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Aban Offshore (ABAN.BO) 
Alert:  3Q Disappoints On Lower Revenues; Contract Renewals 
Coming Up 
 
3Q below expectations — 3Q PAT of Rs620m came in below expectations, down 
31% yoy and 18% qoq. The main disappointment came at the revenue line (-6% 
qoq), which exacerbated the impact on the bottom line due to the company's high 
leverage. Reported profits were also impacted by another Rs135m write-off on 
account of Petrojack (cumulative write-off of Rs1.62bn so far, with another 
cRs150m remaining on the books). 

EBITDA margins remain robust, but revenues disappoint — EBITDA margins 
remained robust at 66.4%, largely in line with 2Q levels of 67.2% and up from the 
53-64% levels seen in the previous two years. Revenues, however, disappointed 
significantly (-6% qoq and 10% below estimates), largely on account of: (i) delays 
in commencement of contracts for Aban II and Aban VII (commenced in mid-Jan) 
as well as Aban Abraham (now likely to commence by end-Mar), (ii) end of the 
Aban IV contract in Dec (lying idle currently), and (iii) one-off mobilisation fees of 
cUS$12m for rigs Aban II, Aban VII, and DD 8 that it earned in 2Q which were 
discontinued in 3Q. 

4Q to be better, but no contribution from Aban Abraham yet — 4Q should see 
a sequential pick-up in profits due to commencement of contributions from Aban II 
and Aban VII, as well as full contribution from DD 1 (commenced in mid-Nov), 
though this will be partly offset by nil contribution from Aban IV. Delay in 
commencement of Aban Abraham has been another disappointment and 
contribution from the rig is now likely to commence only from 1QFY12E. 

Cash flow situation improving gradually, but timing of upcoming contract 
renewals critical — Contracts for four of Aban's rigs are ending in the next four 
months – Aban III and V end in Apr/May and Aban II and VII end in June. 
Combined with the two idle rigs – Aban IV and drillship Deep Venture (latter is 
currently under arbitration) – Aban has a busy contract renewal season coming up. 
Aban generated operating cash flow of ~US$95m in 9MFY11 (~US$120m in full 
year FY11E). This could increase to over US$200m in FY12E on our estimates, 
which would help the company deleverage its balance sheet by an equivalent 
amount. This would, however, be contingent on timely contract renewals and 
contract commencements (i.e., reducing rig downtime), where there has been 
slippage in the past. 
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Figure 1. Aban Offshore – 3QFY11 Results (Rupees in Millions) 

Year to 31-Mar Q3FY10 Q2FY11 Q3FY11 %yoy Comments 
Net Sales 8,413 8,281 7,780 -8% 2Q included mob. revenues of 

cUS$12m for Aban II, Aban VII, 
DD8; Aban IV ended in early-Dec; 
Aban Abraham delayed to end-
Mar 

Consumption - stores & 
spares 

387 276 319 -18%  

Staff Cost 737 870 850 15%  
Rental charges for machinery 18 121 158 788%  
Repairs and maintenance 105 171 100 -5%  
Insurance 240 142 133 -45%  
Other expenditure 1,733 1,137 1,055 -39%  
Total expenditure 3,220 2,718 2,614 -19%  
EBITDA 5,193 5,563 5,166 -1%  
EBITDA margin 61.7% 67.2% 66.4%  Operating margins remained 

robust 
Interest 2,599 2,405 2,329 -10%  
Depreciation 1,352 1,230 1,186 -12%  
Other income 39 24 94 140%  
Exceptional items  (139) (135)  Continued write-off on Petrojack 

(Rs1.62bn so far) 
Profit before tax 1,281 1,812 1,610 26%  
Current tax 727 795 588 -19%  
Deferred tax (17) (38) (30) 79%  
Tax rate 55.5% 41.8% 34.6%   
Net income 570 1,054 1,053 85%  
Add: Share of profit in JV 324 (302) (433) -234% Continued expenses on Deep 

