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Medserv is an ambitious oilfield support services provider seeking to
expand geographically and diversify its markets and product offering. The
increasing visibility of this Malta-based company, operating primarily in
the Mediterranean, should enable it to close the gap with peer valuations
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as the scale and diversity of the operations improves financial stability and
reduces risk. The acquisition of METS, a provider of OCTG services in the
Middle East, is a major step on this path.
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Offshore activity surprisingly resilient
As a provider of integrated offshore support activities to the upstream sector, it
might be surprising to many that regionally the number of opportunities for Medserv
to service new activity is increasing. This is partly due to geopolitical developments
driving previously deferred investment programmes and partly due to the discovery
of significant new opportunities. Oil companies increasingly appear to regard
Medserv as a valued and trusted partner and the increase in various reference
projects appears likely to maintain this trend, eg the new award in Portugal.
Medserv is pursuing opportunities in Cyprus and Trinidad & Tobago, with future
potential in Egypt. Offshore project work is characteristically uneven and volatile
and in a weaker macro environment customers seek price concessions. The
market should welcome the move to diversify earnings risk.

Strategy developed by METS purchase
Historically, Medserv has been largely dependent on a quite narrow base of
international oil companies (IOCs), with lumpy service requirements contingent on
drilling activities that are themselves subject to timing shifts due to market and
geopolitical dynamics. METS provides an onshore exposure and increases
revenues from “easy oil” production areas around the Persian Gulf. Its licensed
steel tube stockholding activity tends to fluctuate less dramatically as oil continues
to be produced in these regions. The acquisition should therefore increase visibility
and predictability, thus improving the quality of earnings and cash flows.

Valuation: Potential upside from new opportunities
Both our cash-based and peer group valuations suggest that Medserv is currently
trading close to fair value. The recent Medserv forecast indicates that current-year
trading is lower than in FY15, although we expect this to improve in 2017, bolstered
by a full-year contribution from METS. Our forecast valuation does not include any
additional organic development as Medserv targets new geographies, which could
lead to upside to our forecasts for both earnings and cash.
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Business description
Medserv is a Malta-based provider of integrated
offshore logistics and services in support of drilling
operations in the Mediterranean. The acquisition of
the METS companies in February 2016 diversified
the company into onshore steel tube stockholding
and servicing for countries in the Middle East.
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Investment summary
Company description: Mediterranean-based oil services
Medserv is quoted on the Malta Stock Exchange. It provides a variety of logistics and support
services to international oil companies (IOCs) and contractors operating offshore in the
Mediterranean region. It operates from bases in Malta, Portugal and Cyprus, with a representative
office in Libya. To mitigate some of the cyclicality and the uneven nature of its existing business, the
company recently developed its strategy to include the servicing of upstream onshore oil production
and exploration in the Middle East “easy oil” markets (known-oil locations on-shore). Due to lower
extraction costs these operations tend to be rather less affected by changes in the oil price.

Strategic development: METS acquisition
The strategy has seen the acquisition of Middle East Tubular Services and its subsidiaries (the
METS companies) for $45m (see page 7). METS offers integrated oil country tubular goods
(OCTG) services to the onshore market from bases in Oman, Iraq and the UAE. The purchase was
completed on 23 February 2016, increasing Medserv’s revenues by approximately 50% on an
annualised basis. While operating margins of 12.8% in the year to April 2015 were lower than those
achieved by Medserv in 2015 (17.8%), the activity has reasonable visibility, is comparatively stable
and generates healthy cash flows. As well as cross-selling opportunities in each company’s
respective locations, METS also provides a further opportunity to expand operations geographically.

Valuation: Regional stability would be positive
The decline in the oil price has increased the uncertainty surrounding oil field services. Due to the
sensitivities surrounding the geographies in which it operates, we have adopted risk adjusted
valuations, notwithstanding those already applied to oil and gas exposures more generally. Our
capped DCF methodology returns a value of €1.83 per share.
If the political and financial risks in its countries of operation were to diminish, the upside potential
for valuations could be substantial. However, while we are not experts on the political situation in
Libya, or any of the high-risk register countries in the Middle East and North Africa, we know that
both Medserv and METS are well-respected providers of services, and would likely be major
beneficiaries of any increase in oil activity that greater stability might stimulate.

Financials: Improved resilience from METS
The company has just released its forecast for FY16. While this reflects the pressure on Medserv’s
ongoing activities arising from the global retrenchment in investment by upstream oil and gas
customers, the 10-month initial contribution from the recently purchased METS companies should
more than compensate in revenues and EBITDA terms. A drop in gross margin has been offset by a
reduction in administrative costs. The operating comparison with many offshore service companies
elsewhere in Europe is thus relatively favourable. We expect moderate growth in the medium term
from the ongoing activities that could be significantly enhanced by expansion into new territories.

