allowing subsidiary guarantor debt of up to $2.25bn or 10% of consolidated net tangible 
assets (CNTA - $2.2bn by our calculation), whichever is greater. Similarly, credit facilities up to the greater of $2.4bn or 
10% of CNTA are allowed. Subsidiary guarantees and indebtedness covenants fall away once two out of the three 
credit rating agencies upgrade RIG to investment grade.  There is no cross default/acceleration provision apparent. 
Bonds with coupon steps added 0.25% for each downgrade by Moody’s to a maximum of 1.00% extra. The same goes 
for S&P ratings, hence the maximum 2.00% additional coupon currently in force on each bond. 
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Business 

 
RIG is the world’s largest offshore oil drilling company with a $4.18bn market cap.  Despite company-specific and 
general sector ups and downs over the past decade, it has maintained leadership and strong relationships with top tier 
oil producers such as Chevron, BP, Shell, Total and Statoil. Since the fall in oil prices started in mid-2014, RIG moved 
aggressively to scrap or stack rigs depending on their current and longer-term prospects. Its fleet was 79 rigs in 2012; 
it’s now 44 in total, with 13 stacked, four idled and three newbuilds. Two of the newbuilds are due in the coming six 
months and are already contracted to Shell. The current and long-term marketability of the fleet is under review 
constantly; RIG will not sit with unattractive kit. It sold its entire jackup fleet of 15 rigs (5 in use, 5 stacked, plus 5 under 
construction) for $1.35bn sale to Borr Drilling in Q2, bringing the focus sharply to ultra-deepwater and demanding 
environments, exiting a still substantially oversupplied market and eliminating $1bn of capex required for the jack-ups 
under construction.  
 
Management has been realistically optimistic, noting the pickup in inquiries at the start of the year that have since 
yielded contracts, albeit it for short term jobs and with stiff competition. In October RIG announced a new 2-year 
contract for BHP with three one-year follow on options, and finished 2017 by announcing a new 22-well, 33-month 
(plus two one-well options) contract with Statoil for the Transocean Spitzbergen. That’s worth $286mn in backlog and is 
due to commence in Q3 2019. Floater fixtures executed in 2017 were on pace to surpass 2015 and 2016 combined. 
Dayrates tend to be around opex level, as the contract announcement for Deepwater Invictus to BHP Billiton 
demonstrated. RIG has the largest contract backlog in the field and management remains cautiously optimistic on 
tendering. They see multiple options for the 12 rigs they have rolling off contract up to mid-2018. Financial strength is 
also now more regularly a qualifying factor for tendering, and RIG has plenty of stressed and distressed competitors 
who don’t make it over that hurdle. 
 
After the Deepwater Horizon accident in the Gulf of Mexico in 2010, most of the regulatory and legal actions have 
concluded. Most costs have either been paid and compensatory cleanup/natural resources damages have been 
indemnified by BP. This is in the context of having paid $1bn in civil penalties under relevant legislation and $237mn 
into escrow for the plaintiffs of the PSC Settlement Agreement.  Federal securities claims have now been dismissed.  
Insurance coverage has provided $700mn to date, with the final $250mn layer in dispute with Bermuda insurers and 
subject to arbitration. It appears the worst is behind Transocean on this issue – touch wood. 
 

Songa Offshore Acquisition 
 
Having put a lot of work into refinancing and delevering, work which will continue, RIG had stated it would be looking 
for opportunities to pick up superior assets in a slow market to combine it with its “superior execution”. In their view, 
we’re in the trough of the E&P cycle and seeing increasing signs that the cycle is ending.  Come 2018-2019, pressure 
will start to build on E&P operators to replace long term reserves beyond the 2020 horizon. As it turned out, opportunity 
emerged sooner rather than later. Songa Offshore, deepwater harsh environment drilling contractor in the North 
Atlantic Basin, fits the criteria of quality of assets and near-term liquidity. The summary rationale for the purchase is: 
 
• Additional capability in harsh environment drilling, making RIG the global leader in the segment. 
• Current contracts will bring additional EBITDA and operating cash flow.   
• Strengthens relationship with Statoil, a strategic, top tier customer. 
• Cost and operational synergies of $40mn p.a., $25mn from pre-tax admin expenses and $15mn from opex. 
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Of its seven-rig fleet, four are brand new high-spec harsh environment semisubmersibles that came into service off 
Norway last year. All four are contracted to Statoil out to 2023-24. Beyond that, Statoil has a history of recontracting 
rigs it has helped design, which bodes well for subsequent contract options. The three midwater rigs are currently idling 
off the coast of Norway after coming off contract in late 2016. They are decades old, but all underwent significant 
upgrades between 2012-2014. As part of the consolidated RIG fleet, they will be regularly ranked. Customer 
preference is for the most advanced rigs available, so they may end up scrapped, or they may push existing RIG rigs 
into scrapping. 
 
