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Date: 4/3/2013 

    Analyst Name: Christopher Weber 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: Ensco PLC (ESV) 

Section (A) Summary 

Recommendation Buy:       Yes          Target Price: $62 Stop-Loss Price: $51 

Sector: Energy Industry: Offshore 
Drilling 

Market Cap (in Billions): 
13.45 

# of Shrs. O/S (in Millions): 
232.71 

Current Price: $56.96 52 WK Hi: $65.82 
 

52 WK Low: $41.63 EBO Valuation: 73.52 

Morningstar (MS) Fair 
Value Est.:  70 

MS FV Uncertainty: High MS Consider Buying:  42 MS Consider Selling:  108 

EPS (TTM): 5.24 EPS (FY1): 6.73 EPS (FY2): 7.85 MS Star Rating: 4 stars 

Next Fiscal Yr. End 
 ”Year”:  2013    
“Month”: December 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date: 

Analyst Consensus 
Recommendation: 
Outperform 

Forward P/E: 7.27 Mean LT Growth: 27.18% PEG: .31 Beta: 1.35 

% Inst. Ownership: 90.12 Inst. Ownership- Net 
Buy:   Yes 

Short Interest Ratio: 1.4 Short as % of Float: 2.1 

Ratio Analysis Company Industry Sector 

P/E (TTM) 11.04 24.29 12.30 

P/S (TTM) 3.13 2.24 2.59 

P/B (MRQ) 1.13 1.28 11.25 

P/CF (TTM) 7.48 9.07 8.36 

Dividend Yield 3.46 2.08 2.68 

Total Debt/Equity (MRQ) 40.91 51.91 12.03 

Net Profit Margin (TTM) 28.42 11.22 10.35 

ROA (TTM) 6.70 3.26 3.63 

ROE (TTM) 10.59 6.07 5.73 
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The Investment Thesis 
 
      Ensco PLC is an offshore drilling company 
with a huge fleet of floating, 
semisubmersible, and submersible oil rigs 
which it leases out to oil companies for a 
premium. The corporation as a whole has 
seen a great deal of success and is in the 
process of building 6 new rigs for which it 
has already secured leases.  
     ESV is focused on smart spending and 
stimulating long term growth. Its LT growth 
rate of 27.1% is one of the highest amongst 
the industry and its competitors. Due to this 
high long term growth rate and the new rigs 
being produced, ESV can expect to see 
increased revenues and EPS while 
maintaining low debt. The company is 
financing the construction of its new rigs 
through profits sustained by existing 
clientele.  
    ESV has some great ratios and valuation 
metrics that lead me to believe the stock is 
currently trading at an undervalued price. 
The P/B ratio of 1.13 stands out the most in 
my head as the biggest indicator this stock 
may be undervalued. The fact that ESV has 
such a huge fleet of oil rigs and such a low 
P/B tells me that management has been 
effective with its spending. P/CF is also 
another good indicator for ESV. The P/CF of 
7.48 compared to some of ESV’s 
competitors is high, indicating that the 
company is generating a good amount of 
cash. Lastly, with a dividend yield and net 
profit margin much higher than the sector 
and industry that ESV is in, I believe that 
there exists tremendous value in ESV as a 
growth stock.  
    Although the stock has great multiples, 
there are a few areas for concern. When 
compared to its competitors, ESV’s P/S ratio 
of 3.13 is somewhat high indicating that the 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: Ensco is an offshore drilling company 
that specializes in finding oil pockets in deep water and 
then constructing rigs over those fields. They lease the 
rights to use and produce crude oil to major oil 
companies around the world.  

Fundamental Valuation: For my fundamental valuation 
I chose a 3 year abnormal growth rate which produced 
an implied price of 72.53. Given the stocks tremendous 
growth potential with the 6 rigs currently under 
construction and the growing popularity of offshore 
drilling I believe the company can achieve this. 

Relative Valuation: When comparing ESV to its 
competitors the company looks very attractive. ESV’s 
P/B is one of the lowest of its competitors and given 
the amount of assets it currently owns this is a bullish 
indication that the company may be undervalued. 
Another great comparison is the companies high long 
term growth rate, implying that it will grow and 
outperform its competition 

Revenue and Earnings Estimates: In the last 6 quarters 
ESV has between earnings and revenue estimates and 
posted positive surprises. The company has also seen 
up revisions on EPS and revenue for this quarter. This is 
a bullish indicator that analysts are gaining more 
confidence in ESV’s profitability as a company.  