Sensitivities: A higher than average risk environment
While it should be noted that not only is Medserv operating in a macro-affected oil and gas market,
as well as in geopolitically sensitive regions, it has long-established relationships with both the
major IOCs and NOCs to whom it provides services. ENI’s upstream activities historically account
for c 50% of revenues. The acquisition of METS extends these regional issues, and adds Sumitomo
as a major customer. The established relationships and technical necessity of METS’s service
offering provide an element of resilience in all but the worst of circumstances.
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Medserv: A long history of offshore support
Medserv Limited was established in 1974 as a joint venture between the Maltese government
(65%) and Albert Abela Group (35%), a privately owned company, which subsequently bought out
the government stake in May 1997.
In 2001 AD Holdings Limited (later renamed Medserv plc) was granted options by Albert Abela
Group to purchase the entire equity of Medserv Limited (later renamed Medserv Operations
Limited), a transaction that was completed in 2003. In autumn 2006 Medserv plc sold 2.5m shares
(25% of the issued capital) via an IPO at the equivalent of €0.66 per share, allowing for subsequent
capitalisation issues and the recent rights issue.
During the entire period since incorporation, Medserv has provided integrated oilfield support and
services to the upstream operations of IOCs and NOCs operating in and around the Mediterranean
region, principally offshore. Historically, its primary customer is ENI, the Italian energy oil and gas
major, operating as three distinct entities in the upstream, exploration and production (E&P)
markets. ENI is the leading offshore IOC operating in the Mediterranean, and has extensive
relationships with the Libyan oil industry in particular.
Medserv plc is the group holding company, which holds all but one share in each of its operating
subsidiaries, with the founder shareholder being the second shareholder as required under Maltese
corporate law. As shown by the group structure in Exhibit 1, Medserv holds its foreign operating
subsidiaries through Maltese registered sub-holding companies. The major current operating
subsidiary companies are Medserv Operations Limited (MOL), a company based in the Freeport of
Malta, Medserv (Cyprus) Limited, which is the operating company of the Cyprus operations
supporting ENI Cyprus and MDS Energy Portugal Unipessoal LDA providing shore-based facilities
in Portugal. Medserv M.E. Ltd was incorporated in 2015 and acts as the parent company for the
recently acquired METS operating companies.
Exhibit 1: Medserv plc group structure
Medserv plc
Malta

Medserv Libya Ltd.
Malta (99.9%)

Medserv Libya Branch

Medserv Eastern
Mediterranean Ltd.
Malta (99.9%)

Medserv Italy Ltd.
Malta (99.9%)

Medserv (Cyprus) Ltd. Medserv Italia S.R.L.
Cyprus (80.0%)

Italy (50%)

Medserv International
Medserv East Africa
Ltd.
Malta (99.9%)
Malta (99.9%)

Medserv Energy TT MDS Energy Portugal
Ltd.

Unipessoal LDA

Trinidad (100%)

Portugal (100%)

Medserv Operations
Ltd. Malta (99.9%)

Medserv M.E. Ltd.
Malta (99.9%)

Middle East
Tubular
Services Holding
BVI (100%)

Source: Medserv

Medserv Eastern Mediterranean owns 80% of Medserv (Cyprus). The balance is held by
Caramondani Group, a diversified engineering company based in Nicosia. Set up in 2011, Medserv
(Cyprus) operates Medserv’s shore base facility at the port of Larnaca. Essentially a replication of
the Malta facility, Larnaca operates a base, which to date supports ENI Cyprus’s offshore drilling
programme. ENI had its existing drilling licence for three offshore blocks extended by two years in
February 2016, so while Larnaca is being temporarily mothballed with the lease expiring in August,
interest in the region is expected to be reactivated by recent substantial gas finds offshore Egypt.
These finds are close to Cypriot licenced blocks where a third bidding round began in March.
Interest in Medserv’s presence in Cyprus from other IOCs was also apparent in the recently
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released interim statement. The future dock-based operations may be transferred to Limassol to
service any new activity, with a leased storage facility possibly maintained at Larnaca.
Medserv closed its onshore Libyan base at Misurata in 2014 and sold its 60% holding in the
operating company last year. Of the other operating companies, Medserv Libya still has an office in
Tripoli, established towards the end of 2013, which provides administrative services and tax
representation in-country for oil and gas contractors operating offshore Libya.
Medserv Italy is the parent of a 50:50 joint venture with Filgest, based in Sicily to provide logistics
and support facilities to service an anticipated increase in offshore E&P activity in the area.

A uniquely positioned integrated offshore logistics provider
MOL has a unique position in the Freeport of Malta operating under an extended emphyteutical
deed (see the Maltese lease arrangements on page 5). MOL provides the full suite of offshore
services to IOCs and NOCs principally operating in waters offshore Libya. Many of them withdrew
from Libyan onshore bases in 2014 due to renewed political tensions, relocating to Malta and
leading to significant share gains for Medserv and high utilisation of the Marsaxlokk base. It serves
a high-quality customer base that includes ENI North Africa, Mellitah Oil & Gas (MOG, a joint
venture between the NOC of Libya and Eni), Newpark Drilling Fluids, Halliburton, Bakers Hughes,
Transocean, GEV Offshore, Saipem, Technip, Cameron, FMC and Schlumberger. A contract in
support of a single well drilling operation can typically range in value from €1m-4m contingent on
the scale and nature of the operation and the services provided.
Exhibit 2: Medserv’s main onshore facilities
Facilities
Base area
Private quay (length x width x draft)
Indoor warehousing and workshop area
Open storage
Offices
Mud plants
Brine plant
Bulk silos

Medserv operations
(Malta base)
95,000m2
240m x 25m x11m
12,000m2
78,000m2
2,000m2
1,189m3 + 740m3 storage
2,310m3
2 cutting tanks and 450m3 storage

Medserv (Cyprus)
(Cyprus base)
20,000m2
Quay space on a first refusal basis
5000m2
20,000m2
1,000m2
n/a
n/a
n/a

