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Abstract 

The continuous decline in oil prices has throttled oil companies’ demand for oil services, putting 

the livelihoods of the whole oil service industry at risk. In addition, most of these companies 

have aggressively accumulated assets during the past decade, with the help of cheap bond and 

bank financing. As demand for oil services has deteriorated, day rates and utilization for drilling 

rigs, offshore supply vessels, subsea vessels and seismic vessels have taken a nosedive. All of 

these oil service segments are also characterized by significant overcapacity, adding to the 

overall depressed market sentiment.  

With this thesis we aim to answer in what way the decline in oil price has affected the financial 

health of oil service companies and try to pinpoint the companies that are in the worst position 

and likely to default. Our findings suggest that the market downturn for oil services has had the 

most adverse effect on the drilling and offshore supply vessel sector. However, the seismic 

company Seabird Exploration, and the three offshore supply vessel companies Solstad Offshore, 

Havila Shipping and Farstad Shipping are the companies we consider as likely default 

candidates. We believe a successful restructuring process will be required to secure the 

continuing existence of these companies.  
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Motivation 

The oil environment has been characterized by turmoil over the past 18 months as the market has 

suffered from an oversupply of 1.5 mb/d since the middle of 2014. Oil prices started plunging in 

the latter part of the summer in 2014 and within months, things went from bad to worse. 2015 

wasn’t any different and the oil price hit a 12-year low when quoted at $29.96 per barrel during 

the first weeks of January 2016.  

Oil companies faced commodity prices that remained at levels not seen in almost a decade 

during 2015, and in an effort to preserve cash, exploration and production (E&P) spending was 

slashed. E&P companies have some flexibility when facing lower oil prices as they primarily cut 

their E&P spending while waiting for better days. However, sharply reduced E&P budgets has a 

particularly negative impact on demand for oil services as the demand for these services is a 

direct function of E&P spending.  

The oil price downturn claimed its first victim during 2015’s last month. On December 14th 

2015, Dolphin Group ASA, a relatively young seismic company, established only 5 years ago, 

filed for bankruptcy.1 Although having a record high growth over the past 5 years, bankruptcy 

was a fact. This was a result of the deteriorated market conditions and uncertainty regarding 

future oil price, combined with a highly leveraged balance sheet and a weak cash flow. The 

company tried to negotiate with its creditors to come to a solution to their liquidity problems, but 

creditors were unwilling to provide new capital in order for the company to continue as an 

ongoing concern.  

A rising concern in today's market is the increasing number of oil-service companies asking to 

renegotiate their loan terms. Analysts expect the number of companies having to ask creditors for 

mercy and owners for fresh money will increase as the ramifications of the oil slide becomes 

palpable. To finance long-term assets with short-term debt has been customary in the industry 

and many whom expected to refinance during 2015 have not been able to do so. Several 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 The Wall Street Journal (2015), Norway’s Dolphin Group files for Bankruptcy, Opened February 2016, Retrieved 
from [www.wsj.com] !
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companies have more short-term debt than current asset which indicate that they might have 

trouble paying debt that are due the next 12 months.  

Besides getting most of their funding from the banking sector, companies within the oil industry 

have dominated issuance in the high-yield market to finance purchases and construction of rigs 

and vessels. According to Martin Fridson, Chief Investment Officer of Lehmann Livian Fridson 

Advisors; when the credit cycle turns negative, the high-yield market typically suffers a period of 

four to five years in which the default rate runs at 6-7% annually. This means about 30% of the 

high-yield debt outstanding at the start of a stress period could default. “It’s not out of the 

question that 2016 could be the start of the next default wave”, he says.2 

There is a dark side to the decline in oil price that is beginning to negatively impact a number of 

countries and a vast number of companies operating in this industry. Left unanswered is how 

viable are the oil-service companies given the unfavorable prevailing economic conditions. It is 

evident that the recent turmoil has affected companies operating in the industry to a high degree, 

but are all of them able to endure the crisis, or will we witness some of them default on their 

loans or even go under during the forthcoming years? 

 

 

 

 

 

 

 

 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2 Investments & Pension Europe (2015), High yield bonds: unchartered waters, Opened February 2016, Retrieved 
from [www.ipe.com]!
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Introduction 

In the late 1950s, few believed that the Norwegian continental shelf contained fossil deposits. 

Shortly after, oil was discovered and the adventure began. All facets of the petroleum industry, 

from oil companies to subcontractors, have seen solid growth ever since, and income from 

petroleum activities has become the Norwegian state's single most important income source. 

Further, the level of oil and gas deposits also seem to defy the universal rule that every fairytale 

has to come to an end, as estimates of recoverable oil resources are continuing to increase. 

Technological improvements are making sure that new discoveries take place or that existing 

fields are being expanded. Fossil resources are actually increasing far more quickly than existing 

reserves are being consumed, and for every barrel of oil consumed, another two have been 

added.  

However, the phenomenal growth in the petroleum industry has had its side effects and dark 

clouds have gathered over the oil and oil service industry in light of the recent slump in oil 

prices. Oil service companies working with the hypothesis of a perpetual growth in oil prices and 

subsequently the demand for their products, have taken great financial risk the past decade to 

grow their fleets and asset bases, using cheap debt as their main instrument. This has left the oil 

services companies vulnerable to changes in demand for their products, and the current market 

downturn has put the financial health of many oil service companies on trial. Our thesis will 

therefore evolve around answering the following question: “In what way has the decline in oil 

price affected the financial health of oil service companies and who are the likely default 

candidates?” 

This thesis is organized in the following five parts; Part I give a brief introduction to oil prices, 

supply and demand and the rationale behind the recent oil price fall. Part II includes an 

introduction to the fundamentals and key drivers in the oil industry and the different sectors 

within oil service, in addition to a description of the current market for oil services. Part III 

includes a financial statement analysis of a sample of companies listed on Oslo stock exchange. 

Profitability, short-term liquidity risk and long-term liquidity risk will be reviewed. Part IV gives 

an overview of market values of equity, the companies’ ability to service their debt and debt 
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maturity profile for selected companies, before we go on to Part V which goes through the theory 

of the Merton model and gives an overview of how the Merton model ranks the sample 

companies based on default probability. The last part will also contain our opinion of the 

companies’ probability of future survival.  

Throughout this thesis we will mainly focus on the outliers, meaning that we will elaborate more 

on issues we consider important to highlight the financial trouble that these companies are in. 

This means that some sectors and certain companies will be given more attention in order to dig 

deeper into some of the issues and concerns they are faced with. However, it should be noted that 

this analysis will not go very detailed into any sector or company, but will give a more cursory 

view into the current situation.  
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Part I – Oil Prices and the Recent Oil Price Plunge 

In order to say something about how changing oil prices affects oil service companies we have to 

have an understanding of how their main demand driver, namely oil price, evolves through time. 

This part will therefore give an introduction to basic oil price fundamentals, followed by a 

description of the supply and demand balance and finally a short depiction of the sources driving 

the recent oil price drop.  

Spot Prices 

Crude oil trade in markets globally, with numerous different oil prices and blends reflecting the 

various types of oil with different quality. The petroleum industry generally classifies oil by its 

geographic location and there are mainly three main benchmarks that are watched more closely, 

namely West Texas Intermediate (WTI), Brent and Dubai/Oman. These products are refined into 

end products such as gasoline and heating oil that are used by consumers. Spot prices of these 

end products tend to move closely together with oil price benchmarks as seen by the 

development in oil and gasoline prices over the past 10 years. 

 

Oil is not only sold as physical quantities, but also traded by market participants as futures 

contracts – an agreement of future delivery of oil at a prespecified price, quantity, quality and 

time. Trading activity involves various participants, both companies and individuals, with 

various incentives. Oil companies and for example airlines, have operational exposure to changes 
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in oil prices, and might therefore choose to limit this risk by trading oil derivatives. Others, such 

as hedge funds, banks and also individuals often show less interest in oil as a physical product, 

and are more motivated to profit from changes in oil price. 

Oil prices fluctuate unpredictably from time to time and they are extremely hard to forecast.  

Economists have devoted great efforts into developing methods to forecast price and volatility 

levels, but there are generally no consensus as to which methods that are more reliable. Some 

have claimed that the closest thing to a forecast is the futures market, whereas others argue that 

structural models and time-series models can generate more accurate forecasts. In principle, the 

futures prices would be a good predictor of the oil price, but in fact, using the futures price as a 

forecast of the spot price is simply just a very small improvement over saying that the price 

tomorrow will be the same as today. 

The two primary factors driving oil prices in the long run are global demand and future supply, 

but major movements can also be explained by changes in oil inventories as it works as a 

stabilizer between production and consumption of oil. Crude oil is vital in many industries and a 

major part of many economic activities. Cheaper oil is great for struggling economies that have 

to import oil, but it is an increasingly serious problem for oil-exporting countries, where large 

amount of revenues arise from the oil industry. In addition to the obvious factors, namely supply 

and demand, prices can be affected by geopolitical tensions and weather related events that 

might disrupt the balance.  

A basic demand and supply framework can be useful when trying to make sense of how the oil 

price evolves over time. A market is in equilibrium if supply exactly matches demand. One can 

generally expect that at some future price, higher than at present, long-term demand and long-

term supply will be balanced and the oil market will find a new equilibrium. The supply-

demand-curves are described by a steeply falling demand curve and a convex supply curve, 

explained by the constrained resources of oil.  

Oil demand and supply curves are generally described as price inelastic. Elasticity is a term used 

to describe the sensitivity of supply or demand to changes in price. If a small change in price 
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produces a large change in demand, demand is said to be elastic. Equivalently, if a large change 

in price produces a small change in supply, supply is said to be inelastic. Generally, the more 

possible substitutes for a given good or service, the greater the elasticity. We will generally not 

switch our consumption to other substitutes in the short-run when the price of oil increases. In 

the long run however, we may lower our demand for gas by switching to public transportation, 

carpooling or buying a more fuel-efficient vehicle. There are some differences on the supply side 

as to how price elastic each oil producer is. In the short run, suppliers will continue to produce 

until the cash flow from production reaches the marginal cost of production. The break-even 

costs of oil vary enormously across producers and is illustrated in the table below. 

 

On shore production in the Middle East, which have a break-even price of $27, will be highly 

inelastic both in short and long run. Oil sands in Canada, Shale oil in the US and Ultra Deep-

water in the Gulf of Mexico have break-even prices of $70, $65 and $56 respectively, and might 

be expected to be more elastic in the short-run compared to conventional oil suppliers. However, 

large oil companies have to make decisions over decades to come so they are not going to scrap 

all new investment and turn off the tap just because the price falls for a period. Deep-water 

discoveries such as those in the Gulf of Mexico and Canada’s oil sands are much more expensive 

and it takes much longer between the time the first well is drilled to when the first barrels of oil 

are produced than past discoveries. This means that they are less elastic. Overall, most will say 

that oil supply is inelastic both in the short and long run, but as explained above there are 

differences in elasticity between the suppliers. 
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Oil inventories act as the balancing point between supply and demand. In times when production 

exceeds consumption, oil and refined products are being stored for future supply, which is 

generally the case during downturns. On the opposite side, when demand exceeds production, 

inventories are drawn upon and supplement global supply.  

 

The buildup of inventories tends to follow the spread between the price of 12 months oil futures 

contracts and the price of one month’s oil futures contracts. The more positive spread, the greater 

is the incentive to build up inventories. The above graph shows that declining inventories tend to 

go together with increases in near term prices relative to prices that are further into the future.3  

Supply: OPEC 

OPEC was founded in Baghdad, Iraq in the 1960s by five founding member countries; namely 

Saudi Arabia, Iran, Kuwait, Venezuela and Iraq, and have later been joined by nine new 

members, namely Qatar (1961), Indonesia (1962), Libya (1962), United Arab Emirates (1967), 

Algeria (1969), Nigeria (1971), Ecuador (1973), Gabon (1975-94) and Angola (2007).4 The key 

objective of OPEC is to coordinate and unify the petroleum politics for the member countries in 

order to ensure fair and stable prices for the exporters and to secure efficient, economic and 

regular supply to consumers.5 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3!EIA (2016), Balance, Opened May 2016, Retrieved from [www.eia.gov]!
4 Deutche Bank(2013), Oil & Gas for Beginners.!!
5!OPEC (2016), Our Mission, Opened February 2016, Retrieved from [www.opec.org]!
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Ever since OPEC was established they have had humongous power to regulate the supply inter-

temporally, in which they would increase or decrease supply from one period to another in 

response to shocks or fluctuations. This has been possible due to OPEC member countries 

having close to ¾ of the world's oil reserves, producing approximately 40% of the global crude 

oil in addition to account for 60% of the global export.6 Especially Saudi Arabia has tended to 

behave as the “swing producer” as it is the largest oil producing economy within OPEC,7 and one 

can observe from the graph below that Saudi Arabian oil production have evolved in sync with 

the oil price. 

 

The way OPEC member countries have chosen to utilize their production capacity has often been 

an indicator of oil balances and oil prices. OPEC’s spare capacity has therefore been a key 

measure used to interpret the market condition and the markets ability to respond to a potential 

crisis. Spare capacity is by EIA defined as “The volume of production that can be brought on 

within 30 days and sustained for at least 90 days”.8 Despite OPECs objective of managing prices 

and outputs, member countries do not always comply with targets set by the organization, which 

undeniably can affect oil prices. The “Call on OPEC” has been a closely watched measure in 

order to predict price movements. The concept of “Call on OPEC” is that OPEC acts to meet the 

call on oil supply by consumers that cannot be met by the non-OPEC producers.   