Analyst Recommendations: This stock has been heavily 
analyzed but the consensus is that the stock will 
outperform its current price level. Although there are 
few bearish analysts who fear under performance, the 
overwhelming majority agree the stock is a buy or 
outperform. MorningStar also feels that the company is 
undervalued as a whole and the stock should be trading 
around $70 which is very similar to the implied I got in 
my fundamental valuation. 

Institutional Ownership: Many large and trusted firms 
are invested in ESV. This strong financial backing 
coupled with the fact that has been a strong net buy 
recently indicate that hedge funds and large 
investment companies are confident in ESV. 
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price paid per share in relation to the 
revenue generated per share is not as high 
as some of ESV’s competitors. Also, debt to 
equity is a little high compared to the sector, 
but is low for the industry. This level of debt 
can be attributed to an increase in 
maintenance expense last quarter as well as 
the construction of the six new rigs that ESV 
is building. 
   All in all, ESV is a great buy and I believe 
that given all the factors I have gone over, 
that the stock will turn a profit for the CIF. 
At its current share price the stock is 
undervalued and would make a great 
addition to the CIF Portfolio. 

Short Interest: The company’s short ratio is an 
extremely low 1.4. The amount of stocks being shorted 
has gone down over the last few weeks as investors’ 
sentiment that this is somewhat of long term stock 
increases. The reduction in shares shorted indicates 
that investors are preparing for the stock to rise in 
value.  

Stock Price Chart: The stock price chart indicated a lot 
in terms of ESV’s performance relative to its 
competition. Over the last year ESV has outperformed 
everyone, and only in the last 3 months slowed down. 
However, after analyzing the graph I believe the 
company will be seeing an upswing in value and 
performance in the months to come.  
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Section (B) Company Profile (two pages maximum)  

Company Summary 

 Ensco PLC is an offshore drilling company that leases its rigs to large oil companies 

around the world. ESV has a fleet of 77 different rigs. The rigs vary in size and their purpose but 

the company also has 7 new rigs currently under construction. It operates its rigs around the 

world in areas such as in Southeast Asia, Australia, the North Sea, Mediterranean, the United States 

Gulf of Mexico, Mexico and Middle East, as well as the deep water markets in Brazil and West Africa. 

 Historically the company has focused on building rigs in dynamic environments after doing some 

exploration to find pockets of oil offshore. By positioning itself so well in this manner they have been 

successful in acquiring large clientele and maintaining healthy profitable relationships. ESV continues to 

see high profits on its offshore drilling leases and is meticulous when it comes to upkeep and care of its 

rigs.  

 

 

Business Model, Competition, Environment and Strategy 

ESV’s business model centers on building offshore oil rigs and then leasing the rights to 

use those rigs to large oil companies. In order to promote growth, over the next three years six 

new rigs are being constructed and getting ready for use. They have also begun to look into 

acquisitions like the one they made for Prime. By acquiring Prime, ESV has reported cost savings 

of $100 million in the first year and corporate management is confident this number will 

increase next year.  

 Due to the fact that ESV is an offshore drilling company they do run into competition 

from other oil rig companies. Diamond Offshore drilling is a similar company to ESV, and has a 

slightly larger market cap. Although when comparing the two companies, it is important to note 

that ESV’s fleet of 77 oil rigs is far superior to DO’s 49. The fact that ESV has so many more rigs 

than DO leads me to believe that the growth potential is much greater for ESV than it would be 

for a company like DO.  
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 Another aspect that separates ESV from its competitors is its high dividend payout ratio. 

ESV has the highest dividend of all its competitors and prides itself on that fact. This has 

attracted many investors who are looking to offset market volatility with a guaranteed good 

cash dividend.  

Revenue and Earnings History 

 

 

 

Discuss any pattern in revenue and earnings (e.g., increasing year over year; seasonal; etc.) 

Reuters.com did not have this information so I chose to use the EPS and Revenue from ESV’s 

10-k report. The revenues are trending up every year as the company’s operations grow in size 

so has the amount of profit and earnings per share. 

