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Date: February 6, 2013 

    Analyst Name: Matt Leid 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: Noble Corporation (NE) 

Section (A) Summary 

Recommendation Buy:       Yes         No Target Price: 
$45.00 

Stop-Loss Price: 
$34.00 

Sector:  Energy Industry:  Oil/Gas 
Drilling 

Market Cap (in Billions): 
$10,467.68 

# of Shrs. O/S (in Millions):  
252.72 

Current Price:  $40.74 52 WK Hi:  $41.71 
 

52 WK Low:  $28.73 EBO Valuation:  $31.70 

Morningstar (MS) Fair 
Value Est.:  $55 

MS FV Uncertainty: 
Moderate 

MS Consider Buying:  
$33 

MS Consider Selling:  
$85.25 

EPS (TTM):  3.39 EPS (FY1):  3.39 EPS (FY2):  4.86 MS Star Rating: 

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:  Hold 

Forward P/E:  11.99 Mean LT Growth:  
13.00% 

PEG:  0.92 Beta:  1.22 

% Inst. Ownership:  
89.24% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio:  
1.10 

Short as % of Float:  N/A 

Ratio Analysis Company Industry Sector 

P/E (TTM) 20.22 80.74 12.82 

P/S (TTM) 2.95 1.91 3.07 

P/B (MRQ) 1.36 1.23 1.00 

P/CF (TTM) 7.96 7.63 9.24 

Dividend Yield 1.26 1.97 2.29 

Total Debt/Equity (MRQ) 60.01 48.49 15.31 

Net Profit Margin (TTM) 15.68 7.35 10.45 

ROA (TTM) 3.96 2.69 4.52 

ROE (TTM) 6.83 4.87 8.15 
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Investment Thesis 
Pros: 
• Noble is in one of the fastest 
growing industries within the energy 
sector 
• The firm has top notch technology 
and is focused on maintaining a 
strong level of customer service.  
• The Relative valuation tells us that 
there is a possibility that the firm may 
be undervalued at this time. 
• Short interest is lower than its two 
closest competitors and has been 
dropping for some time. 
• Technical analysis suggests that now 
is a good time to invest in NE. 
Cons: 
• Earnings estimates have been 
lowered several times recently as 
margins within the industry are being 
squeezed. 
• The fundamental valuation suggests 
that the firm might be overvalued. 
 
Conclusion: While margins for the 
industry have been decreasing 
somewhat, this may be offset by 
increasing technology (to reduce cost) 
and continued revenue growth.  I 
believe this is an industry that our 
portfolio should be exposed to and 
Noble Corporation is among the best 
companies to invest in within the 
Oil/Gas drilling industry. 

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

Company Profile: 
Company has offshore drilling operations around the 
world. 

Fundamental Valuation: 
The fundamental valuation suggests that the current 
stock price is highly overvalued. 

Relative Valuation: 
The relative valuation provides implied prices near the 
52 week low and high range, and suggests the stock 
may be undervalued. 

Revenue and Earnings Estimates: 
Earnings estimates have been declining despite 
increases revenue estimates.  Margins within the 
industry are becoming less attractive. 

Analyst Recommendations: 
Overall recommendation is outperform. 

Institutional Ownership: 
Strong institutional ownership with a very small net 
sell. 

Short Interest: 
Short interest has been decreasing and is at a lower 
level than competitors. 

Stock Price Chart: 
Performance has been in line with competition in 
medium to long term. 
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Section (B) Company Profile (two pages maximum)  

Company Summary 

 Noble Corporation is a Swiss company that is a leader in offshore drilling contracting for 

the oil and gas industry.  This means they perform contract drilling services all around the world 

using their fleet of 80 mobile offshore drilling units and one floating production storage and 

offloading unit.  The company is able to drill in ultra-deepwater and harsh environments using 

its high tech fleet.  Noble has been in the contract drilling business since 1921.  About 98% of 

operating revenue was obtained from offshore contract drilling operations in 2011. 

The firm has multiple types of rigs to drill in different situations.  Semisubmersibles are floating 

platforms that can submerge to a predetermined depth.  The company has 14 of these.  