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
6!EIA (2016), Supply: OPEC, Opened May 2016, Retrieved from [www.eia.gov]!
7!ECB (2015), Forecasting the price of oil, Opened February 2016, Retrieved from [www.ecb.europa.eu]!
8!EIA (2016), Supply: OPEC, Opened May 2016, Retrieved from [www.eia.gov]!
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Supply: non-OPEC 

Countries outside OPEC are currently producing approximately 60% of the overall production in 

the world. Key centers of oil production outside OPEC include North America, regions of the 

former Soviet Union and the North Sea.9 Countries not part of OPEC make independent 

decisions regarding production and are therefore not subject to any central coordination and 

production targets. Another major difference between the two, is that inside OPEC most 

production is performed by national oil companies (NOCs), whereas in non-OPEC countries, 

production is performed by international or investor-owned oil companies (IOCs). IOCs seek to 

maximize shareholder value and thus make decisions based on economic factors and the 

investor's best interest. While national companies may operate in a somewhat similar manner, 

they also have other objectives such as employment and infrastructure and they will to a larger 

extent operate in a manner that benefit their country. As a result, the future supply in IOCs 

respond more quickly to changes in the market environment.  

Reservoirs and oil fields in non-OPEC countries generally have higher exploration and 

production costs due to reserves being located in frontier areas such as deep-water offshore, oil 

sands, etc. This is a major disadvantage for these producers as production requires higher oil 

prices in order for projects to be profitable. Because of this, non-OPEC producers have led the 

way in developing new production technology such as the technology developed ahead of the 

shale gas revolution in the United States which started in the late 1970s. The US government 

promoted technology innovation and investment in research and development (R&D), and also 

provided tax credits for those who contributed to meeting the natural gas shortage at the time. 

But it wasn’t until around 2008-2010 that the massive boom started. The boom was a product of 

advances in technology and high oil and gas prices, which enabled increased production and high 

profitability. As new technologies like hydraulic fracturing also called fracking and other 

enhanced oil recovery techniques (EOR) were developed, it allowed producers to drill deeper 

and allowed oil and gas to be extracted from shale and other types of so-called tight rocks at 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
9!EIA (2016), Supply: Non-OPEC, Opened May 2016, Retrieved from [www.eia.gov]!
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formerly non-recoverable places. It also allowed for faster drilling and higher well productivity, 

which significantly reduced costs.10 Cost structures vary greatly across different regions, but 

most estimates suggest that the majority of US shale oil lies somewhere broadly in the middle of 

the aggregate cost curve.11 

 

After the financial crisis, massive volumes of oil have been produced, and the US went from 

being the world's largest importer of oil to almost becoming self-sufficient. As seen by the graph 

above, the compound annual growth rate in US field production of crude oil has been 11% since 

2008. Over the past 5 years, the US on its own has accounted for almost two-thirds of the increase 

in global supplies of oil and natural gas, and US oil production has increased by almost twice the 

expansion in global demand.12  

Demand: OECD 

The Organization of Economic Cooperation and Development (OECD) is comprised of the 

United States, Canada and Mexico, larger parts of Europe, in addition to other advanced 

economies such as Australia, New Zealand, Chile, Japan and South Korea.13 The economic 

condition within a country affects the economic growth and the consumption of goods and 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
10!Forbes (2015), Is the OPEC Strategy Working, Opened January 2015, Retrieved from [www.forbes.com]!
11 Dale (2015), The New Economics of Oil, Oxford Energy comment.!
12 EIA (2016), The growth of U.S. Natural gas: An uncertain outlook for US and world supply, Opened February 
2016, Retrieved from [www.eia.gov]!
13!EIA (2016), Demand: OECD, Opened May 2016, Retrieved from [www.eia.gov]!
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services. Consequently, OECD countries have had higher consumption of oil compared to non-

OECD countries with a slower growth. 

 

From 2000 until 2010, demand for liquid fuels from OECD countries has declined, and by the 

end of 2010, the OECD countries consumed approximately 53% of the global oil consumption. 

By the end of 2015, OECD countries consumed about 49% of total demand, a decline of 1.4 

million barrels per year since 2010. The declining consumption is by IEA explained by two 

leading factors, namely greater energy efficiency and warmer seasons. Over the years, many 

OECD countries have had increased focus on the use of biofuels and higher fuel taxes, which has 

led to a slower growth in oil consumption over the years. Increased market share for renewables 

such as geothermal, solar and wind, and reduced emissions per kilowatt-hour in electricity have 

also caused a shift from fossil fuels.14  

Demand: non-OECD 

Demand from countries not part of OECD has increased substantially over the years. From 2000 

until 2010, oil consumption has increased more than 40%, primarily driven by growth in China, 

India and Saudi Arabia.15 These countries have seen a substantial economic growth, which has 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
14 IEA (2016), OECD energy production hits record high, but consumption and CO2 fall, Opened May 2016, 
Retrieved from [www.iea.org]!
15!EIA!(2016),!Demand:(Non+OECD,!Opened!May!2016,!Retrieved!from![www.eia.gov]!
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led to increased demand for oil through commercial and personal transportation activities, 

manufacturing processes and power generation, in addition to a rapid growth in population.16  

 

The Chinese economy has had an astonishing double-digit growth over the past decades and has 

grown into becoming not only the second largest economy in the world, but also the second 

largest importer of both goods and commercial services. However, the past couple of years have 

been characterized by a slowing economy. Part of the process of controlling the slowing growth 

in China has been a transition away from heavy manufacturing, high investment and exports 

towards a more consumer- and domestically- driven economy.17 The Chinese economy has 

focused on more efficient oil use, in addition to cleaner-burning fuels to help cope with the 

severe air-pollution. With China being the largest importer of crude oil, it is evident that this 

transition program has led to a slower growth in demand for oil. 

Factors Affecting the Oil Price Drop 

In order to explain the sharp decline in oil price during the past two years, we turn to two main 

driving forces; namely the oversupply from the US and OPEC, and lower economic growth and 

demand from China.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
16 EIA (2016), Demand: Non-OECD, Opened May 2016, Retrieved from [www.eia.gov]!

17 International Energy Agency (2016), Medium-Term Market Report, P.13!
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Although shale oil accounts for less than 5% of the global oil market, the rapid growth in US 

shale oil has been a significant factor contributing to the collapse in oil prices during the summer 

of 2014.18 Many claim that the resurgence of the shale oil industry has led OPEC to not nearly be 

as powerful as they once were. In order to defend their market share from the increasing shale oil 

production in the US, OPEC decided to pursue a strategy to continue to pour oil into the market, 

although prices had already started to fall. Figure 4 on page 14 shows this anomaly as one could 

expect Saudi Arabia to cut production, but instead they reacted by doing the opposite. OPECs 

advantage has been their low break-even cost of producing oil as they are able to withstand a 

much lower oil price level than those with higher production costs such as US shale oil 

production and Ultra-Deepwater production.  

At OPEC's meeting late October 2014 they stated that they would maintain their production target 

of 30 million barrels per day (mb/d). This strategy implied a survival of the fittest where only the 

players with the lowest costs would be able to survive and contributed to the massive decline in 

oil prices during the fall of 2014. The cartel sent out a clear signal of their intentions to slow the 

growth in non-OPEC supply, chiefly driven by the shale oil production in the US. OPEC’s hope 

was to keep prices low enough to make it tough for American companies, and it is evident by the 

sharp decline in the number of active rigs and in drilling activity that this strategy has put pressure 

on the industry. Many fields are simply not profitable anymore, and have been put on hold until 

the oil price recover. According to Baker Hughes, the US rig count fell 68% from 1,609 rigs in 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
18
!Dale (2015), The New Economics of Oil, Oxford Energy, Opened January 2016, Retrieved from 

[www.oxfordenergy.org]!
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2014 to 516 in January 2016. Oil inventories also started to increase already during the third 

quarter of 2014 and the massive increase in supply and falling demand has led to the highest 

increase in inventories since the beginning of this century.  

The other main factor causing the price drop has been the slowing Chinese economy and the 

turmoil that took place in China during the summer of 2015. In June 2015, the stock markets in 

China started to tumble and within a month, one third of the value on the Shanghai stock 

exchange was lost. Volatility continued to be present during July and August. Not only did it 

affect the oil price, but also other commodities such as copper, iron and ore saw descending 

prices. China’s markets were also off to a rough start in 2016 where high volatility was present 

during the first weeks. With China being the largest importer of crude oil, it is obvious that the 

crisis affected the oil price. Slower economic growth in China means less demand, and the stock 

market crisis certainly undermined expectations of future oil sales – adding further downward 

pressure to oil prices.   

Also, as the UN’s sanctions on Iranian crude oil, banning import of oil from Iran, were lifted on 

the 17th of January 2016, prices fell further down from $31.04 to $27.67 the Monday after.19 Iran 

also announced that they were going to amp up their production, pushing 1 million barrels per 

day into the market. With Iran having the 4th largest oil reservoir in the world, it goes without 

further saying that this might continue to increase supply and pressure oil prices.  

 

 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
19!OilPrice.com (2015), How much pressure will Iran put on oil prices?, Opened February 2016, Retrieved from 
[oilprice.com]!
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Part II – The Oil Industry 

The oil price fall has without a doubt affected many industries and contributed to slower growth 

in oil-exporting countries. The repercussions have led to huge losses in values, thousands of 

people have been laid off and house prices have declined in areas near oil-fields. In order to say 

something about how companies operating in this industry are doing, we turn to the 

fundamentals and the different sectors within the oil industry. The following part will give an 

introduction to the oil service supply chain before we go further into the financials of a sample of 

firms operating in the oil service industry.  

The$Oil$Industry$Supply$Chain$

The oil and gas industry is often divided into three major segments namely upstream, midstream 

and downstream which is used to describe a company’s location in the supply chain. The further 

down the supply chain, i.e., the closer to the consumer, the further downstream a company is. 

The figure below shows the structure:  

 

The upstream segment is also known as exploration and production (E&P), as it comprises of 

activities analogous with the identification of oil deposits and drilling wells, in addition to 

extraction of underground resources. The midstream segment is less commonly referred to, as it 

is mainly a link between the upstream and downstream segments, via transportation and storage 

of resources. The downstream segment encompasses service-related activities, including 

refineries and marketing, where crude oil is transformed into usable products and transported to 

retailers or end consumers.  
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Exploration$&$Production$(E&P)$

E&P companies, also referred to as oil companies, focus on searching for potential oil reserves, 

drilling exploratory wells, augmenting, producing and merchandising different types of oil. 

Exploration involves conducting necessary geological surveys required to explore for and 

hopefully find economic accumulations of oil and gas. Production includes extraction and 

recovery of oil and gas from reservoirs. In order to search for oil and produce, companies need 

both an exploration license and a production license from the owners of acreage that entitles the 

holder to conduct various geological surveys and undertake drilling. Most activities in the 

process of exploration and production are however outsourced to the oil service industry, with 

three main factors behind this rationale, namely:  

● Economies of scale: Outsourcing services have led to intense competition. Service 

companies have focused on technology and innovation to become the best within its 

industry, which again has led to cost reductions that might have been impossible through 

in-house operations. 

● Capital Efficiency: The service industry requires extensive amounts of assets (e.g., 

drilling rigs & vessels). As these companies can offer their services to a wide range of 

clients, they are able to utilize their assets to a larger extent than what an oil company 

would have been able to. 

● Accountability: Service companies become a third party to their clients, which increase 

accountability. This also increases the reward structure between the contractor and the 

operator. 

Oil$Service$

The oil service industry can be divided into seven sectors, namely; Seismic, Drilling, 

Engineering & Construction (E&C), Subsea, Floating Production Storage & Offloading (FPSO) 

and Offshore Supply Vessels (OSV). The figure below shows the oil service value chain together 
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with a sample of Nordic and international operators. A short description of each sector will 

follow.  

 

Seismic$

Seismic is a geophysical way to examine the seabed in order to create images of the subsurface 

rock layers to get an impression of the possibility of finding fossil resources in a given area. The 

seismic technique consists of generating seismic waves or sound waves by for example 

detonation of dynamite or from an air gun through water. The wave energy propagates down 

through the seabed and is partially reflected back to the surface when reaching a geological 

boundary. Receivers called geophones at the surface record such reflections and measure the 

time it takes for the waves to travel from the source to the receiver. The results are then 

processed and digitized in order to get a detailed map over the seabed geology. 

Seismic surveys in the sea require large seismic vessels and a large data processing capacity. 

Seismic companies can either do exclusive surveys on contract, in which data is provided 

exclusively to an oil company, but they can also do surveys that are non-exclusive on multi-

client where the seismic company collects data on its own risk and sells it to as many as possible. 

Seismic surveys done on multi-client have the potential for much larger profits than on contract, 
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but are also more risky as seismic companies don’t know what data is demanded. Surveys are 

done through licensing rounds, in which companies are awarded a license to survey a certain 

area. However, it is also common practice to acquire data from other seismic companies to 

increase the size of their multi-client library. 

There are three types of seismic data; 2D, 3D and 4D. The 2D is gathered with one single 

streamer, which provides a coarse picture of the seabed. 3D-seismic is gathered through a tow of 

six streamers behind the vessel and gives a more detailed picture of the seabed. 4D-seismic 

consist of repeated 3D gatherings to discover any changes in the ground or changes in the liquids 

in the reservoirs over time, and is commonly done at fields that are already in production. There 

is always uncertainty in the geological and geophysical survey results provided by the seismic 

companies, so one can never be sure to find oil before the drilling process starts. However, some 

indication of potential size (length, width and depth of the trap) can be given. 