Source: Medserv

Competitive advantages and differentiators
Medserv has several differentiating factors that position it uniquely in its Mediterranean base.
First, its Malta base is centrally located in the Mediterranean basin. It is close to both Italy and the
offshore Libyan oilfields, which is a strategic advantage given the strong historical relationship
between those two countries and their oil and gas interests. It also has allowed Medserv to pursue
other support activities in both the eastern Mediterranean through its facility in Cyprus, and further
west such as the upcoming development of a new base to support drilling of a single well in the
Atlantic offshore of Portugal later this year.
Second, the extended lease arrangements with the Maltese government provide a significant
barrier to entry for competition in the Maltese market. This is largely due to the 239 metre deep
water dock facility and substantial warehouse and yard facilities in the Freeport at Marsaxlokk,
which provide a stable and relatively inexpensive operating base.
Third, with four decades of operational experience it allows Medserv to optimise and then replicate
its operating model in new locations as the opportunities to support drilling arise.
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The Maltese lease arrangements
In Malta, Medserv operates in the Malta Freeport in the Port of Marsaxlokk, at the south of the
island. It benefits from an emphyteutical lease deed initially granted to the company until 2046. A
emphyteutical lease is granted for a long period with certain conditions that may require
improvement to the leased property, normally with respect to construction. In 2012, the lease deed
was extended for a further 15 years until 2060, subject to certain employment and investment levels
being met. The conditions included investment of €9m at the site as well as employing in excess of
90 full-time equivalents. Both conditions were met by the end of 2014. The investment included the
construction of a photovoltaic farm, which generates €534,000 per year of other income for
Medserv.
Following the extension of the deed in 2012, the lease was commercially valued based on property
rights held by the group over land and industrial properties at the Malta Freeport. The lease’s fair
value was capitalised at the start of FY13 at an initial fair value of €40.3m, less the carrying amount
of facility improvements of €3.1m included in property plant and equipment. It is being depreciated
over the grant period to 2060, at an annual rate of €775,533.
The depreciation together with an offsetting amount of deferred income is recognised in the P&L in
the other income line.

An integrated service offering
In terms of the services provided, these can be split into four categories:


Shore-based logistical support



Rig and vessel stops



Offshore maintenance



Other services

Exhibit 3: Medserv revenue development by service category since 2008 (€000s)
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Source: Medserv, Rizzo Farrugia

Shore-based logistical support
At the historic core of the company in Malta and replicated at its base in Cyprus, Medserv offers
integrated offshore logistics from its onshore bases in support of drilling operations. Although
activity in Cyprus is being mothballed until drilling activity by ENI Cyprus picks up again, the
company expects to replicate this offering if contracts are awarded in new territories (eg, Egypt and
Trinidad & Tobago). The main services are a dedicated quayside, laydown yards and warehousing
for pipes and equipment, inspection services, transport, cranes, the handling of drilling fluids,
provision of bulk chemicals and the availability of specialised cargo container units. Medserv also
operates two multi-user mud plants at its onshore base in Malta that formulate, mix and store
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drilling muds for offshore rigs, primarily for those in Libyan waters but also for other parts of the
world.
Rig and vessel stops
Medserv provides logistics services for mobilising and demobilising oil rigs and platforms, platform
supply vessels (PSVs) and for other oil and gas vessels. The scope and scale of revenues can vary
significantly per stop depending on the purpose of the stop and the services undertaken.
Offshore maintenance
Since 2011 Medserv has provided engineering support services to rigs and platforms operating in
waters offshore Libya and Egypt. Services offered include welding and fabrication, inspection,
procurement, project management and personnel, dredging, painting and OCTG maintenance and
storage.
Other services
Other services are essentially the bunkering of marine fuel, which can vary significantly in revenue
terms, but generates only low single-digit pass through margins. Medserv also provides
environmental services in the form of waste management for the receipt, handling and disposal of
waste generated by offshore operations.
The volatility and lumpiness of Medserv’s operations are reflected in the development of Medserv’s
revenue streams since 2008 and shown in Exhibit 5 below. The fluctuation of activity supporting
offshore Libya and Cyprus drilling operations are the main factors, although the 2016 forecast
includes the new base in Portugal to support a new exploratory well to be drilled in H216.
The income of just over €0.5m per year from the feed into the grid in Malta from the photovoltaic
farm is included in other income, not Medserv’s revenues. Commissioned in 2014, the farm
generates electricity from solar panels installed at the Marsaxlokk base that is sold at a fixed rate
on the national grid for a period of 20 years, expiring in 2034.
The split of revenues by geography and service type for Medserv’s ongoing activities, including
METS, are shown in Exhibits 4 and 5 below:
Exhibit 4: Medserv ongoing revenues split
by onshore operations base FY16e (€m)
Cyprus
3%

Portugal
8%

Middle east
37%

Exhibit 5: Medserv ongoing revenues split
by activity FY16e (€m)

OCTG
services
37%
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Acquisition of the METS companies
The acquisition of the four British Virgin Island registered companies that form the METS
companies (Middle East Tubular Services) for $45m was completed on 23 February 2016. Medserv
acquired 100% of the capital of the group companies with the exception of METS Iraq, where 90%
was acquired, with the remaining 10% being retained by Jarrett Asset Holdings Corporation, a
founding member of the operation in Iraq.
Exhibit 6: METS companies group structure
Middle East Tubular
Services Holding
BVI (100%)

10%
Middle East Tubular
Services Ltd.
BVI (100%)

90%

Middle East Tubular
Services LLC FZC
Oman(100%)

Hamriyah Free Zone Branch.
Sharjah, UAE

Middle East Tubular
Services (Iraq) Ltd.
BVI (90%)

Khor Al Zubair
Free Zone Branch
Bgasra, Iraq

Source: Medserv

The founder of the METS Group, Paul Hayward, remains chairman of the METS group of
companies. Gareth McMurray retains his position as regional general manager to ensure the
continued growth and success of the METS group in the Middle East.
In our view, the purchase of METS furthers the strategy of Medserv in four key areas. It:


marks a move into the servicing of onshore oil production;



broadens the territorial presence of the group into the Persian Gulf;



strengthens the customer base and reduces the reliance on ENI related companies; and



provides a more stable recurring flow of revenues, earnings and cash flows.