Drillships are self-propelled vessels that maintain their position over a well.  The fleet size of 

this unit is also 14.  Jackups are the most common with a fleet size of 49.  Jackups include areas 

for storage, crew members, and even a helicopter landing.  Lastly, submersibles are mobile 

drilling platforms work by flooding a lower deck which sinks to the sea floor in order to begin 

drilling.  Currently the fleet only contains two submersibles.  

 As of February 15, 2012, the fleet was spread across multiple areas around the globe.  

This included Mexico, Brazil, the North Sea, the Mediterranean, West Africa, the Middle East, 

India, and the Asian Pacific. 

  

Business Model, Competition, Environment and Strategy 

 The goal of the company is to be the preferred offshore drilling contractor for the oil 

and gas industry.  To do this they focus on providing a safe work environment for their 

employees while protecting the environment, increasing share value, and great customer 

service.  They strive to maintain quality workers and leading technology. 

 The competition within the industry is intense due to the lack of differentiation and 

decreasing margins.  In order to compete the company must continue to invest large amounts 

of capital into increasing its fleet size and capabilities.  
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Section (C) Fundamental Valuation (EBO) 

  

 

 

 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  $3.39 and $4.86 

Long-term growth rate:  13.00% 

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

 Book value:   $7,723,200,000 

 # of shares outstanding: 252,720,000 
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 Book value / share:  $30.56 

Dividend payout ratio:  26.52% 

Next fiscal year end:   2013 

Current fiscal month:   2 

Target ROE:    17.07% 

Output 

Above normal growth period chosen: 3 years 

EBO valuation (Implied price from the spreadsheet): $31.70 

Sensitivity Analysis 

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

$34.20 if changing above normal growth period to seven years 

$32.50 if changing growth rate from mean (consensus) to the highest estimate 16% 

$30.91 if changing growth rate from mean (consensus) to the lowest estimate 10% 

$27.97 if changing discount rate to 16% 

$31.70 if changing target ROE to 14% 

 

Section (D) Relative Valuation 

 

From the top panel 
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The forward P/E ratios of all five competitors are fairly similar.  Only DO stands out as being 

somewhat out of the range of the other values, as it is over $2 higher than any other company.  

Most of the PEG ratios are very close to 1.  The two companies that have much higher growth 

rates (ESV and RIG) also have noticeably smaller PEG ratios.  NBR has a P/B that is much lower 

than the other companies listed.  Part of the reason for this may be that they have a large about 

of debt, so their P/S and P/CF will also be lower than their peers.  DO has a large P/B.  This 

might be related to the fact that their ROE is much higher than the other companies and this 

return makes investors willing to pay a higher price.  Besides the before mentioned NBR, all the 

companies have similar P/S values.  Lastly, RIG stands out as having a large P/CF.  It was unclear 

as to what was the leading cause of this number.  

All but two of the implied prices fall with the 52-week high and low.  Most of the implied prices 

are also close to the current price of $40.74.  We can see that PEG gives us the lowest implied 

price of only $34.47 while P/CF gives us $45.21. 

From the bottom panel 

The two implied prices that stand out as being outlier prices are those derived from PEG and 

P/CF.  Typically PEG isn't the most useful ratio to use for energy stocks.  However, because 

offshore drilling is an area of higher growth than many other energy industries, this number is 

likely somewhat relevant.  The P/CF, while not being the first ratio one would normally look to, 

is also something that can't be ruled out as it is looked at to see how the many investments of 

the firm are paying off. 

Price to earnings is the most useful valuation tool for NE.  This makes sense, as we often will 

look to P/E when determining the value of an energy company.  Ultimately, companies within 

this industry have to spend a lot on the their operations, and the earnings they are able to gain 

from those operations is a good place to start accessing the value of a individual firm compared 

to its peers.  Moreover, this valuation from my spreadsheet is one for which the outliers do not 

pull the implied price dramatically in one direction or the other. 

Section (E) Revenue and Earnings Estimates  
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1 & 3. As is often the case, Noble tends to surprise analysts more with their earnings number 

than their revenue.  The revenue surprises have been off from estimates by 0.36% to 3.02 

whereas the earnings surprises have been off by 4% to 16.38% 

2. Three out of five revenue surprises in the last five quarters have been negative.  Three 

out of five earnings surprises were also negative, though not in the same quarters. 