Drilling$&$Rig$

Drilling companies physically drill the seabed and create a borehole that will eventually become 

an oil- well if the ground contains oil. Drilling is done from a rig above the water surface and 

there are mainly two categories within offshore rigs; jack-ups and floaters. Jack-ups stand on 

retractable legs to provide a stable platform from which to drill, and works best in shallow water 

and water depths up to 120m. Floaters don’t rely on standing legs and can be used on much 

deeper water. Floaters are either ships with drilling equipment (drillships) or what is called a 

semi-submersible platform that has hulls or sufficient buoyancy to cause the platform to float. 

Floaters are either anchored with help from support vessels or outfitted with a dynamic 

positioning system to keep them in position. Semi-submersibles can be used in water depths 

from 60m to 3.000m whereas drillships can drill in water depths up to 3.700m. The day rates on 

semi-submersibles tend to be three- to five- times higher than those on jack-ups because of the 

sophistication of these rigs and the ability to do more challenging work. 
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Engineering$&$Construction$(E&C)$

The engineering & construction companies provide subsea-solutions such as wellheads, pump 

systems, power distribution systems and design and delivery of deep-water risers. They also 

plan, manage and carry out maintenance through the life of an oil field. Companies in this 

industry offer a wide range of services and they are often visible in both the subsea sector and the 

oilfield service industry. 

Subsea$

Subsea construction support vessels are used to install anything between the seabed and the 

surface and the subsea industry therefore typically refers to the entire infrastructure below the 

waterline. Subsea vessels are designed for laying cables and pipes on the seabed in water depths 

up to 3.000m and to connect subsea hardware to the surface facilities. They are often equipped 

with a subsea crane that can lift up to 250t of material or ploughs. Subsea systems are advanced 

and are often supplied by companies in the oilfield services subsector. The subsea sector can 

roughly be divided into three different sub-segments. The first is defined as the SURF segment, 

which includes installation, umbilicals, risers and flowlines. The second includes development 

and production of subsea equipment, whereas the third includes inspection and maintenance of 

existing equipment.  

Oilfield$Services$

Oilfield services are services that are required throughout the life of an oilfield. This can include 

repairing and maintaining equipment used during production and transportation, but also 

accommodation services for offshore crews. Many of the companies operating in this industry 

are also operating in both the Subsea and E&C. 

FPSO$

A Floating Production, Storage and Offloading (FPSO) unit is a floating platform or vessel 

connected to the subsea equipment and used for storage of oil produced by subsurface wells until 

a tanker comes alongside to unload it. FPSOs can range in sophistication from simple barge-like 
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vessels anchored via chains to huge dynamically positioned ships capable of separating out oil 

and water, with storage capacity of 2 million barrels of oil.20 

Offshore$Supply$Vessels$

The supply vessel sector mainly consists of three different types of vessels; platform supply 

vessels (PSV), anchor handling tug supply vessels (AHTS) and construction support vessels 

(CSV). The purpose of a PSV is to transport supplies to and from offshore installations. This can 

for instance be pipes for pipe-laying activities and liquids and fluids for drilling operations. 

Anchor handlers are built to handle anchors for oil-rigs and to tow offshore platforms to location. 

They can also serve as an Emergency Response and Rescue Vessel (ERRV) and sometimes to 

transport supplies to and from platforms. CSVs are used to support complex offshore 

construction, installation, maintenance and other sophisticated operations. CSVs are significantly 

larger and more specialized than other offshore vessels.21 

Key$Industry$Drivers$$

At its simplest, revenues from the oil service industry is a function of the operating expenditure 

of E&P companies. The most important demand driver for E&P companies is obviously oil 

prices. Investments budgets, often referred to as E&P spending and/or capex spending, are 

governed by the current oil price and the future oil price outlook. In addition, general offshore 

activity and the number of working offshore rigs affect sectors that are further down the value 

chain after drilling. There are also other factors that matter for short-term demand such as 

technological advances, weather, seasonal spending patterns, availability of financing and 

political unrest.22 

The leading indicators in the oil service industry are summarized below: 

● Oil price and oil price outlook 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
20 Deutsche Bank (2013), Oil & Gas for Beginners!
21 Maritime Connector, Offshore Vessels, Opened January 2015, Retrieved from [www.maratime-connector.com]!
22 Deutsche Bank (2013), Oil & Gas for Beginners!
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● Capex budgets: The forward spending plans are formulated for the year ahead in the 

final quarter of the year, and are announced along with final results. These budgets serve 

as leading indicators for future demand for oil services.  

● Offshore activity and rig counts: are the most closely watched measures of demand for 

oil services. This number is published monthly. When drilling rigs are active they require 

products and services produced by other oil-service companies which mean that the 

active rig count is considered a leading indicator for demand for the products and service 

that oil service companies’ offer. 

● Day-rates: are the rates a contractor receives from an oil company for its services, where 

less demand leads to lower day-rates and vice versa. 

● Utilization rates: The percentage of a company’s fleet that has been active and earned 

money during a time period. Can also be calculated as total active days divided by total 

available days. 

● Backlogs: Many oil-service companies announce backlogs as a snapshot of the health of 

their business, and are an indication of the estimate value as-yet unrecognized revenue.  

The$Market$for$Oil$Service$

E&P spending is one of the most important demand indicators for the oil service industry. How 

oil companies budget their activity and spending is therefore directly translated into expectations 

for demand in the oil service industry. The chart below shows the change in E&P spending for 

the top 90 oil companies globally.  
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E&P spending has grown extensively over the past 15 years with exception of 2009, in the 

aftermath of the financial crisis. Growth picked up in 2010 and ranged from 3% to 33% until 

2013. However, growth in E&P spending was negative in 2014 and continued to be negative in 

2015, the first consecutive fall since the 1980s. Oil companies shifted their focus away from 

growth ambitions towards capital discipline during 2014 and made major cuts in their capex 

budgets. Fields in the North Sea and Shale oil fields have been put on hold as they simply have 

been unprofitable with the prevailing low oil price over the past two years. By looking at the 

fields currently being developed on the Norwegian continental shelf, the break-even price of 

these fields is approximately USD 50/barrel. Fewer fields that are profitable lead to less 

development, which again leads to less tenders for oil-service companies. This intensifies 

competition among bidders, which has been very unfortunate for many oil service companies.  

The oil service industry is to a large extent characterized by long-term contracts, which is 

positive for the companies operating in the industry. Renegotiation of existing contracts rarely 

happen, but changes in the rates paid by oil companies may occur during downturns. This means 

that contracts that were initiated in 2013 and are due in the near future, or have already expired 

had higher rates than those that are up for renewal or initiated at the current price level. This 

forces companies to be more cost efficient in order to stay profitable. 

There has been a great focus to make field developments more cost efficient with more 

standardization of equipment and vessel capacity, as well as new solutions to reduce complexity 
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of operations. In addition, a huge number of people have been laid off, which has increased 

unemployment rates in oil-producing countries, such as Norway. These cuts have adversely 

affected the overall demand for oil services and have caused serious upheavals in the industry 

and a need for consolidation.  

The$Market$for$Seismic$Data$

Lower exploration spending from oil companies directly translates into lower demand for 

seismic data. Seismic services are often hired on short-term contracts, which mean that spending 

on seismic can be cut relatively quickly by oil companies in contraction phases. Since 2010, a 

relatively low volume of new resources have been discovered offshore. 40.000 mboe (million 

barrels of oil equivalent) were discovered in 2010, while in 2013 and 2014, discoveries were 

down to 15.000 and 11.000 mboe respectively.23 Many of the fields were also of smaller size that 

led to no commercial potential. It often takes up to 8-10 years from seismic data is bought until 

the field is on stream, which means that the seismic subsector is what is called early-cyclical. 

This has both upsides and downsides, depending on the market condition. 

The multi-client market has increased its market share substantially since the financial crisis, 

from a market share of around 25% in 2008, to approximately 40% today.24 The increased 

popularity of multi-client is primarily caused by the cost efficiency focus of oil companies. 

Multi-client surveys are bought directly when an oil company wants to develop fields in certain 

regions. Seismic companies continuously build up their database in order to enjoy a less cyclical 

work-environment than working on contracts. However, multi-client work is a lot riskier than 

work on contract as one can never be certain to be paid for the data collected. 

Multi-client surveys are either conducted in unlicensed or licensed areas. Unlicensed areas are 

areas where no exploration has been conducted. Licensed areas are areas where some exploration 

has already taken place. In order to conduct multi-client work in an unlicensed area, a license 

from the government  must be awarded through licensing rounds, whereas acreage has already 

been awarded for the licensed areas. The work done in licensed areas is contract work that is 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
23!Fondsfinans Research (2015), Oil Services Sector Report, p.38!
24 Fondsfinans Research (2015), Oil Services Sector Report, p.39!
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pooled together in one large multi-client survey instead of conducting several independent 

contract jobs. The license rounds are an important revenue source for the various governments 

and it is therefore unlikely that they will stop or halt these licensing rounds. Oil companies 

cannot afford to cut themselves out of the licensing rounds because they have to secure blocks of 

new acreage in order to sustain future growth. However, there have been a somewhat lower 

number of participants in the licensing rounds as oil companies are more selective as to what 

they bid on. 

Two emerging multi-client trends have been spotted during 2015 as cost reductions have been 

phased in; an increasing number of proprietary seismic acquisition surveys are being converted 

to multi-client projects as oil companies seek to financially de-risk their exploration programs by 

acquiring non-exclusive seismic data. Secondly, acquisition of smaller surveys with multiple oil 

company-clients combined with a more innovative and calibrated approach to data collection.25 

To work on contract is quite different from multi-client, as seismic data is conducted on a 

survey-by-survey basis upon request from an oil company. This means that the oil companies 

own the seismic data as soon as it is obtained, instead of acquiring it later on. The contract 

market has lately been characterized by few tenders, in other words, very low demand, a natural 

consequence of low E&P spending. 

The price for seismic data has declined around 50% over the recent years, which has caused 

certain projects to reach break-even levels. The decline in price is shown by the decline in day 

rates shown in the graph below to the right. The decline in operational vessels and the imbalance 

between supply and demand is shown through the graph to the left. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
25 SeaBird Exploration (2015), Reports, Opened March 2015, Retrieved from [www.sbexp.com], p.16!
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Both utilization and day-rates have decreased substantially, and 2015 figures are the lowest seen 

during the past decade. Day-rates were at USD 300.000/day prior to the financial crisis, whereas 

they are down to around USD 150.000/day in 2015. 

The seismic subsector has been characterized by a build-up of seismic vessels since 2009, and 

the total fleet continued to grow until peaking in 2012, with a total of 65 3D vessels globally. 

Excess supply early hit the market, and already in 2013, seismic companies started to lay up 

older, less efficient vessels. The seismic fleet has continued to decline, and vessels continued to 

be laid up or stacked during 2014 and 2015. The current seismic fleet counts 60 vessels, whereof 

about 30 are still operational and the rest are either laid up or scrapped. This has created a 

somewhat fugue version of a temporary market equilibrium, but nonetheless; the total amount of 

seismic vessels is still estimated to exceed current demand with approximately 15%.26  

Regarding the latter, the dynamics of demand for seismic is the same as for offshore supply and 

offshore rigs; a considerably higher oil price is needed to spur demand. To create a better balance 

in the market, seismic companies must therefore remove or stack more vessels, which many are 

reluctant to do.  

The$Market$for$Drilling$Rigs$

The conditions in the drilling sector are closely linked to the prevailing oil price through the 

activity level of E&P companies, and consequently the demand for drilling services. Oil prices 

have been profoundly volatile over the past decades, and the drilling subsector is therefore 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
26!PGS (2015), Q3 Presentation!
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known to be quite cyclical and volatile. Oil companies have focused on cost-cutting programs 

and capital discipline, which have reduced demand for drilling services drastically. The results of 

this are an increasing number of stacked units and continued downward pressure on day rates, 

asset values and utilization rates. 

The rig count is an important indicator for both the drilling industry and also its suppliers. The 

table below shows the development in active rigs worldwide from 2008 to 2015. 

 

The number of active rigs has declined along with a falling oil price since the middle of 2014. 

The rig count had a modest positive upwards swing during the summer of 2015, but since then, 

the number has been falling each month. Today, the number of active rigs has reached the lowest 

level since May 1999, with a total of 1551 active rigs worldwide. 

 

Both the floater and the jack-ups segment have seen significant growth over the years, mostly 

built up by beliefs and expectations regarding oil and gas reserves. Newer and more advanced 
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techniques and equipment have gradually emerged with expectations of finding oil in more 

complex and harsh environments. This required more robust and peculiar designs that were built 

for these conditions and especially many new floaters were ordered for this purpose. From 2009 

until 2012, activity in harsher environments such as in the Barents Sea and Alaska increased, and 

several discoveries were done in deep waters in West Africa, the United States, Gulf of Mexico 

and Brazil.   

Based on the beliefs of increased demand and more discoveries, the rig industry went on a 

building spree, by ordering more rigs to position themselves for the incredible growth ahead. 

However, as shale oil production in the US increased, the market balance changed, leaving less 

demand for floaters mainly used in ultra-deep water. The highest level of demand for floaters 

was seen during 2012, with approximately 120 contracts tendering. Since then, the amount of 

contracts has declined sharply, with approximately 65 contracts tendering during 2014 and down 

to only 35 in 2015.27 Demand for jack-ups has gradually increased after the financial crisis along 

with improved utilization and day rates, and a massive bulk was delivered during 2015. Jack-ups 

have an advantage as they are to a larger extent used during development work rather than 

exploration work. This segment is therefore less dependent on exploration budgets. However, 

with capex cuts of 20- 30% in 2015, jack-up rigs are no exception of the adverse effects among 

the sectors in the oil service industry.  