Songa had a market cap of just under NOK 4.7bn ($588mn) before the acquisition was announced in August; it’s now 
around $1bn. The deal implies an enterprise value of $3.4bn and will be paid for with $480mn cash, $540mn in new 
RIG shares, a new $660mn RIG convertible bond and assumption of Songa’s debt. The cash component is capped, 
with Songa shareholders able to tender up to 2,631 of their current shares, i.e. to a total of NOK 125,000 in cash 
(c.$15,870). The new convertible will also fund an offer for Songa’s two outstanding NOK bonds.  
 
 
Financials     YE 31 Dec 2016 
 
The full year result turned out fairly well, as RIG did better than expected in Q4, partly by its own successful efforts in 
operating efficiency, and partly via litigation recoveries and timing of maintenance projects. Despite that, oversupply of 
rigs in a low oil-price environment took a significant toll on day rates, which were down 20%-40% depending on the 
type of rig. Revenue and EBITDA were down 44% and 50% respectively, but the operating margin was the best in the 
past five years at 27.2%. The bottom line is profits and cashflow were down, but operating cashflow was still more than 
6.0x the cash interest bill of $351mn by our calculation. Debt of £8.5bn was a five-year low, but income trends pushed 
leverage back up to 4.6x.  
 
We’ll need to keep an eye on cashflow as lower ratings have triggered coupon steps on some of the bonds, and also 
because management commented that margins probably peaked in 2016. Margins so far in 2017 have borne that out. 
That said, RIG remained somewhat insulated by long term contracts at better rates with top E&Ps, and rig contract 
maturities out to the end of 2018 total 22. Songa’s four contracts are set at historic rates of over $400k per day (more 
on Songa below). 
 

 
 
Intangibles look to have been thoroughly cleared out during the previous downturn in the early 2010s, and $5.9bn of 
asset impairments have been put through over 2014-2015. The group has saved some $600mn in operating and 
maintenance costs in 2016, particularly the latter, as it has scrapped older rigs.  
 
2016’s accounts were a little late to be filed with the SEC because of “material weaknesses” identified during the 2016 
audit.  The weaknesses were in the group’s controls over income tax accounting and meant there was ‘a reasonable 
possibility that material misstatement of annual or interim financial statements could have occurred and not been 
picked up in a timely fashion’. In this case, the misstatements pertained to remeasurement of some non-monetary 
assets in Norway, analysis of the US defined benefit pension liability and related comprehensive income and 
realisability of deferred tax assets. As it turned out, corrections to 2015 and 2014 income from operations were deemed 

Annual $ millions 31-Dec-12 31-Dec-13 31-Dec-14 31-Dec-15 31-Dec-16 9m YTD 1H Songa 1H Combined

Revenue 8,945 9,249 9,174 7,386 4,161 2,344 310 1,846

EBITDA 2,863 3,407 3,804 4,210 2,118 1,852 450 1,236

Operating Profit (incl impairment) 1,600 2,217 (1,378) 1,380 1,132 (2,516) 98 (1,273)

Operating Margin (ex-impairment) 17.89% 23.97% 29.05% 18.68% 27.20% 24.91% 31.72% 17.35%

NPBT 884 1,656 (1,800) 1,030 934 (2,892) 22 (1,639)

Operating Cashflow 3,427 2,587 2,710 3,884 2,262 1,255 177 923

Cash Interest Paid 719 669 490 439 351 368 46 289

Operating Cash Interest Cover (x) 4.8 3.9 5.5 8.8 6.4 3.4 3.8 3.2

Cash & Equivalents 5,134 3,243 2,365 2,339 3,052 2,717 103 2,574

Total Debt 12,459 10,702 10,051 8,490 8,464 7,300 2,129 9,519

Property, Plant & Equipment 20,880 21,707 21,538 20,809 21,093 17,482 3,016 27,733

Total Equity 15,730 16,685 13,982 15,000 15,805 22,441 840 15,049

Tangible Net Worth 12,743 13,698 13,982 15,000 15,805 22,441 840 15,049

Leverage (x) 2.6 2.2 2.0 1.5 2.6 1.9 4.6 3.0

Debt/Equity (x) 0.8 0.6 0.7 0.6 0.5 0.3 2.5 0.6

Total Rig Fleet 82 79 71 61 56 39 7 51

Stacked Rigs 9 8 1 21 27 13 3 23

Contract backlog ($bn) 29.4 28.2 22.5 16.0 11.7 9.4 4.1 14.3
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to be immaterial (under $100mn change to income in each year, and generally beneficial to results rather than 
detrimental). The auditors have not changed their unqualified opinion, and seem to have served their purpose by 
identifying some problems. 
 