Established in Sharjah in 2006, METS is a leading stockholder and supplier for the OCTG market
used in the onshore oil and gas industry. It operates from branches in three free zones around the
Persian Gulf: Hamriyah in Sharjah (UAE), Al Qabail in Sohar (Oman), and Khor Al Zubair in Basra
(Southern Iraq).
It holds around 140,000 tonnes of customer OCTG stock in its three bases. Offering an integrated
approach, its operations can be split into three complementary activities:


Handling & storage



Inspection services



Machine shop activities

It also stores oilfield equipment such as rig packages and offshore accommodation units. Machine
shop operations include contracts to manufacture various tube components and accessories, as
well as carrying out repairs. Customers include majors such as BP, Lukoil and Shell, and OCTG
producers including Sumitomo and Marubeni. Pipe trading companies as well as smaller
independents also use the yards and handling services.
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The METS companies are established as three location-based commercial subsidiaries operating
independently under the parent holding company, with management oversight based in the UAE.


2

METS Oman is based in the Sohar free zone, with an 88,000m duty free secure storage yard.
It offers OCTG services and equipment storage, as well as OCTG supply chain management.



2

METS Iraq operates from a 52,000m in a free zone at Khor Al Zubair in southern Iraq with
VAM and API approvals. In addition to its in-house capability it offers field services and
inspection, warehousing, port clearance services and materials transportation and logistics.



METS UAE is based at the Al Hamriyah free zone in Sharjah. Operating from a 130,000m

2

yard, it holds around 60,000 tonnes of OCTG stock for oil companies, pipe manufacturers and
pipe traders. The secure duty free storage facility is complemented by an API and VAM
accredited machine shop offering inspection and repair services.
The operations have good visibility of required volumes and are regarded as low risk in an essential
category, with expansion potential into new and developing production locations. The geographic
split of revenues and historic performance are shown in Exhibit 7 and Exhibit 8.
Exhibit 7: METS revenue split by location of
operation FY16e (10 months €16.3m)

Exhibit 8: METS sales, PBT and margin
calendarised and annualised
25,000

METS
Oman
36%

20,000
15,000

€m

METS
Sharjah
37%

10,000
5,000
0,000

2014

Sales

METS Iraq
27%

Source: Medserv, Rizzo Farrugia

2013

2015
PBT

2016e

18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

Margin (RHS)

Source: Medserv and Edison Investment Research

Financial terms and metrics of the deal
The acquisition was financed by a bond issue raising net proceeds of €29.5m and the balance from
a contemporaneous 2-for-9 rights issue of 8.7m new shares at €1.50 per share, which raised net
proceeds of c $12.6m. A $3m at-risk deposit had been paid on the initial agreement so was
included in the FY15 year-end net debt calculation. The net consideration is thus $42m or €36.5m
(total consideration paid was thus $45m or €39.1m). The deal was subject to a “locked box”
shareholder agreement so value accrued to Medserv until completion. Using the FY16 forecast
recently released, we can deduce from the fixed asset increase, level of goodwill and year-end
cash balance expectations that METS is likely to have contained c €7.0m of cash and realisable
cash equivalents in its net current assets. Adjusting for this assumed cash gives an EV of c €32m.
Taking the FY16 forecast for METS and annualising it to a 12-month contribution, Medserv paid an
EV/sales multiple of 1.96x (or 1.6x adjusted for the cash assumption), and EV/EBITDA multiple of
9.3x (or 6.4x adjusted for cash acquired). With METS expected to achieve EBITDA margins of
25.7% in the current year this appears a reasonable standalone deal. If we assume a post-tax
WACC of 10%, consistent with our DCF valuation of Medserv, then METS needs to produce a
NOPAT of €3.9m to create value. Even using the full EV of €39.1m, with tax likely to be around 20%
we suspect METS should create value by FY18 as it expands geographically, given FY16 forecast
EBITDA of €4.2m annualised and potential recovery in profitability in Iraq.
Given the strategic enhancement the deal also offers, we feel that the rationale for the deal is
robust, which given the pressure on Medserv’s ongoing activities takes on added significance.
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Current market environment
Following the sharp decline in crude oil prices, the oil majors have unsurprisingly curtailed their
investment in upstream E&P activities. In addition, the pressure on financial performance has led
them to seek price concessions from suppliers, especially those who had benefited from the
extremely buoyant market conditions in recent years.
This has led to a sharp curtailment in activity in the Mediterranean basin with only one rig currently
indicated by OPEC to be in use offshore Libya.
The oil price has been recovering to a degree and has been closing in on $50 a barrel since the
continued supply and demand imbalances continue. However, there is a considerable uncertainty
as to whether the rally of prices in 2016 can be maintained, or whether oversupply and other
negative fundamentals will reassert themselves as the year progresses.
On a positive perspective, the areas where Medserv operates have some of the lowest extraction
costs, with more resilient levels of operating expenditures. In addition, Medserv has worked with its
customers to obtain cost efficiencies. This has enabled it to establish its position as a trusted
services partner for the IOCs, and also to push back to a degree against the industry-wide pricing
pressure.

Clearly identifiable potential for growth
Despite the adverse macro environment, there appears to be potential positive immediate
prospects for the enlarged Medserv. While the prospects for organic growth at the Malta base
appear relatively constrained due to its maturity and continued high utilisation levels following the
recent influx of activity relating to Libya, there are several opportunities for the group to expand its
revenue base. The company is actively seeking opportunities in several new geographies, as well
as extension and expansion of existing operations.