The drilling sector is known to be highly competitive, with numerous operators competing for 

the same contracts. A drilling contract is awarded on a bid basis, and each contract is handed out 

based on the best bid, but also on assessment of the quality and capability of each company. 

Long-term contracts benefits drilling companies during downturns, whereas shorter contracts 

may show to be beneficial during an upswing, as you are able to renegotiate rates. Some 

contracts may also include options, where the client can chose to exercise and extend or cancel 

the option. Today, these contract-options are no longer as valuable for drilling companies as they 

once were, as the client can chose to cancel the option and propose a new contract with today's 

prices, which are much lower than the prices underlying the options in the contracts.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
27!Fondsfinans Research (2015), Oil Services Sector Report, p.64!
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Utilization is a function of both the number of rigs available and the demand. Lower demand 

means more rigs without work, which eventually leads to rigs being stacked. In addition to lower 

demand from oil companies, the drilling sector is also suffering from the substantial oversupply 

of new builds, which puts further downward pressure on day rates and asset values. The 

operators have been ordering construction of new units in periods of high utilization rates, and 

are in excess of many new rigs that either are to be delivered, or recently have been delivered. 

These rigs are however not needed in the current market, which leads to many being sold or 

cold-stacked until the market recovers. Older rigs are the first to leave the market as they require 

higher maintenance. To sell rigs has also shown to be difficult as there is little demand for them. 

This has consequently led to rigs being sold at deeply discounted prices. 

 

 

The three graphs show the development in utilization rates, and the market balance between 

supply and demand for drillships, semi-submersibles and jack-ups. We can observe that the 

market for drillships has been in equilibrium for a long period of time, until the oversupply 

began during 2014. Semi-submersibles and jack-ups however, have actually led under 
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oversupply for a longer period, and utilization rates among all rig-types have declined 

substantially. 

Offshore drilling revenues are a function of day rates and utilization rates, with day rates 

representing the price and utilization representing volume. The day rate is the amount a drilling 

company gets paid by an oil company for a day of operating a drilling rig. A flat fee is usually 

agreed upon, so day rates are determined by dividing the total amount by the number of days in 

the contract. Day rates are a function of both demand for the service and the cost of providing it, 

and typically move up when demand spikes, and down when demand fall.  

 

The graph shows development in day rates from January 2000 until January 2015. Day rates 

have had solid growth since the beginning of 2000, but have abated as a natural consequence of 

the downturn. There are also noticeable differences in day rates across the different rig types.  

The$Market$for$Subsea$Vessels$&$Installation$

Demand for subsea is indicated through the sanctioning of new offshore wells, in addition to 

subsea tree awards. The subsea market experienced high demand through 2013, with 

approximately 310 offshore wells being sanctioned and 550 subsea tree awards.28 In 2014, there 

was an extreme decline in demand, with offshore wells falling to 290 and awards reaching an all-

time low of 220. In 2015, numbers declined further as fewer large fields were being developed. 

Sanctioning of offshore wells declined to 150 and subsea tree awards down to 210. Less field 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
28!Fondsfinans Research (2015), Oil Services Sector Report, p. 22!
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developments have caused projects to be pushed out in time, which again makes competition 

fierce for projects that are still moving ahead.  

 

The global subsea fleet has tripled in size over the past decade as one can see by Figure 21. Fleet 

growth slowed in 2013, but increased 12% and 14% in 2014 and 2015 respectively. There is also 

a substantial number of vessels under construction, and the fleet is therefore expected to continue 

to grow both during 2016 and 2017. Not all vessels are expected to be delivered on time, and 

many are expected to be postponed. The subsea fleet growth has been disturbingly large, given 

the current market conditions, but it illustrates the same tendency as seen in the rest of the oil-

service industry.  

The$Market$for$Offshore$Supply$Vessels$

The global OSV market is also characterized by a vast overcapacity in the number of vessels 

outstanding. In 2015 alone, a year where the oil price was far below USD50/barrel, the global 

supply vessel fleet increased by 6% Y/Y. As of April 2016, there are still about 175 OSV’s in 

various shipyard order books around the globe, with the majority being built in Asia. Some of 

these vessels will be postponed, some will be cancelled, but nevertheless; there is still an 

underlying growth in the amount of vessels coming to the market over the next couple of years, 

adding to the existing overcapacity. 
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Another issue the OSV market is facing, contrary to for example the offshore rig market, is the 

unfavorable economics of scrapping vessels. Scrapping vessels would be a way of reducing the 

supply of vessels and thus contributing to a tighter market balance. However, the amount of 

electronics and technical equipment aboard an OSV exceeds the amount of steel, sharply 

reducing the economic feasibility of scrapping. 

Naturally, demand is at an all-time low, and demand for OSV services will need to drastically 

increase to make a dent in the OSV market balance. Current OSV contract- and spot rates are 

barely covering vessel owners’ operating costs, forcing owners to lay-up vessels. At the time of 

writing, there are 88 PSV, AHTS and subsea vessels laid up in Norway, compared to 0 at the 

beginning of 2014.29 

 

 

 

 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
29 Maritime (2016), Opplagsregisteret, Opened March 2016, Retrieved from [maritime.no]!
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Part III – Financial Analysis of the Oil Service Industry 

The current downturn has certainly left its mark on the oil-service industry. In order to 

investigate how deep and severe the downturn has been, an analysis of the financial health of 

companies operating in the industry is pertinent. A financial analysis enables one to compare the 

different competitors operating in each sector, but also to compare the different sectors in order 

to point out any weaknesses of that particular sector. The time period considered for this analysis 

is from 2012 when the market was hot as fire until 2015, when the repercussions of the oil price 

slide finally kicked in. Profitability, short-term liquidity risk and long-term liquidity risk will be 

considered for a selection of companies listed on Oslo Stock Exchange, and all figures are 

compared to the average oil service level, calculated by taking the average among all the sample 

companies. 

Profitability is important for a company’s future survival and to ensure a satisfactory return to 

shareholders. Sound profitability is a signal of economic strength, but it is progressively 

troublesome to continue to be profitable in market downturns. Historical profitability can also be 

an important element in defining the future expectations for a company, but it’s important to bare 

in mind that all ratios considered here are backwards looking, and might not necessarily be 

representative as to how the future will look like. A focus that has been frequently stressed in the 

oil industry is efficiency improvements and cost-reduction programs, as the ability to cut cost is 

necessary to continue operations as well as to stay competitive. These issues will carefully be 

examined in order to point out the weakest and the strongest companies among the sample. As 

our sample consists of a high number of companies, this analysis will not be on a very deep and 

granular level. The focus will therefore be on profitability ratios that explains whether the 

revenues/expense relation have improved or deteriorated over time. The two ratios considered 

for profitability are EBITDA and EBIT-margin: 

!"#$%& −!"#$%& = !"#$%&/!"#"$%"& 

!"#$ −!"#$%& = !"#$/!"#"$%"& 
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Due to weak market outlooks large impairment charges have been booked by most companies 

operating in the oil service industry, but as we want to investigate the underlying operational 

profitability of these companies we chose to adjust EBIT-margins for impairments as they have 

no cash-flow effect.  

Liquidity is vital for a company’s ability to pay its bills and lack of liquidity will in certain cases 

lead to bankruptcy. Liquidity risk will be considered both in short-term and long-term. Short-

term liquidity risk uncovers a company’s ability to satisfy all short-term obligations as they fall 

due, whereas long-term liquidity risk refers to the company’s long-term financial health and 

ability to satisfy all future obligations. A firm's liquidity risk is influenced by its ability to 

generate positive net cash flows in both short and long term. There are mainly three key ratios 

that will be in focus when assessing the short-term liquidity risk; current ratio, quick ratio and 

cash flow from operations to short-term debt. The ratios are given as follow: 

!"##$%&!!"#$%! = !!"##$%&!!""#$"/!"##$%&!!"#$"!"%"&' 

!"#$%!!"!"#! = ! (!"#ℎ + !"#$%&'&"! + !"#"$%&'("))/!"##$%&!!"#$"!"%"&' 

!"#!!"!!ℎ!"# − !"#$!!"#$!!"#$%! = !!"#ℎ!!"#$!!"#$!!"#$%&'!()/!"##$%&!!"#$"!"%"&' 

The current ratio indicates whether a company can cover short-term debt with its short-term 

assets. The quick ratio is simply a more conservative variation of the current ratio and includes 

only the most liquid assets, and excludes for instance inventory. However, companies operating 

in the oil service industry often have low levels of inventory, so these two ratios are expected to 

give fairly similar figures, and the current ratio will therefore be of main focus. Cash flow from 

operations (CFO) to short-term debt is a ratio that deviates from the current ratio by using the 

actual cash flows generated from operations rather than current and potential cash flow 

resources. CFO to short-term debt, therefore seems to be a better indicator of the cash available 

to serve current liabilities on an ongoing basis than current assets, and the ratio indicates how 

much of the liabilities the firm can pay on an annual basis. 
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In the event of liquidation, one will often assume that current assets will have a realization value 

lower than at book values, and thus the current ratio should be well above 1. A rule of thumb has 

been to assume that the current ratio should be above 2 and that the quick ratio should be above 

1. However, both the current and the quick ratio are often lower for service companies with 

lower levels of inventory and it’s not uncommon that current liabilities exceed current assets. 

Therefore, as seismic, subsea, drilling and OSV are all in the service industry it’s more 

appropriate to compare levels in each sector to the average oil-service level, than to use any 

regular rules of thumb.  

Long-term liquidity risk is assessed by the three ratios; financial leverage, interest coverage ratio 

and cash flow from operations to debt ratio. 

!"#$#%"$&!!"#!"#$! = !"#$%!!"#$"!"%"&'/!"#$%& 

!"#$%$&#!!"#$%&'$!!"#$% = !"#$/!"#!!"#$#%"$&!!"#!$%!% 

!"#!!"!!"#$ = !"#ℎ!!"#$!!"#$!!"#$%&'!()/!"!#$!!"#$"!"%"&' 

Financial leverage measures total liabilities relative to equity. Generally, a high financial 

leverage indicates high long-term liquidity risk. Petersen & Plenborg recommend that when 

market values are available, they should be used, as they are closer to the realizable value.30 

However, since market values are so deeply depressed in the oil service industry, it would not 

make sense to use them in the ratios. Hence, book values are therefore used instead. Interest 

coverage ratio measures a company’s ability to meet its net financial expenses and the ratio 

shows how many times the operating profit covers net financial expenses. The higher the ratio, 

the lower the risk. Net financial expenses given by the companies often include large currency 

positions and other financial expenses that are unrelated to interest bearing debt. Net financial 

expenses are therefore adjusted to only account for interest expenses and interest income that are 

related to their debt. The ratio can vary significantly across industries, and it’s therefore useful to 

compare to the average industry level based on peers. CFO to debt ratio measures the extent to 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
30 Petersen, Christian V & Plenborg, Thomas (2012), Financial Statement Analysis, 1st Edition, 158!
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which current cash flows from operations are sufficient to repay liabilities. A high CFO to debt 

ratio signals a low long-term liquidity risk, as the company has sufficient cash to repay liabilities.  

As mentioned earlier, a sample of companies operating in the oil-service industry currently listed 

on the Oslo Stock Exchange will be evaluated. Each company operates either in the seismic, 

drilling, E&C, subsea, oilfield services, FPSO or offshore supply. Some of the sectors are 

somewhat similar, and companies often operate across multiple sectors. This is especially the 

case for subsea and E&C companies. These two sectors overlap each other to a large extent as 

both focuses on installation systems under the seabed. In addition, oilfield services are performed 

by many of the same companies that operate within subsea and E&C. These subsectors are 

therefore reviewed as one in the following analysis.  
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Seismic$

 

There are large differences between the business models in the seismic sector. Some companies 

lease their seismic vessels, which makes their business model more flexible and scalable, 

whereas others own their own vessels and have a much heavier balance sheet. A flexible 

business model makes it easier to scale down operations in order to bring the cost base in line 

with the current market activity, and to faster recover from a downturn and scale up operations 

when demand for services emerge.  
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Both TGS and Spectrum hire vessels on a project-by-project basis, providing a financial 

flexibility to meet changing market conditions. They also have their main focus towards multi-

client projects around the world.31 Spectrum acquired Fugro’s multi-client library of 2D data, 

which led the company to be the current market leader, holding 45% of the world’s offshore 

library of 2D data.32 PGS has the largest fleet and is characterized as a high-end efficient fleet, 

with a total of 15 vessels.33 In addition to that, PGS has one of the largest multi-client databases 

in the seismic sector, covering both licensed and unlicensed areas.34 The company has currently 

two ships under construction, with expected delivery in March 2016 and Q1 2017.35 Polarcus and 

Seabird have seven vessels each. Polarcus only has 3D vessels, whereas Seabird has a fleet 

comprised of six 2D vessels and one 3D vessel. Polarcus has over time invested in the latest 

designs and technology, ensuring that their fleet is modern and advanced.36 This makes Polarcus´ 

fleet the youngest in the sample. Polarcus, EMGS and Seabird have either restructured or 

announced restructurings during 2015. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
31!Spectrum (2016), Our Company, Opened April 2016, Retrieved from [www.spectrumgeo.com]!
32 Spectrum (2016), Annual Report 2015, P. 7!
33 PGS (2016), The fleet, Opened May 2016, Retrieved from [www.pgs.com]!
34!PGS (2016), About us, Opened April 2016, Retrieved from [www.pgs.com]!
35 PGS (2016), Annual Report 2015(
36 Polarcus (2016), Being Polarcus, Opened May 2016, Retrieved from [www.polarcus.com]!