Songa has been through its own challenges between the downturn since 2014 and the acquisition agreement: 
 
• Onshore staff cuts (200 people) and project office closures (Aberdeen, Stavanger and South Korea). 
• Comprehensive refinancing/restructuring and an equity issue.  
• A Norwegian oil service workers’ strike that affected Statoil’s workforce and therefore meant Force Majeure rates 

were in place on the four rigs for a time. 
• A water ingress on the Songa Encourage, which was not in operation at the time. The leak was stopped and the rig 

stabilised within hours.  
• DSME, which built the four new rigs, took Songa to arbitration with claims of $373mn, asserting cost overruns and 

additional work in relation to two of the rigs based on inherent errors and omissions in the design documents. The 
tribunal ruled in favour of Songa, DSME’s right to appeal has expired, and Songa is pursuing potential 
counterclaims of up to $132mn. 

 
Bringing the four new rigs into service boosted 2016 revenue by 14% to $753.1mn, but EBITDA by 60% to $450mn. 
With new rigs complete and funding reorganised, finance expenses grew by $90mn to $116.6mn. Impairments of 
$144.7mn were well down on 2015’s $521mn and the loss after tax narrowed by roughly 90% to $46.9mn. The balance 
sheet is naturally dominated by rigs and equipment (up $260mnn to $3.1bn) and debt (up $120mn to $2.3bn). Debt 
was a mixture of bank loans, shareholder loan and bonds (see Funding section below). Cash was up a little to 
$175.8bn. There are no intangibles and net worth sat at $801.2mn. Operating cash flow was up from $257.7mn to 
$423.7mn, and cash interest cover improved from almost 3.0x to 4.6x. 
 
 

9m to 30 September 2017 
 
RIG has described the year so far as “strong” with “excellent and consistent performance”. This is certainly true in 
terms of operating its rigs at high rates of efficiency, but the market simply cannot reward rig operators with comfortable 
margins yet. Revenue was down over 26% year-on-year to $2.3bn.  The 64% reduction in operating and maintenance 
is excellent, but not quite enough: operating profit was down 29% to $584mn, and that’s without the $1.6bn loss on 
disposal of assets (the jackups) and the $1.5bn impairment charged for scrapping six more floaters in October. Those 
big items pushed RIG into an operating loss of $2.5bn. Interest expenses grew from $296mn to $368mn. The net loss 
after tax was just under $3.0bn. 
 
In contrast, the balance sheet has improved somewhat, with debt $1.1bn less than a year ago at $7.3bn. We can 
forgive them the resulting $335mn reduction in cash, which still left a substantial $2.7bn balance. The $3bn RCF 
remained undrawn. The first amortisation payments have gone through for each of the first two rig-backed bonds.  
 
We calculate operating cash flow at $794mn for the nine months, which translates to an interest expense cover ratio of 
2.4x, well down from 6.5x last year, but still sufficient.  Capex was around plan at $386mn, but sale proceeds helped 
bring free cash flow to $841mn before the net finance reduction of $1.1bn. We think RIG can continue to wash its face 
in terms of servicing existing debt if 2018 and 2019 are subdued, as is currently expected. 
 
Aside from newbuilds ($430mn of the $500mn 2017 capex budget), modest upgrade capex was planned for 2017, i.e. 
$25-$30mn for Deepwater India. That should raise its specifications, making the rig very attractive in light of current 
customer requirements. It should also pay for itself within 2-3 years. Maintenance capex is currently low. 
 
Songa’s Q3 results are not due until 10th November, but the first half was solid despite the water ingress in January. 
Revenue was down $9mn to $328.5mn, with a similar flow through to EBITDA of $189.8mn. The main improvement is 
at the EBIT level, which saw a tidy profit of $98.2mn versus an $8.5mn loss in the first half of 2016 thanks to a lack of 
impairments during the period. Profit after tax was $20.4mn, a $96.4mn reversal on last year. The balance sheet was 
little changed from the year end, key features being cash and equivalents down $73mn to $102.5mn and debt down to 
$2.13bn. Cashflow from operations was up slightly to $177.1mn, covering $46mn of interest payments comfortably. 
Capex is now substantially reduced in the absence of any rig-building, to just $14mn during the six months, allowing for 
the $174mn reduction in debt. 
 