Venture (50% stake) which is idle 
and arbitration is ongoing 

Reported net profit 894 752 620 -31%   
Source: Citi Investment Research and Analysis 
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Aban Offshore 
 
Valuation 

Our target price for Aban of Rs1,122 is based on our DCF for Mar-11E. Our DCF is 
based on two years of explicit cash flow forecasts and the following key 
assumptions: day rates based on actuals for the contracted rigs; steady state 
earnings assumed beyond FY13E based on a payback period of 5½ years; 
terminal EBIT 15% lower than peak (FY11E) EBIT; terminal post-tax ROIC of 9%; 
WACC of 11.0% (risk-free of 7.5%, risk premium of 6.0%, beta of 1.4, cost of 
equity of 15.9%, cost of debt of 8.0%, target D/E of 1.0x); and terminal growth rate 
of 3%. DCF, in our view, best captures the true earnings potential of Aban's assets 
through the whole cycle, i.e., allowing the strong nearer-term cash flows to be 
tempered to factor in lower, mid-cycle earnings beyond FY11-12E. 
 
Risks 

We rate Aban High Risk in line with our quantitative risk rating system. Key 
downside risks that could impede the stock from reaching our target price are: 
failure to refinance/restructure debt; equity raising; decline in crude prices; failure 
to renew contracts for rigs; deterioration in global economy; and currency 
fluctuations. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Aban Offshore. This position reflects 
information available as of the prior business day. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Aban Offshore. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Aban Offshore in the past 
12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Aban Offshore. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, 
securities-related: Aban Offshore. 
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securities-related: Aban Offshore. 
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For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure 
website at www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. 
Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 31 Dec 2010 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 52% 37% 11% 0% 100% 0%

% of companies in each rating category that are investment banking clients 45% 44% 40% 0% 44% 0%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 
Analysts may place covered stocks “Under Review” in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting the 
company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review” will be monitored daily by management. As soon as 
practically possible, the analyst will publish a note re-establishing a rating and investment thesis. 
To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system. However, we 
reiterate that we do not consider Under Review to be a recommendation. 
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most preferred) or 
under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight a specific near-term catalyst or 
event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the company. Absent any specific catalyst 
the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this short-term view. This three-month view may be 
different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE 
ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation and least preferred calls correspond to a sell recommendation. Any 
stock not assigned to a most preferred or least preferred call is considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure 
rules we correspond NRR to Hold in our ratings distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a 
recommendation. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 
15% or more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-
15% for Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
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Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements 
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NON-US RESEARCH ANALYST DISCLOSURES 
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condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important 
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not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. 
However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All 
opinions, projections and estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, 
are subject to change without notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments 
within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi 
Investment Research & Analysis (CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention 
of CIRA to provide research coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods 
and capacity constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any 
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
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conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the 
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Materials relate will only be made available to Professional Clients and Market Counterparties.  The Product is made available in United Kingdom by Citigroup Global 
Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person outside of the UK 
or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material.  
Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is 
regulated by FINRA and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU 
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship with the 
subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a commercial relationship 
with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication 
or distribution of investment research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to be 
construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get back less 
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than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount invested. Certain 
investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to change. If in doubt, 
investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other risks associated with a particular 
transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the objectives, 
financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having 
regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer document for 
the product and consider it before making a decision as to whether to purchase the product. 
CIRA concurrently disseminates its research via proprietary and non-proprietary electronic distribution platforms. Periodically, individual analysts may also opt to 
circulate research to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. 

© 2011 Citigroup Global Markets Inc. Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks 
and service marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, 
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on a 
website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the Product is 
intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced information is the 
exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual 
property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The 
user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the 
information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of 
this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling 
the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its 
affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. 
Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the 
Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and 
information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience 
and information and the content of the linked site does not in anyway form part of this document. Accessing such website or following such link through the Product or 
the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
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