!!
!

40!

Profitability$

Seismic revenues are mainly a result of seismic-data that are sold to oil companies. With 

declining demand, the seismic companies have two choices; they can either choose to continue 

shooting and thus build up their libraries, or scale down operations in order to reduce costs. If a 

company chooses to build up their library, they pursue a somewhat more risky strategy given the 

prevailing market conditions as they do this with basically no support from oil companies, but on 

the premise of future potential sales. This strategy will encounter the cyclicality of the market 

downturn to some extent, but in order to do so, the company is reliant on capital.  

The more asset heavy companies have higher ongoing operational costs due to maintenance and 

crew expenses on their vessels, and one could generally expect them to have a harder time 

adjusting to lower demand. These companies can however stack vessels, which give rise to larger 

costs reductions, and are a better choice for many companies with poor capital buffers. When 

vessels are being stacked, companies save costs primarily from reductions in workforce, which 

accounts for approximately 60-75%, but the company still has to pay insurance, docking fees, 

electricity, regular inspection including security and oil costs.37 The amount of vessels being 

stacked has increased substantially during 2015, where the active seismic fleet is only totaling 30 

vessels. As of year-end 2015, the following amounts of vessels were stacked among the sample 

companies:  

 

Both Seabird and PGS had a higher number of vessels stacked compared to their total fleet size 

during 2015. Cost reductions related to stacking are highly visible through their costs decreasing 

significantly from the previous year shown in the figure below. EMGS had charter agreements 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
37 Danske Bank Markets (2015), Offshore Supply, Opened May 2016, Retrieved from 
[danskeanalyse.danskebank.dk], p.7!
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for all vessels, but still saw the most significant drop in operating income among the companies. 

In their annual report they explain this drop by fewer and smaller contract sales in addition to 

lower sales from their multi-client library.38  

 

All companies saw declining revenues from 2014 to 2015 which is a natural result of lower 

demand, but 50% of the companies saw dwindling revenues already in 2014. In general, one 

could have expected the companies to be hit even harder already in 2014, because of the contract 

structure in the sector and the early cyclicality characterizing the seismic sector. Short-term 

contracts creates a relatively low order backlog for seismic companies, which means that they 

are dependent on continuous renewal of contracts or sale of their libraries in order to secure 

stable revenues.  

TGSs’ and Spectrums’ asset light business model allows them to cut costs relatively quickly 

compared to those with heavy balance sheets. Spectrum has seen significant growth over the 

years, and has been quite aggressive in building up their seismic library of 2D data. However, 2D 

seismic only provides a simple picture of the seabed and thus makes it less attractive to acquire 

for oil companies in the current market downturn. This is therefore a likely explanation of the 

acute fall in revenue in 2015. As Spectrum experienced muted demand, they began to cut costs 

already in 2014, whereas TGS made major cuts in 2015 along with falling revenues.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
38 EMGS (2016), Annual Report 2015, P.15!
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TGS and Spectrums advantageous business model clearly stands out when assessing the 

EBITDA-margin, which shows the relationship between revenues and costs. They had EBITDA-

margins of respectively 80% and 70% in 2015, proving their competitive advantage and that 

their asset-light business models work extremely well in the current environment. 

EBITDA-margins have however declined for most companies, but nevertheless, there were only 

two cases of negative EBITDA in 2014 and 2015 for EMGS and Seabird. Both companies have 

been slightly more volatile compared to their peers. EMGS had a 59% decline in revenues during 

2015, but with all vessels on contract, major operational costs incurred and they were only able 

to reduce costs by 30%. The cost reduction is primarily due to savings related to charter hire, fuel 

and crew expenses, which reflect a lower operational activity during the year. SeaBird had 

declining revenues of 27% two years in a row. It generally takes some time to get the cost base in 

line with current revenues and we observe that the company was unable to reduce costs in 2014, 

while managing to cut costs by almost 40% in 2015. This led to a negative EBITDA in 2014, but 

an improved and positive EBITDA for 2015. All of this underlines the importance of ability to 

align costs with revenues in difficult market conditions.  

Lower demand leads to a lower market value of seismic libraries. Because of this, many seismic 

companies booked large impairments of their multi-client libraries during 2015. This is also a 

consequence of the negative future outlook for demand, which force impairments charges of 

selected surveys. In addition to impairment charges related to their seismic libraries, some 
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companies also had other write-downs including goodwill and other non-current assets. PGS 

bought three companies during 2007, which contributed to more than 50% of total impairment 

charges.39 However, the following EBIT-margin is adjusted for impairment charges to get a more 

nuanced picture of their underlying profitability.  

 

Seismic companies have booked depreciations and amortizations of their seismic libraries, which 

cause EBIT-margins to lessen. Despite the resiliency of TGS and Spectrum’s business models, 

both companies were affected by declining exploration spending. However they were able to 

keep EBIT-margins quite high compared to the other companies. PGS, Seabird and EMGS had 

negative EBIT-margins in 2015. As depreciations and amortization charges are quite stable over 

time, lower EBIT-margins reflect the declining revenues, and for some, a shortcoming regarding 

cost reductions.  

ShortHterm$Liquidity$Risk$

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
39!E24 (2016), Slik forklarer PGS milliardene som forsvant, Opened January 2016, Retrieved from [e24.no]!
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The three ratios; current ratio, quick ratio and cash flow from operations to short-term debt ratio 

have all had a downwards trend during the past four years and especially from 2014 to 2015, as 

the ramifications of the drop in oil price became more visible in the industry. The seismic 

companies are above industry levels in all years, except for the quick ratio in 2015, indicating 

better short-term liquidity than the industry in general. 

 

There is generally a negative trend in current ratio over the years for most companies. However, 

EMGS and TGS both had satisfactory levels, indicating that they to a high degree were able to 

pay off their short-term obligations. Seabird and Spectrum have had lower current ratio than their 

peers and Polarcus had an extreme fall in current ratio during 2015. In December 2015, they 

announced that a restructuring process had begun and that they tried to find a long-term solution 

in discussion with their creditors. While waiting for this solution to come, they decided to stop 

paying interest and installments on their debt. All long-term bonds, other interest-bearing debt 

and finance leases were temporary converted to short-term liabilities and thus added a significant 

amount to the denominator in the current ratio.  

Seabird has had a rather low current ratio over the years, but in 2014 it reached extreme lows, a 

concerning fact given the market condition. In the latter part of 2014 the company was on the 

verge of bankruptcy, which led to breaches of two loans. The company then started negotiations 

with creditors in order to refinance. A restructuring proposal was in place in January 2015 with 

goal to reduce indebtedness and provide additional funding. In March 2015, the company 
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announced a completion of the restructuring which included issuance of 6.015.693 preference 

shares with a par value of US$0.1. Each share would carry 500x the rights of common shares, 

with a conversion of the preference shares at an exchange rate of 500:1 common shares per 

preference share, with expected completion during Q2 2015. In addition they issued a new three-

year secured bond, divided in two tranches, where the majority resulted from a debt conversion 

of existing bonds. Some of the existing loan was also converted into equity at NOK 300 per 

ordinary share. 

 

CFO to short-term debt implements the actual cash flows generated from operations and 

indicates the percentage of current liabilities that the company can pay from its operating cash 

flow on an annual basis. TGS is definitely the winner among the sample with a favorable 

development and a ratio way above the industry average. Not too far away is PGS, but with an 

unfavorable development over the four years, caused by a rapidly shrinking cash flow both in 

2014 and 2015. SeaBird is in the bottom with a negative ratio caused by negative cash flow from 

operations in 2015 and Polarcus with a high level of current liabilities caused by their 

restructuring. 
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LongHterm$Liquidity$Risk$

 

The average industry level for long-term liquidity risk among the seismic companies gives 

somewhat similar results as when assessing the short-term liquidity risk. Seismic companies had 

lower leverage and a higher CFO to debt ratio, both indicating a lower long-term liquidity risk. 

The liquidity risk is somewhat lower for seismic than for the overall oil service industry.  

 

The differences in business models within the sector become very distinct when looking into 

these companies’ long-term debt levels, as the financial ratios vary extensively across firms. This 

is caused by, as mentioned previously, quite different fleet structures and thus balance sheets. 

TGS and Spectrum´s asset light business models with no vessel ownership, leads to a very low 

financial leverage ratio over the years as they have no or limited amounts of interest-bearing 

liabilities. 

On the other side of the page is Polarcus, who has had a quite stable, but rather high financial 

leverage ratios over the years, with an extreme development in 2015 due to equity reserves being 

drawn upon due to their negative result for the year. Seabird’s leverage ratio has fluctuated 
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drastically, caused by negative equity in 2014 and the completion of restructuring during 2015. 

However, restructurings have turned the situation around with the issuance of new shares, in 

addition to some of the existing loans being converted into equity, significantly improving their 

long-term liquidity.   

 
Both TGS and Spectrum have had extremely high interest coverage ratios over the years, 

explained by their low levels of interest bearing debt. All the others had negative or very low 

interest coverage ratio, indicating that they are unable to cover the year's net financial expenses 

by earnings before interest and taxes and thus have a higher long-term liquidity risk. 

 

Both TGS and Spectrum have consistently had a high CFO to debt. TGS has had an increase 

over the past three years, whereas Spectrum had a major drop from 2014 to 2015 caused by a 

slightly higher level of liabilities combined with lower cash flow from operations. In 
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comparison, Polarcus, EMGS and Seabird have all had quite low levels over the years, but they 

are still somewhat above the average industry level. Seabird had negative CFO to debt in 2015 

due to higher cash consumption than cash generation, which resulted in a negative cash flow.  

Drilling$&$Rig$

 

Seadrill is a world leading offshore drilling company with versatile operations in shallow to 

ultra-deepwater areas in both harsh and benign environments.40 Seadrill has ownership in several 

other oil service companies, one of them being Sevan Drilling, in which Seadrill has 50% 

ownership. Sevan Drilling is specialized within the ultra-deep-water segment and was formerly 

part of Sevan Marine. The company restructured during 2011 in which Sevan Drilling became a 

separate entity with main focus on drilling and rig activity.41 Songa Offshore operates 

worldwide, but has a strong presence in the North Atlantic basin as the company is currently 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
40 Seadrill (2016), At a glance, Opened April 2016, Retrieved from [www.seadrill.com]!
41 E24 (2015), Sevan Drilling siktet for Petrobas korrupsjon, Opened April 2016, Retrieved from [e24.no]!
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Statoil’s (Norway’s largest E&P company) largest drilling servicer. Further, Fred Olsen is one of 

the older companies among the sample and has had a longstanding position within North Sea oil 

production. The company primarily focuses on the mid-and ultra-deepwater segment.42 Awilco is 

a small drilling company with only two rigs, operating primarily in the North Sea and the UK. 

Odfjell Drilling has expertise on ultra-deepwater and operate both internationally and in 

Norwegian waters. In addition, the company provides personnel for drilling operations and 

maintenance on fixed and floating production platforms in the North Sea.43 Odfjell is currently 

part of a joint venture with Metro Exploration in which Odfjell has 40% and Metro Exploration 

has 60% and is under their parent company Deep Sea Metro Ltd. 

Before looking into the financials of the drilling companies, we will shortly review these 

companies’ fleet structures, age profile and their contract coverage, as these are important 

explanatory variables of their financial data.  

 

Seadrill is clearly the largest drilling company by fleet size, with an approximate 50/50 split 

between drillships and jack-up rigs in addition to a few semi-submersibles and tender rigs. Their 

fleet is quite modern with low average age across rigs. The company currently has 5 drillships 

and 8 jack-ups under construction, but the delivery is currently somewhat uncertain as the 

company recently cancelled one of their new builds, and delayed several other units. Fred Olsen 

Energy has a fleet of 11 semi-submersibles, with an average age of 30 years. As their fleet is 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
42 Fred Olsen Energy (2016), Fred Olsen Energy in brief, Opened April 2016, Retrieved from [fredolsen-
energy.com]!
43 Odfjell Drilling (2016), About the company, Opened April 2016, Retrieved from [www.odfjelldrilling.com]!
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quite old, significant capital commitments follow in order to do maintenance on rigs in operation. 

Songa Offshore’s fleet also consists of mostly semi submersibles, but the age of their fleet is 

significantly lower than Fred Olsens’. Songa currently has three rigs under construction and all 

rigs have been built based on eight-year contracts from Statoil. Odfjell Drilling has six rigs, 

where four of them are fully owned and the rest are only managed by the company, but only with 

a 40% ownership. Sevan has the youngest fleet, with only three rigs in operation, in which 50% 

are owned by Seadrill. The company also has one rig under construction. Awilco has the 

smallest, but oldest fleet, consisting of two semi-submersibles.  

