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The recovery process is rarely easy or 
quick when things go awry at large-scale 
engineering and construction firms. Prob-
lems are typically tied to poorly bid and 
mismanaged fixed-price contracts, the 
kind that can inflict damage on financial 
statements for years.

One current case in point is McDer-
mott International. The $3.5 billion (rev-
enues) company, which designs and builds 
offshore drilling and production facilities 
for blue-chip clients such as ExxonMobil 
and Saudi Aramco, has been plagued in 
recent years by cost overruns and other 
operational mishaps on multiple long-
term contracts. The resulting hits to earn-
ings have left shareholders holding the bag 
– the stock, at a recent $7.30, has fallen 
70% since March 2011.

Situations such as McDermott’s tend to 
attract value investors. If the end market 
is sufficiently attractive and the company 
has the market presence, management ca-
pability and balance sheet that allow it to 
successfully work through its problems, 
the investment case based on earnings re-
turning to “normal” can be compelling. 

Portfolio manager Jerry Getsos of Klin-
genstein, Fields & Co. makes just such a 
case for McDermott. Notwithstanding a 
potentially rocky next few quarters, he 
believes the company has significantly im-
proved both its performance on existing 
contracts and its bidding strategy for new 
ones. He also sees considerable long-term 
opportunity from its expansion in the 
subsea segment of the market. Following 
customers as they increasingly explore at 
greater depths, McDermott has invested 
heavily in capital equipment that allows it 
to take on projects in which the facilities 
are largely built under water. Its new CEO-

elect, David Dickson, hails from Technip, 
a market leader in subsea projects.

Aided by healthy overall spending on 
offshore exploration and development, 
the company’s new-business metrics are 
strong. Backlog at the end of the second 

quarter was $5.1 billion and bids out-
standing rose to $8.1 billion, a 45% in-
crease over the previous quarter.  

Assuming the wind-down of underper-
forming contracts, higher equipment-utili-
zation levels and a mix shift toward high-

McDermott 
(NYSE: MDR)

Business: Provider of integrated “concept to 
commissioning” services focused on building 
complex offshore oil and gas projects.

Share Information (@10/30/13):

Price 7.28
52-Week Range 6.68 – 13.48
Dividend Yield 0.0%
Market Cap $1.72 billion

Financials (TTM): 
Revenue $3.48 billion
Operating Profit Margin 2.4%
Net Profit Margin (-1.1%)

Valuation Metrics
(@10/30/13): 

 MDR Russell 2000
P/E (TTM) n/a 84.5
Forward P/E (Est.) 14.0 22.5 
EV/EBITDA (TTM) 8.5

Largest Institutional Owners
(@6/30/13):

Company % Owned
T. Rowe Price  7.6%
Artisan Partners  7.0%
Vanguard Group  5.3%

Short Interest (as of 10/15/13):

Shares Short/Float  13.5%

I N V E S T M E N T  S N A P S H O T

MDR PRICE HISTORY

THE BOTTOM LINE
Assuming the wind-down of underperforming contracts, higher equipment-utilization 
levels and a mix shift toward higher-margin subsea projects, Jerry Getsos believes the 
company within two to three years can earn at least $1 per share. At the low end of the 
P/E range at which peers trade, that would translate into a share price of around $12.

Sources: Company reports, other publicly available information
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Situations in which large engineering and construction firms have lost their way and are working through a 
painstaking recovery process often attract value investors. One case in point today: McDermott International.
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This reprint is furnished for general information purposes and solely to illustrate the thought process and analysis used by Klingenstein, 
Fields & Co., L.L.C (“KF&Co.”).  This material is not intended to be a formal research report and should not, under any circumstances, be 
construed as an offer or recommendation to buy or sell any security, nor should information contained herein be relied upon as investment 
advice.  Opinions and information provided are as of the date indicated and are subject to change without notice to the reader.

There is no assurance that the specific securities identified and described in this reprint are currently held in advisory client portfolios or will 
be purchased in the future.  The reader should not assume that investments in the securities identified and discussed were or will be profitable.  
The specific securities identified and described do not represent all of the securities purchased, sold or recommended for advisory clients.

KF&Co. claims compliance with the Global Investment Performance Standards (GIPS®).  Please contact us for a copy of the KF&Co. GIPS 
presentation and visit our website: www.Klingenstein.com or www.adviserinfo.sec.gov for more information on our firm.

Past performance is not a guarantee of future results.

Disclaimer

 

 

Klingenstein, Fields, & Co., L.L.C is an employee-owned firm, investing separately managed 
accounts for over 250 client families with a combined asset base that exceeds $4 billion.

The Klingenstein Fields Global Value Strategy is designed to capitalize on investment opportuni-
ties in companies that appear attractively priced, out-of-favor or affected by negative psychology.  
Predicated upon fundamental financial analysis, our bottom-up research includes:

Klingenstein, Fields, & Co., L.L.C
125 Park Avenue, 17th Floor
New York, NY  10017
www.Klingenstein.com

Brendan J. Contant
Senior Vice President
Brendan.Contant@Klingenstein.com
(212) 492-6164

 

 

• Identifying businesses with attractive valuations, sound balance sheets, and highly competent
management teams.

• Meeting and maintaining dialogue with senior corporate executives to better understand their 
plans for the stewardship of investors’ capital.

• Assessing the effectiveness of management’s capital decisions – how good is their track record
in a) investing for growth, b) acquiring and divesting, and c) returning cash to shareholders.

er-margin subsea projects, Getsos believes 
McDermott within two to three years can 
get operating margins back to 10-12% 
and earn at least $1 per share. (Peak pre-
crisis earnings were $2.66 per share.) Even 
at the low end of the P/E range at which 

peer firms trade, 12x, that would translate 
into a share price 65% above today’s level.

Downside protection? The company 
has $250 million in net cash and Getsos 
estimates its book value – adjusted for the 
replacement cost of its capital assets – at 

around $8 per share. “So the market’s giv-
ing the company no credit for its brand or 
operating experience and is implying that 
management will destroy the value of the 
hard assets,” he says. “That just doesn’t 
make sense to us.”  VII

U N C O V E R I N G  VA L U E :  McDermott
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