Cross-selling opportunities: The acquisition of METS undoubtedly throws up potential
opportunities for generating revenue synergies. OCTG inspection services could be added to
all Medserv bases for example by deployment of METS inspectors, leading to the potential to
acquire a VAMS licence (an OCTG repair shop certification from Vallourec). This would
enhance the offering at the Medserv locations. In addition, it seems entirely plausible that
should political upheaval be rectified, an OCTG demand onshore in Libya could be serviced
directly, using METS experience and Medserv’s access. In the existing METS locations
Medserv’s integrated range of shore based logistic services could be offered.



Portugal: The recent announcement of a contract from ENI to drill a wildcat exploratory well
offshore of Portugal could initiate a more extensive programme depending on the outcome.
The well is to be drilled in H216 and supports the inclusion of €3.8m of revenues from Portugal
in the recently released current year forecast. It is likely to utilise assets transferred from
Cyprus during the current hiatus in ENI’s Cyprus drilling programme.



Cyprus: The discovery of major offshore gas reserves north of Egypt and close to the Cyprus
concessions suggests an extension of the drilling activities from Cyprus is likely. While the
current year has seen the Cyprus base effectively mothballed, ENI Cyprus retains its drilling
programme and there is also the potential for a second IOC to be supported, with Medserv
actively pursuing the opportunity. The outcome could be significant upside for our revenue
expectations for Cyprus over the next few years.



Trinidad & Tobago: Medserv is tendering for an offshore support base contract with a major
IOC, which if successful could lead to revenues being generated in 2017. We do not
incorporate any contributions in our forecasts until the outcome of the bid is known
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Egypt: Medserv has identified a partner to help it develop operations in Egypt, where a worldclass gas field has been discovered offshore. We do not include any expectation of revenues
as yet, but do expect progress in the near future.



Iran: The rapprochement with Iran opens up the prospects of both improved output and
substantial refurbishment and upgrade activity. METS is taking a particular interest in this
potential with a view to possibly establishing a dedicated facility for the Iranian market. Again, it
is not included in our current forecasts.

Libya a current concern, but a future opportunity
Historically, Libya has played a significant part in Medserv’s performance. However, the fact that
customers operating in the Libyan offshore oilfields are a major revenue source for Medserv means
there is significant risk attached to the politics of the country. Of course, if the political situation can
be resolved, then the potential for positive developments in a more unified Libya is great, including
potential onshore opportunities for METS.
As conditions deteriorated onshore Libya in 2013 and 2014, many customers, and indeed Medserv
itself, decided for security reasons to withdraw from onshore support operations and to instead reestablish support for offshore Libyan operations in Malta. This has been reflected in the sizeable
increase in the revenues at MOL’s Malta base, which included considerable gains of business for
the region due to the lack of suitable economic alternatives.
The instability in the region was highlighted in early May 2016 by a stand-off that developed with a
rival NOC that had declared itself in the eastern provinces of Libya where much of the onshore
production and refining capacity is based. Since late April, cargoes from the Hariga oil terminal that
services the local refineries for the internationally recognised Tripoli based NOC were blocked. This
was in response to the UN blacklisting of an attempted oil sale by the eastern NOC.
While it is not directly affecting the offshore projects and involvement of ENI in the West Libyan Gas
Shelf Project, the dispute has the potential to choke Libya’s national financing, which depends on
oil production and exports. Output had been running at only 25% of the levels seen before the
removal of Colonel Gaddafi’s regime. With oil storage facilities nearing capacity there was a
significant reduction in output from the fields until an agreement was reached and exports
recommenced.
Although apparently resolved, investors in Medserv should be aware of the potential for upset to
overall government spending levels in Libya that similar situations may cause, including offshore
projects. Of course, if the overall political situation can be stabilised, then the potential for ongoing
positive development in a more unified Libya is great.

Current trading and 2016 forecast
Interim trading statement
Although no longer an obligation, Medserv has announced that it will continue to issue interim
trading reports. Medserv released its latest interim trading report on 18 May, which contained
several key comments:


Medserv’s Malta operations remain close to full utilisation but the company is responding to
requests for price concessions from its customers in the face of the more challenging
investment environment for oil & gas.



Management is continuing to seek cost efficiencies in response to this pricing pressure.



Medserv Cyprus activity levels are currently very low as a decision from the main current
customer, ENI on its drilling programme is awaited.
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The integration of METS is proceeding well and indications from customers suggest activity
levels should rise. Oman has performed strongly in Q1, with Iraq and UAE both experiencing a
slowdown. However, the order pipeline indicates improved Q2 volumes.



Overall group revenues for 2016 will be up, with the 10-month contribution from METS more
than compensating for the declines at Medserv’s offshore service bases.



Profits are expected to remain stable.

While the statement reflects the continuing macro pressures in upstream E&P markets, the
company also highlighted significant new contracts that should sustain healthy service volumes.
Two contracts have been won with respect to the replacement of the Bouri field FPSO (Floating
Production Storage and Offloading) facility offshore Libya with the contractor STX of Korea, and
several other contracts are in the final stages of negotiation. Exploratory drilling is expected to
recommence offshore Libya in July.
A bid has also been submitted to support a second IOC drilling operation in Cyprus. The IOC
intends to use the Port of Limassol as its support base. A new round of bidding for exploration
licences has also been initiated by the government of Cyprus.
The expansion into new territories also continues with Medserv responding to an international
tender for the provision of a supply base in Trinidad & Tobago for another major. It has also won a
contract to support drilling activities offshore Portugal, which should commence in H216. Medserv is
also exploring avenues to provide services in both Egypt and Iran.