 

As many rig companies in 2015 have continued to work on long-term contracts that were signed 

before the downturn, there is a certain degree of lead time before the "bad" market hits the rig 

companies' profitability. In terms of contract coverage, all companies have had a surprisingly 

high coverage during 2015. Songa and Sevan managed to keep 100% of their fleet on contract, 

while the other companies had contract coverage of around 75%, except from Fred Olsen Energy 

with coverage of 80%. The latest published numbers indicate a decreasing coverage for all 

companies during 2016, with Songa and Sevan having the highest coverage, followed by Seadrill 

and Fred Olsen. The situation is more severe for Awilco and Odfjell, who as of year-end 2015 

only had respectively 50% and 46% of their fleet on contract. 
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Profitability$

 

The profitability of a drilling company is highly dependent on high day rates and sufficient 

utilization of the company’s fleet. Given the contract structure in the drilling sector, it is 

somewhat surprising that many of the companies saw falling revenues already in 2014. Long-

term contracts indicate that revenues would remain stable, but due to the fact that some of the 

contracts generating revenues during these years were initiated way earlier and have been 

completed in recent years, revenues already began to decline in 2014. 

Sevan and Songa were the only companies able to countervail the low oil price and generated 

more income through 2015 than in 2014, due to their 100% contract coverage. The remaining 

companies saw falling revenues during 2015 as rigs rolled off contracts during the year. 

After the oil price began to fall, day rates for all types of rigs have declined significantly, which 

makes margins on new contracts and renewals lower than before. In order to reduce operational 

costs, many rigs without work have been stacked. Stacking of rigs can be done in two ways; they 

can either be warm-stacked or cold-stacked. A warm-stacked rig is still actively marketed and 

deployable with most of its crew ready for work. Maintenance is continued, so costs will incur to 

some degree similar to a working rig. A cold stacked vessel has been permanently shut down and 

stored, and crew-members are dismissed. Most companies are therefore currently cold stacking 

their vessels, as this leads to further cost reductions, and can be seen from the trend in 

operational expenses in the above figure. The below table shows the number of stacked vessels 

for the rig companies as of year-end 2015:  
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There was a surprisingly low number of rigs cold stacked among our sample companies, given 

the oversupply of rigs in the market. A company should be certain that a rig that is stacked will 

be idle for the upcoming period, since it is both time-consuming and costly to take a stacked rig 

out of storage and make it marketable again. This might be a reason why many of these 

companies are still holding most of their fleet active. However, comparing these numbers with 

the Y/Y-change in costs, it is clear that the number of stacked vessels have contributed to falling 

operational costs for most companies. Odfjell and Seadrill are the only companies with higher 

operational costs in 2015 compared to the prior year.  

 

EBITDA-margins were positive for all companies and most also showed a positive development. 

Four out of six companies managed to reduce operating expenses more than revenues declined 

during 2015, which in turn materialize in a favorable development in their EBITDA-margin. 

Awilco had the highest EBITDA-margin, despite only having one active rig during the last two 

quarters of 2015. This was a result of a sufficient level of day rates that secured their profitability 
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during the year. Awilco was able to increase revenues and simultaneously decrease costs which 

show financial durability of their company. This led them to not only maintain, but also increase 

their EBITDA-margin over the four years. Odfjell however was the only company with 

unfavorable development in EBITDA-margin. Their revenues declined in combination with an 

increasing operating expense, caused by an unfortunate share of loss, which came from write-

downs of investment in Deep Sea Metro Ltd, their parent company.  

A company’s offshore fleet is related to the expectations and assumptions around future 

performance, contract opportunities, availability and day rates. Lower future expectations means 

that rig owners are required to adjust asset values through impairments. The table below shows 

the recognized impairment charges for the six companies during 2015: 

 

Impairment tests are performed on a regular basis and impairment charges in percentage of fleet 

values gives a relative number that can be compared across firms. The majority of companies 

had impairment charges ranging from 11.2% to 13.3% of their fleet value. Seadrill has a very 

modern and attractive fleet, which led to a lower impairment charge compared to peers. Fred 

Olsen Energy, Songa and Awilco on the other hand, have older fleets, which are reflected 

through higher impairment charges. Odfjell concluded that the recoverable amount for their units 

were higher than book values, and thus had no impairments.44 Because of these impairments, the 

following EBIT-margin is adjusted accordingly.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
44 Odfjell Drilling (2016), Annual Report 2015, p.55!
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Drilling companies can differ quite a lot, as their fleet consists of different types of rigs, with 

different age profiles and new-build programs. Fleet age is a metric that affects the profitability 

of a company. Older fleets have already been depreciated over the years, and can be cheaper to 

operate. However, they may be less powerful and require a higher level of ongoing maintenance. 

Less powerful rigs may also indicate that it takes longer time to drill and will therefore require a 

lower day rate. Newer rigs may be problematic when drilling activity is waning or at cyclical 

lows, because they have to be depreciated. The size of the fleet is also important because idle 

rigs makes up a higher amount of a small fleet and may adversely affect the company during a 

downturn with idle periods.  

The same picture as with EBITDA-margin is drawn when looking at EBIT-margins. Seadrill and 

Awilco have higher margins than their peers. Odfjell was the only company with negative EBIT-

margin in 2015.  

ShortHterm$Liquidity$Risk$
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The average short-term liquidity ratios for drilling are generally below the industry level. The 

only exception is the CFO to short-term debt ratio during 2015 that was above. This indicates a 

higher short-term liquidity risk for the drilling subsector compared to the other subsectors in the 

industry.  

 

Seadrill, Fred Olsen and Awilco all had a positive development and improved their current ratio. 

Seadrill has had a quite stable and favorable trend with increased cash reserves. Fred Olsen has 

both decreased current liabilities and increased current assets, due to a client exercising one of 

their construction contracts, which led to a reclassification of the first installment from accrued 

expenses (current liabilities) to prepayments (current assets). Awilco is the company with the 

highest current ratio caused by a significant increase in their cash position due to profitable 

operations in all years.  

Odfjell, Sevan and Songa had the lowest current ratios during 2015, significantly below the 

industry level. All companies had unfavorable developments due to higher portions of short-term 

debt. For Sevan, this was caused by liquidity issues in the latter part of 2014 as the lease 

agreement for one of their rigs was changed. The company needed 180-200 million dollars to be 

able to continue their operations. Seadrill, their largest shareholder solved the issue by providing 

liquidity in form of a credit facility up to 200 million dollars.45 For Odfjell, current liabilities 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
45!E24 (2014), Sevan Drilling reddes av Seadrill, Opened March 2016, Retrieved from [E24.no]!
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more than doubled in 2015, caused by a rig loan of USD 575 million that was reclassified as a 

short-term loan, due to maturity in 2016.  

 

When evaluating the actual cash flow relative to short-term debt, five out of the six companies 

show improvement. Awilco, Fred Olsen and Seadrill had the highest ratios, and thus the lower 

short-term liquidity risk, Awilco being the most superior of them. Odfjell is the only company 

with a declining CFO to short-term debt. Although cash flow from operations improved, short-

term debt increased significantly more, because of the reclassification of the rig loan. Both Songa 

and Sevan had a favorable improvement in this ratio during 2015, caused by major improvement 

in their cash flow from operations due to 100% contract coverage during the year. However, both 

companies had the lowest ratio among the companies, which constitutes the highest short-term 

liquidity risk.  

LongHterm$Liquidity$Risk$

 

The drilling sector has seen a significant fleet growth over the years. However, growth 

constitutes more financial liabilities, thus leading to high and increasing debt levels across the 
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sector. This is evident by high financial leverage ratios, as well as low interest coverage- and 

CFO to debt ratios, suggesting that the sector has a somewhat higher long-term liquidity risk than 

the overall oil service industry.  

 

Awilco had the lowest financial leverage ratio among the companies. During 2014 the company 

repaid fully all of its long-term debt of US$87 million and issued a US$125 million secured bond 

with maturity in 2019. This increased their debt level to some degree, but it does not seem to 

adversely affect the company’s long-term liquidity risk particularly. The new loan had semi-

annual repayments of US$5million, which in combination with increased book value of equity 

improved their financial leverage ratio in 2015. 

Songa had four new builds up for delivery during 2015 and therefore had to draw on their credit 

facility in order to pay for the new rigs. This increased their financial leverage from 123% to 

350% from 2014 to 2015. This was a very unfortunate development and their former aggressive 

growth strategy proved to be deeply damaging for their long-term liquidity. Sevan also had a 

financial leverage of around 330% in 2015. Their equity has gradually decreased over the four 

years because of hefty deficits all years.  

Both Fred Olsen and Odfjell had unfavorable development in their financial leverage ratio, 

although being under the average industry level. Seadrill have had a high financial leverage level 

over the years, but have been able to decrease their debt level in accordance to the unfavorable 

market conditions, which helps reduce long-term liquidity risk. However, Seadrill has ownership 
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in several other oil service companies and has been a provider of significant liquidity to these 

companies, which makes their position a bit more fragile if these companies get in trouble.  

 

Low levels of debt in combination with positive EBITs makes Awilco’s interest coverage ratio 

the highest among the companies. Seadrill also managed to keep their interest coverage ratio 

positive, although having a less favorable development over the past year. Songa showed 

positive development, as they were able to increase adjusted earnings before interest and taxes. 

Fred Olsen also managed to increase interest coverage from 2014 to 2015, reflecting their major 

cost reduction program. Odfjell had negative interest-coverage ratio in 2015, caused by their 

high level of debt and negative EBIT. 

 

Awilco also had the highest CFO to debt ratio over the past three years, again confirming their 

strong financial position. Cash flow from operations has increased over the years, while debt has 
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been fluctuating. Fred Olsen, Odfjell and Seadrill also showed to increase cash flow from 

operations, while decreasing liabilities during 2015, which is positive. Songa increased cash flow 

from 2014 to 2015 but the increase in liabilities was much greater and caused CFO to debt to be 

extremely low. Sevan also managed to increase cash flow and decrease liabilities, but the ratio 

has been historically low compared to peers and way below the average industry level. 

Subsea,$Engineering$&$Construction$

 

The subsea sector includes companies with a wide variety of oil services, ranging from 

engineering and construction to procurement and field design. The common denominator is that 

all companies deliver or installs complex systems intended to fit onto the seabed floor in order to 

extract, store and transport fossil fuels. 
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In one end of the specter you have Subsea 7, which mainly delivers seabed-to-surface 

engineering and construction services.46 This includes everything from the installation of SURF 

(subsea, umbilicals, risers and flowlines) to conventional hook-up services and commissioning.47 

Further, Aker Solutions deliver subsea services and is also a large player within field designs.48 

Kvaerner delivers complete offshore platforms and onshore process plants and has a special 

focus on engineering, procurement and construction (EPC) projects.49 BW Offshore offers 

engineering, procurement, construction and installation services (EPCI), as well as lease and 

operation services of FPSO units.50 Sevan Marine specializes in design, engineering and project 

execution of floating units for offshore applications. 

Different companies within the subsea sector produces or possess different types of assets, 

ranging from subsea vessels (Subsea 7) and FPOs (BW Offshore) to physical pipelines (Subsea 

7, Aker Solutions) and other various subsea equipment. As the graph below illustrates, Subsea 7, 

BW Offshore and Sevan Marine are the only companies within the subsea sector, which operate 

and own vessels/drilling units/FPSOs. As initially mentioned, Kvaerner and Aker Solutions 

mainly delivers design and engineering services which do not require physical offshore assets 

like vessels or drillers.  

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
46!Subsea 7 (2016), Who we are, Opened March 2016, Retrieved from [www.subsea7.com]!
47 Subsea 7 (2016), Annual Report 2015!
48!Aker Solutions (2016), Who are we, Opened April 2016, Retrieved from [www.akersolutions.com]!
49!Kvaerner (2016), Who we are and what we do, Opened April 2016, Retrieved from [www.kvaerner.com]!
50 BW Offshore (2016), Annual Report 2015, p.27!
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Subsea 7 operates a diverse fleet of both owned and chartered subsea vessels. These vessels 

conduct light and heavy subsea construction projects as well as pipeline inspection. Subsea 7 

recently resized its active fleet from 39 to 27 vessels. Seven vessels are currently stacked, one is 

scrapped and five is returned to its original owner. In addition, Subsea 7 has four vessels 

currently under construction, all expected to be delivered during 2016.51 BW Offshore’s fleet 

consists of 14 FPSOs, with an additional FPSO under construction.52 Sevan Marine has a rather 

small fleet comprising of four FPSOs.  

Aker Solutions was in April 2014 split into two entities; Akastor, an oil-services investment 

company, and Aker Solutions which has primary focus on subsea and field design.53 The 

financial data for 2012 and 2013 thus includes both entities, while 2014 only contain Aker 

Solutions.54 Furthermore, Aker Solutions own 29 percent of Kvaerner.55 Kvaerner was demerged 

from Aker Solutions in 2011, following a major contract win in Kazakhstan.56 Kvaerner has also 

been a key contractor for around 70% of all platform developments on the Norwegian 

continental shelf.  