 

Section C Fundamental Valuation (EBO) 

Include the following here: 
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Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  6.73, 7.85 

Long-term growth rate:  27.1% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   11,846.4 million 

 # of shares outstanding: 232.45 million 

 Book value / share:  50.96 

Dividend payout ratio:  28.93% 

Next fiscal year end:   December 31st, 2013 

Current fiscal month:   4 

Target ROE:    11.83% 

Output 

Above normal growth period chosen: 3 years 

EBO valuation (Implied price from the spreadsheet): $73.52 

Sensitivity Analysis 
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EBO valuation would be (you can include more than one scenario in each of the following): 

$85.17 if changing above normal growth period to 4 years 

$79.83 if changing growth rate from mean (consensus) to the highest estimate 38.6% 

$67.42 if changing growth rate from mean (consensus) to the lowest estimate 16% 

$88.97 if changing discount rate to 10% 

$73.52 if changing target ROE to 13% 

 

 While observing the fundamental valuation of the company I chose a 3 year abnormal 

growth rate because the company is building six new rigs for which it has already 

secured leases for and it has recently acquired Prime. I chose to change the discount 

rate to a lower one because I felt 11.87% was too high. In response to this change the 

stock price went up but is still within MorningStar’s potential value range. 
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Section (D) Relative Valuation 

 

From the top panel 

Discuss whether your stock and its competitors have very different multiples. Point out if any of 

the five stocks have multiple that is far off from the others. Make an attempt to explain why 

(you would want to read analyst research report in Morningstar Direct; you should also look for 

comments from other financial sites). The discussions should address all of the following 

valuation metrics: forward P/E, PEG, P/B (MRQ), P/S (TTM), and P/CF (TTM).  

Compare the implied prices derived from various valuation metrics. Also compare those implied 

price to the stock’s current price, and 52-week high and low. 

 When evaluating the company’s financial ratios it is easy to see why they are so strong 

compared to their competitors. The low P/B ratio and high growth rate indicate that the 

company has huge potential to see increases in profitability and value. Although not the 

highest the company also has a solid ROE. 

 I chose these competitors because each is in the business of constructing rigs and 

offshore drilling, which is very similar to ESV.  

 

From the bottom panel 



9 
 

Discuss the various implied prices of your stock derived from competitors’ (“comparables”) 

multiples. How different are the prices derived from the various valuation metrics? Note any 

valuation metrics that seem to yield outlier prices and explain why (HINT: is that because that 

particular valuation metrics is not very relevant for the industry? Do you best to provide 

convincing arguments).  

For each valuation metrics, Compare the current price and 52-week high /low of your stock to 

the High-low range derived from multiples of its competitors. 

Among the valuation metrics analyzed, which ones do you think are most relevant as a 

valuation tool for your stock? 

 Among the valuation metrics being compared I believe that P/B, P/CF, long term growth 

rate, and forward PEG are good metrics to use. P/B shows how the company is doing 

relative to the assets it owns. ESV’s P/CF indicates that it is generating a healthy amount 

of cash relative to stock price.  

Section (E) Revenue and Earnings Estimates 

Review recent trends in company’s reported revenue and earnings, and discuss whether (1) the 

company has a pattern of “surprising” the market with numbers different from analysts’ 
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estimates; (2) Were they positive(actual greater than estimate) or negative (actual less than 

estimate) surprises? (3) Were surprises more notable for revenue or earnings? (4) Look up the 

stock chart to see how the stock price reacted to the “surprises. NOTE: Reuters does not put 

the sign on the surprise. You need to put a “negative” sign when it is a negative surprise. 

 The company has done a great job in the last six quarters of posting earnings per share 

and revenue that is greater than analyst estimates. The fact that the company has been 

able to do this consistently shows how much potential there is for value to be created. 

These positive surprises are a bullish indicator that now may a great time to buy in on 

the stock.  

 

Review the range and the consensus of analysts’ estimates. (1) Calculate the % difference of the 

“high” estimate from the consensus (mean); (2) Calculate the % (negative) difference of the 

“low” estimate from the consensus; (3) Are the divergent more notable for the current or out- 

quarter, FY1 or FY2, revenue or earnings? (4) Note the number of analysts providing LT growth 
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rate estimate. It that roughly the same as the number of analysts providing revenue and 

earnings estimates? 

 Between the consensuses high estimate for next year revenue and the consensus mean 

we observe a 2.32% difference. Between the mean and the low we observe a 3.58% 

difference in analyst consensus. The divergent is definitely more noticeable for the fiscal 

year two. There is a huge discrepancy in the number of analysts providing estimates for 

revenue compared to the LT growth rate. 

Review recent trend of analysts’ consensus (mean) estimates on revenue and earnings. (1) Are 

the consensus estimates trending up, down, or stay the same? (2) Is the trend more notable for 

the near- or out- quarter, FY1 or FY2, revenue or earnings? 