Forecasts for 2016
The information above was reflected in the forecast for 2016 that has been issued by the
company’s brokers, Rizzo Farrugia in Malta, in line with Malta Stock Exchange Requirements. Two
forecasts are released in line with requirements for the 2013 loan note issue; one for the issuer
(Medserv plc) and one for the guarantor of the notes (MOL).
The guarantor forecast provides detail of the resilience of the Malta base operations, with revenues
falling by 15.8% to €22.4m (€26.6m), with gross margins declining to 28.5% (30.4%).
The main elements of the Issuer overall group forecast for Medserv are shown in the table below.
Exhibit 9: Key figures from May 2016 issuer forecast
Year end Dec (€m)
Medserv ongoing
METS
Sales
Gross profit
Gross margin
EBITDA
Operating profit
Profit before tax
Net income
Net debt

2015
42.20
42.20
14.96
35.5%
10.17
7.52
6.02
4.12
(25.16)

2016e
27.66
16.30
43.96
14.87
33.8%
11.48
7.17
4.45
4.58
(41.89)

Change
(34.5%)
100.0%
4.2%
(0.6%)
(4.6%)
12.9%
(4.6%)
(26.1%)
11.2%
66.5%

Source: Medserv, Rizzo Farrugia

Management
The majority stakeholders in Medserv retain executive roles within the group. Anthony Duncan (via
Malampaya Investments) and Anthony Diacono respectively control 33.5% and 31.4% of the issued
share capital following the recent rights issue. Effectively in combination they fill the chairman and
CEO roles in the company, with support on operations coming from the chief operating officer,
Godwin Borg, and the chief financial officer, Karl Bartolo. It is our understanding that a formal CEO
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position is being created, which may mean the two principals start to relinquish some of their
executive responsibilities. More information on the management is available in the bios on page 16.

Sensitivities


Macro issues: clear exposure to the oil and gas markets provides a macro challenge. While
not exposed to more depressed segments of the market such as North American fracking, the
influence on major customers is a risk in terms of investment programmes, exploration and
pricing pressure on suppliers. The gross margin at MOL for FY16 is forecast to fall by 180bp,
for example, but remains a very healthy 28.5%.



Geopolitical risk: with the exception of its low risk domicile, Medserv operates primarily in
territories that are high on the register of economic risk according to Euler Hermes. This is
largely due to political instability. However, as it operates offshore and deals with IOCs and
multinational contractors, the risk is somewhat mitigated.



Customer dependence: a historically strong relationship supplying subsidiaries of ENI, the
Italian oil giant, means Medserv is skewed in revenue terms. METS brings a second major
relationship with Sumitomo of Japan in OCTG supply in the Middle East.



Financial risk: the purchase of METS combined with weaker trading for the ongoing offshore
activities means that balance sheet metrics are stretched. However, it should be noted that
Medserv is benefiting from the added stability and cash generation of the METS companies.



Technical issues: Medserv is quoted in Malta and still has a relatively small free float. We
would expect the two major shareholders to continue to reduce the level of controlling interest
over time as they did in the recent rights issue. The free float has increased to 35.4%.



Regulatory issues: while these appear to be limited, the company does benefit from its
Freeport presence in different territories which could be affected by governmental or policy
changes. However, its core Malta lease contract appears to be secure.

Valuation
We have developed a longer-term model for our assessment and use as a base case that the oil
market conditions stabilise, with moderate growth returning to some of the operational regions that
are currently being worst affected by political events (Libya and Iraq).
An upside case against this can be made as Medserv has the potential to develop new territories
both for its offshore services operations as well as the OCTG services offered by METS. The
potential for more offshore work in Cyprus, Portugal, Trinidad & Tobago and Egypt, as well as a
new base for METS in Iran could enhance the valuation significantly. Downside would come in the
form of significant deteriorations of MOL’s operations in Malta and a more limited impact for
valuation from the METS activities in Iraq.

DCF not ideal given forecast risk
We have employed a capped DCF, which encompasses a six-year forecast projection from our
model with a zero growth scenario anticipated in our terminal value. We have used a cost of equity
of 10%, which gives us a calculated WACC of 8.1%. We have assumed the other income from the
solar farm provides an 18-year term annuity at WACC. Our core assumption returns a value of
€1.83 per share. A sensitivity analysis against our core assumption and the WACC and terminal
growth rate is provided in the table below, with €1.84 highlighted as the closest variable to our
calculation.
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Exhibit 10: Medserv DCF sensitivity table for WACC and terminal cash flow growth
WACC
Terminal growth rate
0%
1%
2%
3%

6%

7%

8%

9%

10%

11%

15%

2.79
3.36
4.22
5.66

2.25
2.64
3.19
4.01

1.84
2.12
2.50
3.03

1.53
1.74
2.01
2.37

1.27
1.43
1.64
1.90

1.07
1.19
1.35
1.54

0.52
0.57
0.64
0.71

Source: Edison Investment Research

We believe we have utilised a relatively conservative equity risk premium for a Maltese stock, by
applying a premium to suggested country rates for Malta in academic studies of around 7.5%.

Peer group comparison
Establishing a peer group is quite difficult as Medserv is unique in its location and service offering.
In addition, most directly comparable companies in Europe operate in the North Sea where
investment is being savaged by the lower oil price. A number have been forced into loss situations
which currently limits meaningful data availability. So, we have instead chosen a number of
differentiated oil services majors.
The average FY17 EV/EBITDA multiple is currently 9.9x, which if we applied this to Medserv would
suggest a current fair value of €1.86. When we compare Medserv’s EV/sales against EBITDA
margin it also looks slightly undervalued compared to some US majors, but pretty much aligned
with profitable European companies.