Profitability$

As the subsea companies’ single most important clients are oil companies, and the oil price 

regulates oil companies’ demand for subsea and other oil service-related services, the subsea 

companies’ earnings fluctuate with the oil price. Consequently, as the oil price has plummeted 

from 2014 levels, demand for subsea services has also declined. The rapidly deteriorating market 

has led to comprehensive restructuring plans, where most propositions envisions a lower cost 

base as an important tool to stay competitive in the current market and also to maximize cash 

flow.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
51 Subsea 7 (2016), Fleet and facilities, Opened April 2016, Retrieved from [www.subsea7.com]!
52 BW Offshore (2016), Annual Report 2015!
53!Akastor (2016), this is Akastor, Opened May 2016, Retrieved from [www.akastor.com]!
54 Aker Solutions (2016), Annual Report 2015, Opened March 2016, Retrieved from [www.akersolutions.com]!
55!E24 (2015), Kværner må la opp til 500 ansatte gå, Opened April 2016, Retrieved from [e24.no]!
56 Stavanger Aftenblad (2016), Kværner og Aker Solutions kobles til korrupsjonssak, Opened April 2016, Retrieved 
from [www.aftenbladet.no]!
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All the included subsea companies, except Sevan marine, delivered Y/Y revenue growth in 2013 

and 2014. However, the tables turned in 2015 as the oil and oil service downturn started to affect 

the companies’ earnings ability. Poor order intake and weak backlog development contributed to 

this development. Examining the revenue trend by company, Subsea 7 and Sevan Marine had the 

largest Y/Y decline in revenues in 2015. Subsea 7 states in their annual report that this decline 

was mainly due to completion of larger projects in Africa and that the impressive Y/Y cost cuts 

were owed to an extensive cost reduction program. Sevan Marine’s revenue decline was 

primarily caused by declining income from its Floating Production segment. The Y/Y decline in 

revenues in 2015 seen for Kvaerner is mainly a consequence of several large projects being 

finalized and delivered during the course of the year.  

As many of these companies’ assets are mainly comprised of human capital, workforce cuts have 

been the most obvious and effective way to reduce costs. Subsea 7 has cut their global workforce 

by 20% and their fleet count by 25%. Aker Solutions announced two cuts to its workforce during 

2015; one in June of a total of 200 employees and another in September of 500 employees.57 In 

June, Aker Solutions also announced that it would adjust its capacity in Norway for its subsea 

business, as Norwegian subsea services had a slow start to the year. In February, Kvaerner lost 

several important contracts and saw declining revenues, which led to a workforce reduction of 

500 employees.58 During April however, Kvaerner won a contract for the major Johan Sverdrup 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
57 Dagens Næringsliv (2015), Inntil 500 må gå i Aker Solutions, Opened April 2016, Retrieved from [www.dn.no]!
58 E24 (2015), Kværner må la opp til 500 ansatte gå, Opened April 2016, Retrieved from [e24.no]!
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field. As a consequence, the company will examine the possibility of hiring another 1.500-2.000 

employees in order to have the workforce required to deliver the Johan Sverdrup contract.59 The 

engineering work for this contract started already in 2015, whereas the building of the subsea 

line starts during the spring of 2016.60 Kvaerner has also managed to secure a number of large 

contracts during the year, racking up significant backlog until 2017 and beyond. Sevan Marine 

reduced their workforce by over 25% in 2015, as a total of 30 employees were let go.  

 

EBITDA and EBIT-margins have declined for all subsea companies in 2015. However, many of 

the companies’ projects have long lead times, which to some extent put the companies in a 

position to still be profitable going forward. However, a sharp eye to the companies’ cost base 

will be important to combat a falling top-line and margin pressure. 

As for the seismic and offshore supply vessel space, impairments has been a theme for the 

subsea companies as well. BW Offshore had write-downs of vessels of USD134m in 2015, 

including write-downs on a damaged vessel. In addition, BW Offshore saw the need to write 

down goodwill of 186.9 million dollars.61 Sevan Marine primarily had two non-cash charges 

during the year, namely a goodwill impairment of US$6m in relation to its holding company’s 

weak results. In addition, the company had impairment charges related to a convertible bond, to 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
59 TU (2015), Gigantkontrakt til Kværner - så mange jobber havner i Norge, Opened April 2016, Retrieved from 
[www.tu.no]!
60!Aftenposten (2015), Kværner tildelt milliardkontrakt på Johan Sverdrup, Opened April 2016, Retrieved from 
[www.aftenposten.no]!
61!E24 (2016), Skriver ned verdier for nesten 3 milliarder kroner, Opened April 2016, Retrieved from [e24.no]!
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reflect estimated recoverable value.62 Subsea 7 had total impairment charges of USD21m, after 

recognizing impairment of goodwill of USD521m and of plants, property and equipment of 

USD136m. Aker Solutions and Kvaerner do not have any vessel ownership and did therefore not 

conduct any impairment charges to tangible assets. These two companies are the only ones with 

a positive net profit for 2015.  

Short-term Liquidity Risk  

 

The subsea sectors average current ratio is more or less on par with the oil service industry in 

general, but has fluctuated over the years. The quick ratio is above the industry average in all 

years. CFO to short-term debt is extremely low in all the examined years, which indicate that 

subsea companies are struggling with cash generation.  

 

Sevan Marine had the highest current ratio within the sample, which indicates lower short-term 

liquidity risk. The company had an impressive development in 2012-2014, but experienced a 

decline in the current ratio in 2015, due to a decline in receivables. BW Offshore has had the 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
62 Sevan Marine (2015), Annual Report 2015, P. 7!
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weakest current ratio over the years, while the rest of the sector has had rather stable current 

ratios.  

 
Subsea 7 and BW Offshore have over time been the companies within the subsea sector with the 

healthiest cash flows. Both companies did however experience a fall in its CFO to short-term 

ratio in 2015, due to lower cash generation. BW Offshore had a small decrease in cash flow from 

operations during the year, which led to a slight decrease in this ratio. Kvaerner and Sevan 

Marine’s CFO to short-term debt has been quite volatile, due to fluctuating levels of operational 

cash flow. Kvaerner showed improvement during 2015, with a substantial increase in cash 

generation, in addition to a larger down payment of payables. Sevan Marine currently has limited 

debt, meaning that the CFO to short-term debt ratio is only a reflection of their cash flow 

generation, which has been negative the past three years. 

Long-term Liquidity Risk 

 

The amount of financial leverage for the subsea companies has been fluctuating around the 

average for the oil service industry. In 2015, most companies managed to reduce the overall debt 

level, which put them below the average. The interest coverage ratio was much higher than the 
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industry average in 2014 and 2015, while CFO to debt was lower than the average, likely 

reflecting the companies’ poor cash generation.  

 

Aker Solutions, Kvaerner and BW Offshore have significant leverage, whereas Subsea 7 and 

Sevan Marine have a very low financial leverage ratio compared to their peers. Subsea 7 was one 

of the first subsea companies to take financial action in the current downturn. In addition to 

cutting costs, the company also reduced its debt levels significantly. Also, Subsea 7 has 

outstanding credit facilities of US$857 million, which as of year-end were unutilized, meaning 

that the company has sufficient liquidity headroom and consequently a very low liquidity risk. 

Sevan Marine´s financial leverage increased quite a lot in 2015, primarily caused by shrinking 

equity cushions as the company has zero debt. BW Offshore’s impairment charges in 2015 also 

became quite visible through its financial ratio, as book value of equity decreased. While 

impairments do not affect the cash flow itself, the write-downs have led to decreased equity 

levels.  
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Subsea 7 had an extreme interest coverage ratio in 2014, as a consequence of positive EBIT and 

limited net financial expenses. In other years, Subsea 7 has proven to be the most resilient 

company within the subsea sector, with a higher interest coverage ratio than peers. All other 

companies had positive interest coverage ratios, except from Sevan who had negative EBIT in 

2015. 

 
Subsea 7 has had a higher CFO to debt ratio and a lower long-term liquidity risk than most 

companies due to its low levels of debt. The ratio also indicates that Subsea 7, BW Offshore and 

Kvaerner had healthy cash flow generation in 2014. However, Aker Solutions might find 

themselves in a liquidity squeeze if the company does not improve its cash flow.  
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Offshore$Supply$Vessels$

 

In general, most of the offshore supply vessel companies offer the same homogenous services to 

the oil industry. There are certain differences in tonnage between the companies, but almost 

every player has PSV, AHTS and Subsea as their basic offering, with some diversifying further 

into seismic services. Fleet expansion has been a priority for most of these companies during the 

past decade, giving the sector a global footprint. For diversification purposes, this is accretive to 

gain a wider customer base and decrease dependency on singular clients (Statoil in the North Sea 

as an example), but it also takes its financial toll through increased leverage. 
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DOF is the largest supply vessel owner measured by fleet size and also has a relatively new fleet 

in terms of age. DOF is primarily exposed to the traditional supply vessel industry, but also has a 

larger exposure to the subsea market combined with a strong engineering capacity to service the 

offshore energy market. DOF currently has five vessels under construction with planned delivery 

during 2016 and 2017.  

Farstad has the second largest fleet comprising of 57 vessels plus one under construction, but 

with a higher average age than DOFs. Farstad is one of Norway’s largest and oldest offshore 

supply vessel owners and the company’s growth strategy has in recent years shifted more 

towards subsea, albeit subsea only makes up about 10% of the company’s fleet. Siem Offshore is 

the most “diversified” Norwegian offshore supply vessel owner with assets spanning different 

types of vessels, including offshore windfarms and well simulation technology. It is during 

recent years that the company has branched into submarine power cable activities and drilling 

technology, but the company has so far struggled to achieve industry-wide traction and neither 

branch has contributed much to the company’s profits. 

Solstad has a large exposure towards the subsea segment, whereas also earnings are heavily tilted 

towards the subsea industry, making up about 65-75% of their EBITDA. Even though subsea 

makes up a significant part of their earnings, Solstad and other supply companies with a foot in 

the subsea space have traditionally been characterized as supply ship-owners and are therefore 

included under the offshore supply sector. Deep Sea Supply is the only company with a 100% 
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exposure towards the OSV market, in addition to having an advantage of having the youngest 

fleet among the companies. 

Havila has diverse operations within subsea construction, anchor handling, platform supply and 

multi-field rescue recovery services, but is primarily exposed to the offshore supply industry. 

Approximately 60% of the fleet is trading in the North Sea, which gives them a quite large 

geographical exposure towards the Norwegian continental shelf. 

One of the most important indicators for operating income for supply companies is their contract 

coverage. Contract coverage is what supply bondholders or banks is concerned with because a 

high contract coverage for the years to come guarantees a steady cash flow and ability to service 

the company's debt obligations. High contract coverage has been increasingly important to 

convince creditors that their fleet has more value than steel value.63 The figure below gives an 

overview over the sample companies´ historical and current contract coverage for the next year 

(+1Y).  

 

The above illustration highlights an important point for the financial visibility for the offshore 

supply vessel sector. It shows that contract coverage for the next 12 months has steadily declined 

for most of the companies. This is partly due to a more opportunistic contract strategy for some 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
63!Alam, Salman, Faeh, Thomas & Gaard, Marius, Carnegie Research (2015), OSV Sector Report 
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of the companies, and partly due to a lack of longer contracts - especially in 2015. Currently, 

Deep Sea Supply is “worst-in-class”, with a contract coverage including options of 38% for 

2016. Second and third to worst is Siem Offshore and Solstad, while DOF and Havila is better 

off.  

Most of the contracts that offshore supply vessel owners broker with oil companies include a 

firm element and an option element. In the current oil service market, the option element has 

diminished value and importance, as clients are less likely to exercise these options. 

Profitability$

 

There has been a significant growth in revenues across supply companies since 2012, with the 

exception of Eidesvik who saw a slight fall already in 2014. The others have had an overall 

growth between 15-30% until the peak in 2014, due to contracts awarded prior to the market 

downturn. In 2015 however, many companies had vessels rolling off contracts, leading to falling 

revenues for most companies. Worst out is Deep Sea Supply with a decline of 19% in operating 

income. The company had significant amounts of vessels rolling off contract with no renewal. 

They have however managed to reduce costs substantially by stacking a large number of vessels 

during the downturn. The most important tool vessel owners have in order to counter margin 

pressure is cutting costs. This includes lay-up of vessels and a general downsizing of the 

workforce. According to Maritime, about 100 supply vessels were stacked as of year-end 2015, 
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which was a 100% increase in only four months.64 Day-rates in the supply industry are currently 

about 65.000 NOK, which is approximately at breakeven levels for the companies. The 

following table shows the number of stacked vessels for the companies reviewed: 

 

It is clear that most companies have a significant number of vessels currently stacked. With few 

contracts available in the market and lower day rates for the active vessels, these companies are 

able to reduce costs significantly by stacking. DOF is the only company keeping their entire fleet 

active, but they also have the higher contract coverage among the companies, and were the only 

company with a positive income development in 2015. 

 

What clearly stands out from this graph is the extreme EBITDA-margin for Deep Sea Supply in 

2013. On 31st of May, the company sold 50% of its Brazilian business to BTG Pactual. This sale 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
64!Maritime (2016), Nå ligger 100 norskeide offshore-skip i opplag, Opened May 2016, Retrieved from 
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!!
!

73!

included 15 vessels in addition to the company’s Brazilian management company.65 The sale of 

its Brazilian business resulted in a gain of US$82.4 million. 

Despite the current market downturn, margins have to a large extent managed to stay at fairly 

high levels. This is mainly owed to consumption of backlog in this period that was signed in 

2012-2014, at healthy levels. As this backlog is consumed and vessel owners need to replace 

these contracts with new contracts at current terms, both revenues and margins are likely to take 

a serious hit. However, taking a closer look at EBITDA-margins, the downward pressure for 

most of the companies in the sector started during 2015. Deep Sea Supply and Eidesvik stands 

out as they managed to increase margins Y/Y in 2015, mainly owed to cost discipline. 

With the deterioration of the oil and oil service market throughout 2015, impairments of assets 

and goodwill became a more frequently observed item for many companies. The impairments 

were mainly based on the short to medium term outlook for the sector and accordingly 

shipbrokers’ assessment of fleet values. The latter usually follow the overall market condition, 

and the trend has lately been that shipbrokers have notched down the value of vessels, especially 

older tonnage. A compilation of impairments per company can be seen below:  

 

The first thing we notice when viewing this table is the strikingly high impairment charges for 

Havila. Their impairment charges accounted for almost 90% of their revenues and almost 20% of 

fleet value. Most others had impairments ranging from 2% to 10.3%. It can be somewhat hard to 

point out why Havila has written down such a large amount compared to its peers. Impairment 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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charges are based on various factors such as market value, steel value, contract coverage and 

utility and they are subjectively based on management decisions and auditor advices. 