 In the past few months even though ESV has remained profitable and paid dividends to 

shareholders, analysts have not changed their estimates on EPS or revenue. It is my 

belief analysts are waiting for the next earnings report to come out and are curious to 

see how the cost saving synergies between ESV and its recent acquisition of Pride 

International has affected the company’s profitability. 
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Review the number of analysts revising up or down their estimates (both revenue and earnings) 

in the last and last four weeks. (1) Note whether there are more up or down revisions; (2) are 

the revisions predominantly one directional? (3) Any notable difference last week versus last 

four weeks, revenue versus earnings? 

 In the past four weeks analysts have about equal up and down revisions for every aspect 

of revenue and earnings in the foreseeable future. In the last week, not much has been 

revised as analysts prepare for earnings to come out. The biggest difference between 

last week and then the last four weeks is how much inactivity there has been regarding 

sentiment for this stock.  
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Section (F) Analysts’ Recommendations 

 

Review the trend of analyst recommendations over the last three months. Is there a notable 

change of analyst opinions, turning more bullish or bearish? How many different ratings out 

of the five possible ones did the company receive currently, one, two, and three months ago? 

Is there a notable trend of opinion convergence or divergence? Is what you see here 

consistent to comments in Morningstar analyst’s research report as well as various online 

financial sites you had researched on? 

NOTE: On a Five-point scale, Reuters assigns “1” to “Buy”, the most bullish recommendation, 

and “5” to “Sell”, the most bearish recommendation. Some other online sites have opposite 

scale, with their “1” being the most bearish and “5” being the most bullish recommendations. 

 There have been many analysts taking time to look at ESV and its potential for the 

future. The outlook on the stock in analyst’s opinion at reuters.com has become slightly 

more bearish than it was three months ago. However it is important to note that the 

vast majority of analysts agree that the stock is a buy/outperform.  

Section (G) Institutional Ownership 
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Combine information provided in all three sections to discuss whether (1) institutions, on net 

basis, have been increasing or decreasing ownership and how significant, (2) the stock has 

sizable institution interests and support, (3) the extent of the (> 5%) owners, and (4) this 

could be a bullish or bearish indication of future stock price movement.   

 On a net basis, institutional owners have been increasing over the last few months. The 

stock is over 90% institutionally owned which is another bullish indicator that large 

investment firms are confident in ESV’s potential to grow in value. There are two >5% 

owners and they combine to own roughly 12.5% of the company. With the increase in 

net buys and institutional owners I believe investors are preparing for the value of the 

stock to increase.  
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Section (H) Short Interest (two pages) 

From http://www.nasdaq.com/ (NASDAQ’s website) 

 

http://www.nasdaq.com/
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NOTE: You are encouraged to look at the short interest information for two of the companies’ 

closest competitors. This will help gauge whether the sentiment indicated in the short interest 

statistics is company specific or industry-wide. 

 

Diamond Offshore Drilling 
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Nabors LTD 
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From http://finance.yahoo.com/ 

Complete the following table with information from the “share statistics” table.  

    

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

2,301,660  1,807,630  232.45mil 231.69mil  

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

 4.27mil 1.4   2.1  4.33 

 

 

 

Based on the short interest statistics and its recent trend, how is the market sentiment on the 

stock? Has the sentiment turned more bullish or bearish over the last year? How about in 

more recent month and why? 

 

 Based on the decrease in the amount of stocks shorted, investors are becoming 

increasingly bullish on the stock. The decrease in the amount of shares shorted indicates 

that investors see long term growth potential in the stock. I believe we will see this 

trend continue and the stock value will go up. 

  

http://finance.yahoo.com/


20 
 

Section (I) Stock Charts 

A three months price chart 

 
 

 

 

A one year price chart 
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A five year price chart 

 

 
Discuss what you observe from the stock charts. This should include comparing your stock to 

competitors, sector, and SP500 over the three different time horizons.  

 

 Over the last three months ESV has done well in comparison to the S&P 500 and its 

closest competitors. The only company in recent months doing better is DO. However, 

looking further into the stock’s potential the one year price chart reveals just how 

strong ESV has been relative to its competitors. In just a year’s time the company has 

outperformed not only the S&P 500 but its competitors as well. Taking a step back even 

further ESV has not only maintained a high value as company, but has remained on one 

of the best performing stocks in the offshore drilling industry.  
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 In the last three months the stock has seen many golden and death crosses indicating 

how volatile performance and value has been. If history repeats itself then right now the 

10 day RSI should start heading back up towards a golden cross in the 10 day v 50 day 

moving average chart. The best evidence of ESV’s strength comes from the 50 day v 200 

day moving averages. It is here that investors should take note how well the stock has 
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done in the last 50 days compared to the last 200. I believe that the stock will continue 

to grow and the long term moving averages will remain above the death cross. 