EV/sales x

Exhibit 11: Peer group EV/sales against operating margin FY17e
5.00
4.50
4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50
0.00
0.0%

NE

SLB

BHI
AKA NO
WG/ LN
5.0%

WFT
SPM IM

HAL
WEIR

RIG

FI
FMC

SBMO NA

MDS MV

GBB FP

HTG LN

10.0%

15.0%

20.0%
25.0%
EBITDA margin

30.0%

35.0%

40.0%

45.0%

Source: Bloomberg, Edison Investment Research

Financials
Our model closely reflects the assumptions and outcomes contained in the company forecast for
FY16 as outlined on Page 11. We expect uplift in revenues in 2017 from four main sources; a full
year contribution from METS, a recovery in METS sales in Iraq with significant growth in Oman, a
recovery in drilling activity by ENI in Cyprus and a recovery in Libyan offshore drilling activity from
H216. This will be partially offset by a currently anticipated cessation of the Portugal drilling
operations, which are likely to begin and largely complete in H216 at least initially, as well as
ongoing pricing pressure from customers. Any change to these assumptions will impact our
forecasts accordingly.
We do not anticipate any contributions from the numerous additional geographic expansion
opportunities the company.
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The outlook for Medserv remains challenging although activity levels remain high. We expect FY17
gross margins to continue to remain resilient, and indeed be slightly enhanced by the full year
contribution from METS, where we anticipate some improvement in contribution from both the UAE
and Iraqi operations.

METS financed by rights and bond issues
To finance the METS acquisition the company launched a rights issue process in December 2015
alongside a bond issue.
The rights issue was launched on the basis of two new shares for every nine held at an offer price
of €1.50. In the rights issue neither Mr Diacono nor Malampaya Investments, the two major
shareholders (37.5% each of the 31 December 2015 shares in issue) subscribed fully, instead via a
placing the vast majority of their entitlements Malampaya subscribed for 30% of its entitlement and
Mr Diacono none.
Of the 2.5m shares offered to other existing shareholders, 2.0m (80%) were taken up in the initial
rights period. The balance together with outstanding new shares following the intermediary placing
of majority shareholders rights were then offered to the general public via a lapsed rights offer. Of
the 3.52m so offered 1,255,650 shares remained unsubscribed and were not issued. In aggregate
8,744,399 were issued, raising c €12.5m net of costs. With the completion of the rights Mr
Diacono’s shareholding has fallen to 31.4% and Malampaya Investments’ has dropped to 33.5%.
The free float has thus increased from 25.0% of the issued capital to 35.1%.
The ex-rights adjustment factor on the rights issue is 0.9768, so we have adjusted all historical
earnings and dividends by this amount to reflect the bonus issue element of the rights.
The company offered an aggregate €30m in bonds in two denominations: euro and US dollar.
These were attached to acceptance of the equity rights and resulted in an oversubscription of
$9.7m and €35.2m. The $9.15m of dollar bonds carrying a coupon of 5.75% were fully allotted and
the Eurobonds with 4.5% coupon were scaled back to 76.26% of subscriptions, for the nominal
amount of €21.98m.

Balance sheet metrics look stretched
As a result of the rights and bond issues, Medserv raised c €7m more than was required for the
METS purchase. Some of the surplus was used to eliminate the company’s overdraft facilities, but
management is forecasting gross cash balances at the year-end of €9.6m.
What is clear is that the acquisition combined with the softer trading conditions has put an
unintended strain on the financial metrics. Net debt to EBITDA is forecast to be 3.94x at the end of
2016, and EBITDA interest cover is 4.0x. We expect both metrics to improve significantly in 2017.
While as far as we can ascertain there are no direct bond covenants on either the 2023 6% loan
notes or the 2026 dollar and euro denominated bonds, there are some covenants on the banking
facilities. On our base forecast, the company should retain healthy free cash flow, with added
stability from the METS operations and we do not believe these are likely to be breached. Clearly,
replicating the model in new territories could further increase the scope for organic development of
profits and cash generation as Medserv expands its geographic presence.
Capital allocation nevertheless remains an important factor over the next few years. We would
expect management to prioritise spending in the following order: organic investment, debt
management, dividend and additional M&A.
The company’s stated distribution policy is to distribute 40% of future earnings generated subject to
adequate cash flows, profitability and distributable reserves. Historically accumulated distributable
reserves were paid to shareholders last year via an exceptionally high pay-out ratio in advance of
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the introduction of new shareholders via the rights issue. At present, we expect management to
adhere to this policy.
Malta is an attractive tax regime. There is no capital gains tax for bonds or equities, and the
dividends from MOL are essentially tax free to Medserv due to the investment credits totalling
€6.3m. In addition, both METS and Medserv enjoy preferential corporate tax rates resulting from
their operation in free trade zones.
Exhibit 12: Financial summary
2014
IFRS

2015
IFRS

2016e
IFRS

2017e
IFRS

32.2
(23.2)
9.0
5.9
4.2
0.0
(0.0)
(0.1)
4.1
(1.1)
3.1
3.0
(0.9)
2.3
2.2

42.2
(27.2)
15.0
10.3
7.6
0.0
(0.1)
(0.2)
7.3
(1.5)
6.1
5.8
(1.3)
4.8
4.5

43.9
(29.2)
14.7
11.3
7.0
0.0
0.0
0.0
7.0
(2.7)
4.3
4.3
0.2
4.5
4.5

48.7
(31.1)
17.6
14.3
9.4
0.0
0.0
0.0
9.4
(2.8)
6.6
6.6
(0.7)
6.0
6.0

Average Number of Shares Outstanding (m)
EPS - normalised (c)
EPS - normalised and fully diluted (c)
EPS - (IFRS) (c)
Dividend per share (c)

