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EQUITY RESEARCH 

PETROFAC (PFC) - BUY 

2015 – positive contract wins so far, focus on backlog “burn” 
*Petrofac ended 2014 with an order book of c $21.2bn (a net gain of $7.2bn over 
close 2013). The order book is more sensitive to Onshore Engineering ($12.2bn / 
growth 56%) than other areas, Offshore Projects ($3.7bn) Engineering/ Consulting 
($1.5bn) and Integrated Energy ($3.8bn). Using 2013 annual revenues of US$6.3bn 
the order book equates to approx. 3.3 years of revenues – giving an order book 
burn rate of around $525m per month. The challenge for Petrofac is to at least 
replace its burn rate with new contract wins. However the backlog is a decent 
cushion that gives the board time to manage the downturn. 

 

*The uncertainty over order books, comprising the project cancellation and lower 
contracting have been factors undermining investor sentiment towards oilfield 
service companies. Unlike the US oil field companies that have far more exposure to 
global oil majors; Petrofac’s client base are mostly the NOCs (national oil 
companies) hence quasi government entities. NOC’s are less sensitive to owner 
pressure for capital spending cuts but are likely to want more competitive terms. 

 

*2015 has got off to a good start with a $4bn contract win from Kuwait Oil Co for 
the central processing facility at the Lower Fars programme. This work runs over 
52 months hence boosting the Petrofac order book at a critical time. We await 
further details from Offshore Projects and Operations which is exposed to the UK 
North Sea and Iraq, both difficult areas, and the impact of the Mexican government 
reforms which encourage the migration of existing contracts onto production 
enhancement contracts. This latter issue caused the updated guidance in November. 

 

*The board’s updated guidance (24th November 2014) estimated net profit of 
between $580m- $600m (EPS $1.70/ 111p) for FY14 declining to $500m (EPS 
$1.44/ 94p) for FY15. The guidance reflected a number of assumptions including a) 
the forward curve in oil prices b) a break-even for the Laggan-Tormore project in 
Shetland. In terms of the forward price, the average Brent price for Q4 2014 was 
$77 around $20 above current levels.  

 

Petrofac has de-rated sufficiently 
We expect Petrofac will meet and possibly slightly beat revised EPS guidance. The 
guidance equates to a historic P/E rating of 7.4x which rises to 8.7x for 2015. These 
are depressed nearly ex-growth multiples for a company that is normally in the 
mid-teens in terms of multiple. Forthcoming preliminary results on the 25th 
February 2015 should provide guidance on the payout for 2015 but our suggestion 
is the dividend will be held. The board said it will pay the same final dividend for 
2014 as 2013 hence a 43.8 cents final dividend and 65.8 cents annual. 

 

Petrofac has been cited as a potential target for US giants Schlumberger or 
Halliburton due to its complimentary niche and relative size at about one tenth of 
its larger US peers. There is a high probability of sector M&A emerging as operators 
consolidate and reduce competition.  Our view is Petrofac’s high margin portfolio is 
a highly desirable and affordable target for its larger peers. 

 

 

 

Key Risks to Price 
Target 
i) Cuts in capital 
expenditure by oil 
major clients will 
impact Petrofac 
revenues and order 
book. 
 
ii) Petrofac has revised 
profit guidance in 
respect of 2015 
already. Further 
revisions are possible. 
 
iii) Prolonged period of 
uncertainty ahead for 
oil field services due to 
collapse in crude oil 
prices. 
 
Please note the risk 
warnings and 
disclaimers on the last 
page of this document. 
 

Petrofac is a FTSE 
250 listed oilfield 
services company 
operating in diverse 
offshore locations. 
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Collins Sarri Statham Investments Ltd - Analyst Rating Definitions: 
 
 

BUY: A “buy” rating is applied to companies with established businesses that are profitable and where there is further profit growth 
expected. A “buy” recommendation means the analyst expects the share to reach the share price target on the note.  
HOLD: The company’s valuation appears to reflect investor expectations in the short-term. Alternatively the company is awaiting 
key developments that will impact on the share price. Investors are advised to await the resolution of these key developments.  
SELL: The company’s valuation appears too high having regard to material uncertainties, declining profit prospects or has sizeable 
funding requirements. A sell recommendation may also be applied where the board have failed in key objectives or appear to be 
frequently changing strategy. A sell recommendation means the analyst expects the share to fall to the price target on the note. 
NEUTRAL (Not Rated): The analyst does not maintain a view in either direction.  
 
 

Key to Material Interests: 
 
Please be aware that the following disclosures of Material Interests are relevant to this research note: 
 
Petrofac  Relevant disclosures:  < 2>  
 
1. The analyst has a personal holding in the securities issued by the company or of derivatives linked to the price of the company’s 
securities. 
2. Collins Sarri Statham Investments Ltd has clients who hold either shares or CFD positions in this security. 
 
ANALYST CERTIFICATION:  
The report’s author certifies that this research report accurately states his personal views about the subject security, which is 
reflected in the ratings as well as the substance of the report.  
 
RECOMMENDATIONS:  
Collins Sarri Statham Investments Ltd (CSS) does not in any of its publications take into account any particular recipient's 
investment objectives, financial situation, and specific needs and demands. Therefore, all CSS publications are, unless otherwise 
specifically stated, intended for informational and/or marketing purposes only.CSS shall not be responsible for any loss arising 
from any investment based on a perceived recommendation. 
 
No publication (including recommendations) shall be construed as a representation or warranty that the recipient will profit, nor 
avoid sustaining losses, from trading in accordance with a trading strategy set forth in a publication. 
 
This research is non-independent and is classified as a Marketing Communication under FCA rules detailed in their Conduct of 
Business Rulebook (COBS). As such it has not been prepared in accordance with legal requirements designed to promote 
independence of investment research and it is not subject to the prohibition of dealing ahead of the dissemination of investment 
research outlined in COBS 12.2.5. 
 
RISK WARNING: 
Trading in the products and services offered by Collins Sarri Statham Investments Ltd (CSS) may, result in losses as well as profits as 
the value of investments may go down as well as up. You may not get back the full amount you have invested. Any reference to past 
performance should not be viewed as an indication of any future performance. Investments held in overseas markets are subject to 
the effects of changes in exchange rates which will impact on the value of the underlying investment. Leveraged products such as 
Contracts for Difference (CFDs), derivatives, commodities & Foreign Exchange (FX), carry a higher risk to your capital. They can lose 
their value rapidly and you may lose substantially more than your initial investment.  
 
SPECULATIVE TRADING IS NOT SUITABLE FOR ALL INVESTORS.  
 
The information contained herein is based on materials and sources that we believe to be reliable however we make no 
representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the information 
contained herein. Please note that the figures shown may, in some instances, be rounded to the nearest penny. Prices can move 
sharply from those quoted in this document. Current prices can be verified by calling one of our brokers. CSS is under no obligation 
to update the information contained herein. Neither CSS, nor its affiliates, nor its employees shall have any liability whatsoever for 
any indirect or consequential loss or damage arising from the use of this document. 
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