Consensus estimates are for leverage of 5.3x for the merged group. On balance, we think RIG’s most recent scrapping 
announcement and the acquisition are sensible strategically and financially, given the cashflow implications are 
positive, and that’s what matters most until the oil cycle turns. 
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Funding 
 
In early 2016, when oil bottomed below $30 bbl, the capital markets were essentially closed to the oil & gas sector. A 
year later they were “completely open”. RIG has taken the opportunity ever since to refinance, extend maturities, and 
repurchase bonds at a discount, including $147mn repurchased in 1H.  
 
RIG has a $3bn RCF that matures in June 2019, so it is a clear priority in terms of refinancing and management will 
address it in 2018.  It remains undrawn, and together with cash is the source of RIG’s $5.7bn liquidity on hand in Q3.  
2017 bond maturities are now down to just the sink payment on the Proteus rig bond; thereafter $122.5mn sinking 
payments each year to the rig-backed bonds look manageable even in a lacklustre oil market.  
 
Songa’s debt is nicely weighted to the medium-term. First lien bank debt funds the rigs, with just $43.3mn due in 2018. 
That will be taken care of by the new the acquisition financing along with the $50mn shareholder loan and $271mn of 
NOK bonds. The acquisition financing will allow for some reduction in interest at the outset, to just 0.5% from over 2% 
on the NOK bonds, and neatly sidesteps increased coupons. The table below shows maturities including the recent 
$750mn 2026 bond in situ after eliminating the $401mn of 2018 RIG maturities due in March and April. It also assumes 
the acquisition closes and the $660mn 2022 convertible has issued but is yet to be applied to Songa debt. 
 
 

Maturities   ($mn) 2017 2018 2019 2020 2021 2022 2023 2024+ Total 

Bonds 31 123 123 415 864 1,698 1,373 4,201 8,826 

Eksportfinans         0 

Revolving Credit Facility*   3,000      3,000 

Songa Bonds    175 94 114   384 

Songa Term Loans (rig-backed)  43  516 1,118   195 1,873 

          
Total 31 166 3,123 1,106 2,077 1,812 1,373 4,396 14,083 

          
      * Currently undrawn          
 
 
As mentioned, under existing covenants RIG can secure new debt with rigs as long as it is incurred within 12 months of 
the rig coming into service, and subject to remaining within an 85% LTV threshold.  RIG completed two such deals in 
2016. The Transocean Conqueror was financed with a $410mn US domestic bond in May. RIG can potentially issue 1st 
lien, rig-backed debt up to $1.4bn with the two coming newbuild rigs between now and Q1 2019.  
 
For the combined group, assuming annualised operating cash flow of $1.85bn, it can cover an estimated annual 
interest bill of c.$630mn plus the scheduled payments for 2018 in the table above some 2.3x. There is a bit of room 
there to allow for low rolling rig contract rates to squeeze that a bit, and to accommodate increased interest and 
amortisation from further rig-backed bonds. Keep in mind also that capex falls considerably in 2018 and 2019 to 
$165mn and $190mn respectively for RIG, and probably under $50mn p.a. for Songa, so the forward curve for Brent of 
$58 in 2018 and down to $56 bbl in 2019 is not as troubling as it once was. Stable oil prices are acceptable for the 
group and analyst estimates average a bit higher at $55 - $59bbl. Either way, with the cash they can generate and 
substantial cash balances on hand, they have adequate liquidity for the next 2-3 years.  We expect the RCF will be 
refinanced as well. Although leverage will likely kick up a bit, barring any major, sustained drop in oil prices, RIG should 
be ready for the 2020s, when reserve replacement needs to stir exploration offshore almost regardless of prices. 
 
View 

 
Transocean has had a lot to contend with over the past seven years and looks in reasonable shape all things considered.  
From what management is saying, the offshore industry has smartened up – a lot – and $40-$50bbl no longer causes 
eyewatering discomfort. Transocean can cope with the lower day rates and stacked rigs with resources to hand. Despite 
perhaps walking a fine line between risk and opportunity, we think RIG can navigate 2018 and 2019 with higher leverage 
if need be. Its strategic positioning is a positive and Songa enhances it; they should be well positioned for an eventual 
cyclical upturn when major producers will seek to replace depleting assets with quality partners. RIG’s Q4 2017 results 
are expected on 22nd February.  
 
Please contact the desk if you wish to discuss. 
 
Penelope Fitzherbert 
 
4th January 2018  
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Brent Crude Price - June 2014 to December 2017 
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