46.1
5.0
5.0
4.2
4.3

46.1
9.7
9.7
8.9
4.3

52.9
8.5
8.5
8.5
3.4

53.7
11.0
11.0
11.0
4.4

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

27.9
18.3
13.1

35.5
24.4
18.1

33.5
25.8
16.0

36.2
29.4
19.4

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Investments
Current Assets
Stocks
Debtors
Cash
Other
Current Liabilities
Creditors
Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

23.3
0.0
23.3
0.0
57.5
0.0
13.4
1.1
43.0
(15.3)
(10.4)
(4.9)
(56.1)
(21.1)
(35.0)
9.5

24.0
0.0
24.0
0.0
57.1
0.0
12.2
1.0
43.9
(13.3)
(9.5)
(3.8)
(56.7)
(22.4)
(34.3)
11.1

50.0
19.5
30.5
0.0
69.0
0.3
16.7
9.6
42.4
(6.6)
(6.6)
0.0
(86.1)
(52.1)
(34.0)
26.2

48.5
19.5
29.0
0.0
70.7
0.3
18.5
9.6
42.2
(7.2)
(7.2)
0.0
(82.1)
(48.8)
(33.2)
29.8

CASH FLOW
Operating Cash Flow
Net Interest
Tax
Capex
Acquisitions/disposals
Financing
Dividends
Net Cash Flow
Opening net debt/(cash)
HP finance leases initiated
Other
Closing net debt/(cash)

(1.7)
(1.1)
(0.9)
(13.4)
0.0
(0.2)
(0.7)
(18.0)
6.9
0.0
0.0
24.9

10.4
(1.5)
(1.3)
(3.8)
(2.6)
0.5
(2.0)
(0.3)
24.9
0.0
(0.0)
25.2

11.9
(2.7)
0.2
(0.6)
(36.6)
12.4
(1.9)
(17.3)
25.2
0.0
0.0
42.5

12.0
(2.8)
(0.7)
(3.4)
0.0
0.0
(1.8)
3.3
42.5
0.0
(0.0)
39.2

Year end 31 December
PROFIT & LOSS
Revenue
Cost of Sales
Gross Profit
EBITDA
Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals
Other
Operating Profit
Net Interest
Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax
Profit After Tax (norm)
Profit After Tax (FRS 3)

€m

Source: Company data, Edison Investment Research
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Contact details

Revenue by geography

Malta Freeport
Port of Marsaxlokk
Birzebbugia. BBG 3011
Malta
+356 2220 2000
www.medservenergy.com

%

57%
Europe

43%
Middle East

Management team
Executive Chairman: Anthony Diacono

Executive Director: Anthony J Duncan

A director of Medserv plc since inception in 2001 and of MOL since 1997, Mr
Diacono was appointed Chairman in 2012. His executive responsibilities include
Operations. His long career in services and manufacturing encompasses
experience gained both in Malta and overseas. Well known in the Maltese
business community, he was formerly Chairman of the Malta Development
Corporation, he is also the current Chairman of Commbank Europe.

Group Treasurer Albert Abela Group for 19 years to 2001, Mr Duncan has been a
director of Medserv plc since inception in 2001 and of MOL since 1987. A banker
by profession, he also previously served with Kleinwort Benson Ltd and as
Group Treasurer for Hertz Europe Ltd. His executive responsibilities include
Finance and Compliance.

Chief Operating Officer: Godwin Borg

Chief Financial Officer Karl Bartolo

Mr Borg joined Medserv in 1995 after an invaluable career of 20 years in project
management for the Libyan oil industry. An architect and civil engineer by
profession, he became operations manager of MOL in 2002 before being
appointed group COO in 2007.

Mr Bartolo joined Medserv in 2008, having previously completed hi internship
with KPMG and fulfilled the role of Financial Controller of Alf. Mizzi Group. He is
a Certified Public Accountant and also serves as a director on the board of
several Medserv Group companies

Principal shareholders

(%)

Malampaya Investments(beneficial owner Anthony Duncan)
Anthony Diacono
Rizzo Farrugia (for client accounts)

33.5
31.4
5.9

Companies named in this report
Schlumberger (SLB US), Halliburton (HAL US), Baker Hughes (BHI US), Weir Group (WEIR LN), Akastor (AKA NO), Hunting Group (HTG LN), Weatherford
International (WTF US), Transocean (RIG US), John Wood Group (WG/ LN)
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worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority. Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service
Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison US) is the US subsidiary of Edison and is regulated
by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by the Australian Securities and Investment
Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com
DISCLAIMER
Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Medserv and prepared and issued by Edison for publication globally. All information used in the publication
of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those
of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is
issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison
US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of
investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (“FTSE”) © FTSE 2016. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
Frankfurt +49 (0)69 78 8076 960
Schumannstrasse
Medserv | 34b
10 June
60325 Frankfurt
Germany

2016

London +44 (0)20 3077 5700
280 High Holborn
London, WC1V 7EE
United Kingdom

New York +1 646 653 7026
245 Park Avenue, 39th Floor
10167, New York
US

Sydney +61 (0)2 9258 1161
Level 25, Aurora Place
88 Phillip St, Sydney
NSW 2000, Australia

Wellington +64 (0)48 948 555
Level 15, 171 Featherston St
Wellington 6011
New Zealand

16