4. For the most recent surprise, the market reacted more strongly to the positive surprise 

in revenue than the large negative surprise in earnings.  This might be because some of the new 

rigs ran into some issues this year and investors see that as being a temporary issue.  The other 

responses from the market seem to be more closely tied to earnings, as stock price increases 

when earnings surprises were positive and decreases when surprises were negative. 
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1. We can see that all of the revenue estimates have been trending up from a year ago.  

Meanwhile, all of the earnings estimates have been trending down.  This is a clear indication 

that margins are being squeezed.  It's worth noting that the decrease in earnings estimates has 

been greater than the increase in revenue estimates.  The LT growth estimate only has two 

analysts that have given estimates, so its slight movement can't really tell us much, though it 

also increased. 

2. For both revenue and earnings the trends are most notable for the out- quarter and FY2 

than the near- quarter and FY1. 
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Copy/paste the “Estimates Revisions Summary” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

1 & 2. Again we see that there are more upward revisions for sales and downward for 

earnings.  However, there are a greater number of downward revisions to earnings than 

upward to revenue. 

3. The last week has seen a fairly large number of downward revisions to earnings. 
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Section (F) Analysts’ Recommendations 
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Over the last three months analysts have become noticeably more bearish on this stock.  Most 

of the changes have occurred in the last month.  Since the last month there is one less buy, 

three less outperforms, and five more holds.  The one additional sell has been there for a 

month.  They do seem to be converging to outperform.  This movement is someone consistent 

with what I have read on Morningstar and in other articles, as the industry has had fairly recent 

decreases in margins.  However, this doesn't fit what the stock's performance has been over 

the same time period. 

Revision 
Date 

Upgrade or 
Downgrade 

Current 
Recommendation 

Previous 
Recommendation 

Firm Last Revision 

The most 
recent 
revision 
date 

     

1/24/2013 Downgrade Hold Buy Aros 4 months ago 

1/8/2013 Downgrade Hold Buy Raymond 6 months ago 

12/10/2012 Upgrade Strong Buy Hold Baird 12 months ago 

12/10/2012 Upgrade Strong Buy Buy Ghunter 3 weeks ago 

      

The earliest 
revision 

     



12 
 

date in the 
last two 
months 

 

Section (G) Institutional Ownership 

 

 

 

 

1. Institutions have been decreasing ownership on a net basis.  The amount of the 

decrease has been extremely insignificant. 
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2. With institutional ownership above 90%, there is sizable institutional interest and 

support for this firm. 

3. There were no owners with greater than 5% that I could find with the assigned source. 

4. Overall, the high level of institutional ownership is a bullish indicator. 
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Section (H) Short Interest (two pages) 

NE Short Interest 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DO Short Interest 
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ESV Short Interest 
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Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 3,625,750 5,926,580  252.72 Million  251.14 Million  

Shares Short Short Ratio Short % of Float Shares Short 

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

3.19 Million   1.10  N/A  2.89 Million 

 

While most recently the amount of short interest and days to cover have gone up slightly, the 

overall trend for the firm has been down.  Market sentiment is clearly good for this stock, as the 

firm also has lower short interest than its two closest competitors.  Over the last year this 

sentiment has become more bullish.  In the last month it has also become more bullish, which is 

definitely related to the direct that the U.S. economy has taken in the last month, as stocks 

have rallied since avoiding the fiscal cliff. 

 

Section (I) Stock Charts 

 

A three months price chart 
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In the past three months the stock has been beaten by its competitors, sector, and the market 

until its recent jump that has caught it up with all but NBR. 

 

A one year price chart 

 
Here we see that in the past year the company has had trouble keeping up with the market, but 

has been fairly in line with competitors and the sector. 

 

A five year price chart 
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Over the past five years it appears that this company's industry has had trouble recover from 

the recession, as NE and its competitors are still well below the market and sector. 

 

Additional price chart 

Six month technical analysis chart 
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For the shorter term analysis we see that the moving average is heading up with a golden cross 

a few weeks ago and a reasonable RSI. 

 

Two year technical analysis chart 

 
 

For the longer term technical analysis we again see a recent golden cross and reasonably high 

RSI. 

 

Sources: 

10K, 2011 

Reuters 

Yahoo Finance 

CNBC 

MSN Money 

Morningstar Direct 