 

 

Deep Sea Supply clearly struggled with profitability during 2015. They had major depreciations 

and little revenue, leading to a negative EBIT. Siem Offshore also had a negative EBIT. They 

had the lowest contract coverage during 2015, with only 48% of their fleet on contract. All other 

companies had positive and mostly declining EBIT- margin, except from Eidesvik. 

ShortHterm$Liquidity$Risk$

 

The offshore supply vessel industry is below the general oil service average on both current ratio 

and cash flow from operations to short-term debt, indicating a weaker short-term liquidity profile 

than the industry in general. For the quick ratio, the companies have been above the broader oil 

service average since 2013, indicating that the supply vessel sector has more cash and cash 

equivalents than the rest of the industry.  
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Judging from the current ratio, Havila and Solstad have the highest short-term liquidity risk. 

Havila has a current ratio of 10%, with extremely high levels of current liabilities compared to 

liquid assets. 96% of Havila’s current liabilities consist of debt soon to be due, and in the current 

environment, Havila might have major difficulties repaying this debt. On the more positive side, 

three of the companies had a favorable development and managed to increase their current ratio, 

namely Siem Offshore, Eidesvik Offshore and DOF. Eidesvik Offshore had the largest increase 

Y/Y and came out with the highest current ratio compared to peers. This is the highest level the 

company has had in the last four years, which is primarily caused by both an increase in current 

assets through cash reserves and a decrease in current liabilities through short-term debt. Deep 

Sea Supply has consistently had the highest current ratio, but with an increased portion of current 

debt in 2015, the current ratio fell significantly Y/Y.  
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Regarding cash flow from operations to short-term debt, the development for most of the 

companies are similar to the trend observed for the current ratio. Most companies show a 

negative development, and Havila is again the company with the lowest ratio and the highest 

liquidity risk. Eidesvik prove to have the lowest short-term liquidity risk, as they managed to 

increase cash flow during 2015. DOF also saw a positive development in cash flow during the 

year, combined with a lower portion of current debt.  

LongHterm$Liquidity$Risk$

 

The offshore supply vessel industry clearly drives up the leverage metrics for the oil service 

industry. Both the interest coverage ratio and the cash flow to debt are rather poor and the sector 

has in general a very high long-term liquidity risk.  

 

Leverage is piling up for all companies, and Deep Sea Supply seems to be the only company 

showing a certain discipline in that regard. Debt levels are extremely high and one can with 

certainty say that the levels are way beyond what is justifiable given the current market 

conditions. The sector grew extensively after the financial crisis in 2007 and took on 
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considerable amounts of debt. In addition, most companies continued to increase their debt 

burden until 2014 and some even in 2015. This is seen very clearly through the financial 

leverage ratio. Most companies had more than twice as much liabilities than equity, which is 

very concerning. Deep Sea Supply had the lowest financial leverage of 1.7x in 2015 among its 

peers, and is thus the least leveraged listed Norwegian supply vessel company. Havila stands out 

yet again as the company with decidedly highest financial leverage of 12x, meaning that 

liabilities exceed equity by 12 times. The situation deteriorated dramatically in 2015 as ¾ of their 

equity cushion was absorbed by a striking deficit, mainly due to large impairments and low 

margins. DOF, Farstad and Solstad also have unjustifiable levels of financial leverage and one 

can generally say that all companies in this sector have high long-term liquidity risk, impacted by 

these extreme debt levels. 

 

All companies, except Deep Sea supply and Siem had positive interest coverage ratio in 2015. 

The negative ratio for Deep Sea Supply and Siem Offshore is obviously due to a negative result 

for the year. The remaining companies were still profitable and managed to cover their expenses 

by operating profit.  
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There are mixed tendencies among the companies regarding the last measure. Many companies 

have had a favorable development over the years, including Havila, Deep Sea Supply, Eidesvik 

and DOF. They have all managed to increase their ratio more or less every year since 2012, also 

in 2015, where Havila and Deep Sea Supply reduced their debt levels and Eidesvik and DOF 

managed to increase their cash flow. There is however some companies who have had an 

inadequate development. Farstad Shipping, Siem Offshore and Solstad Offshore, all had a large 

drop in their CFO to debt ratio, and all companies generally struggled with cash generation. Both 

Siem and Solstad had a decline of 30-40% in their cash flow in 2015 compared to 2014. 

The previous financial statement analysis showed the development in the oil-service sector over 

the past 4 years until the end of 2015. Since then, the oil price has continued to stay low, but 

there has been a slight recovery during the first quarters of 2016. In February, OPEC suggested a 

freeze of output in coordination with Russia. The oil price have since then rallied from around 

$30 per barrel up to $48.50 per barrel in early May. This increase is also to a large extent due to 

stagnation of US Crude oil production as output fell for eight consecutive months during spring 

2016.66 

During 2016, another twelve rigs have been rolling off contract, which in time will create ripple 

effects into the rest of the oil-service industry. Downsizing of workforce has continued 

throughout the first two quarters as a natural consequence of less work and more stacking. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
66 Bloomberg (2016), OPEC to head for June talks without plan for supply limits, Opened May 2016, Retrieved 
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Approximately 15% of the Norwegian offshore fleet is currently stacked according to 

Maritime.no. In addition, the consensus is that stacking will continue in the upcoming months 

and according to Norsk Rederiforbunds Konjukturrapport 2016, 111 vessels and 23 rigs are 

expected to be stacked somewhere along the Norwegian coastline.67  
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Part IV - Market Perception and Debt Maturities   

The following chapter will examine how the stock market perceives oil service companies, 

measured by the market value of equity. A closer look will also be given to debt maturities and 

the companies’ ability to service this debt burden. 

Seismic$

 

When it comes to recent market value development, there are some differences within the 

seismic sector. TGS has been quite stable over past two years, while Spectrum has had a slight 

fall. TGS and Spectrum are the companies who have experienced the least drop in equity values 

within the seismic sphere. TGS´s share price has only fallen four percent in total over the past 

two years, which is a surprise given the current market sentiment. However, TGS has a solid 

balance sheet and is asset light, which investors apparently have valued in the current market 

downturn. Spectrum’s share price has fallen somewhat more, with a total decline of 25%. Both 

PGS and EMGS have experienced larger dips in share price, whereas Polarcus and Seabird had 

dramatic falls early on and have since remained at very low levels. Seabird´s stock was 

prohibited from trading as of 1st of October 2014, when the company announced breaches with 
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debt obligations.68 In late January 2015, when the restructuring proposal was announced, the 

suspension of the stock was again lifted, and within 43 minutes the share price fell 75 percent.69 

 

From a debt point of view, EMGS, TGS and Spectrum clearly stand out. These companies have 

negative (net cash) or small amounts of net interest-bearing debt, also measured in relation to 

cash flow (EBITDA). TGS’ and Spectrums’ unique business model in the seismic space puts 

them in a very good financial position with a solid balance sheet and financial flexibility. EMGS 

have had a significant cash reserve over the years which puts them in a net cash (cash exceeds 

interest-bearing debt) position. In addition, the company´s restructuring in 2015 led to a buyback 

of some of their outstanding bonds in addition to extended maturity of the rest of it. Also, the 

rights issue improved the financial position with NOK 214 million.  

PGS has a comfortable debt level with a net debt to EBITDA of 2.3x, which we consider to be 

relatively low. The company has one US$450m bond maturing in 2018 and regarding PGS’ two 

vessel deliveries this year, both are fully funded through the company’s export credit financing 

that matures in 2027. 

For Polarcus and Seabird the situation seems a lot worse. Polarcus has limited financial 

flexibility with barely any market cap compared to its huge debt burden. It will take 4.1 years 

before all debt would be repaid given their current EBITDA. However, in February 2016, the 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
68!E24 (2014), Seabird var i ferd med å legge grunnlaget for videre drift før OPEC ga kreditorene kalde føtter, 
Opened March 2016, Retrieved from [e24.no]!
69 Hegnar (2015), Seabird må restrukturere, Opened March 2016, Retrieved from [www.hegnar.no]!
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company completed a restructuring which included a reduction in debt of US$280 million and a 

reduction in installments of approximately US$140 million, lessening their amount of interest-

bearing debt to US$289 million. In addition, they announced issuance of new shares, in which 

listing of the shares was approved by the Norwegian Financial Supervisory Authority as of 9 

May 2016.70 After issuing the new shares, the company will have a much better debt-to-equity 

ratio and a healthier balance sheet. 

As of 31st of December 2015, Seabird had a book value of debt of US$33.3 million (face value 

US$36.6 million). Looking further into their debt maturity profile, the company has upcoming 

maturities of US$ 1.6 million, US$9.4 million and US$25.5 million in 2016, 2017 and 2018 

respectively. 71As the company currently has a cash reserve of approximately US$6 million, the 

company will manage to continue operations during 2016. Yet, Seabird is highly dependent on 

turning negative earnings into positive and show some readjustment of their current negative 

operating cash flow if they are to repay their maturities in 2017 and 2018. It is very likely that 

Seabird must go through a restructuring and extend some maturities. 

Drilling$

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
70 Oslo Børs (2016), Approval of prospectus, Opened May 2016, Retrieved from [www.newsweb.no]!
71 SeaBird (2016), First Quarter Presentation, p.15!
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There is a somewhat similar market value development across the drilling companies, whereas 

some have experienced larger drops than others. Sevan Drilling fell somewhat earlier with a 

more severe fall, which is rather natural given their falling revenues over the years and extreme 

debt levels, leading to a somewhat higher liquidity risk than peers. Even though Awilco has seen 

a drastic fall the past year, they are still one of the companies with the least drop. With their 

increasing profitability, and rather good financial position there is no surprise that Awilco has 

been valued somewhat higher. Songa is currently the company valued “highest” by investors. 

The four new rigs on contract with Statoil has led to a positive outlook for the company, and 

along with positive news regarding these contracts, the share price saw some upwards trending 

jumps during the last months of 2015. 

 

As seen by the graphs above, the overall situation is a whole lot worse for drilling than for 

seismic. Most of the companies have limited equity cushions and larger amounts of debt, except 

for Awilco, who has a net cash position, also measured in relation to cash flow. Sevan has the 

smallest equity cushion, with net interest-bearing debt making up 99% of the company’s market 

value. However, given their current EBITDA, it will take them 5.5 years to repay all debt, which 

gives a rather different picture. Sevan is also backed by Seadrill, who has extended credit 

facilities to provide further liquidity.  

Seadrill has had a large fleet growth, leading to increased debt values. Seadrill does however 

have a strong competitive position with its modern fleet and large market share, which in turn 

has led to good support from banks and shareholders. Fred Olsen will only use 1.75 years to 

repay their debt given their current EBITDA. However, there is some uncertainty as to how the 
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future will look like. The company has low contract coverage for 2016, and their current 

revenues stem from older contracts, as they have only been able to secure one new contract for 

the past 3 years. This makes means 40% of their fleet will be without contract during 2016.  

Songa also has a high level of net interest-bearing debt and the situation was worsened by the 

delivery of the Cat-D rigs, which led to further gearing and their current net debt to EBITDA is 

of 7.1x. The company saw the need to refinance their debt after ending up being short on cash 

after their vessel purchases and presented a restructuring proposal in March 2016 that included a 

convertible bond, new equity as well as transforming some debt into equity. If the restructuring 

proposal is approved, their debt profile will be as follow:  

 

The restructuring also included lower interest rates, extended maturities of current bonds. With a 

positive outlook with many long-term contracts, it is likely that the company's shareholders will 

support Songa through the proposed restructuring, and extend the maturities towards periods 

with higher refinancing capacity. The situation for the company is therefore somewhat better 

than the picture painted by the above figures.  

Odfjell is in a quite dire situation. The company has substantial debt levels with 17.7 years to 

repay debt given their current EBITDA. During 2015, the company managed to secure several 

major contracts, namely the Johan Sverdrup and Maria field developments. These contracts 

secured backlog coverage of 80%, 80% and 75% for the 2016, 2017 and 2018 respectively72, 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
72 Fondsfinans Research (2015), Oil Services Sector Report, p. 177!
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which is likely to support the company during re-financing negotiations with banks and 

investors.  

$Subsea$

 

Aker Solutions’ share price made a major jump in September 2014, due to the demerger where 

Akastor was established as a separate company. The company has remained well above its peers 

since then. Most other companies have shown a rather similar trend over the years, with a stable 

decline. Kvaerner do however show some improvement in the latter part of 2015, caused by an 

announcement of an unknown investor eager to buy 10% of the company - 26.9 million shares.73 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
73 E24 (2015), Ukjent investor vil kjøpe 10 prosent av Kværner, Opened May 2016, Retrieved from [e24.no]!
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Within the subsea, engineering and construction industry, the capital structure is more 

normalized and the companies’ financial position is quite healthy. All companies have zero or 

limited amounts of interest-bearing debt, with the exception of BW Offshore.  

Sevan Marine is in a very good position due to no debt and a healthy cash balance. Aker 

Solutions has a NOK 1.500 million bond maturing in 2017, and Subsea 7 has a large upcoming 

bond maturing in 2017 of USD 700 million. However, both companies have solid balance sheets 

and good financial flexibility, where both companies are well positioned to weather out the 

current market downturn. BW Offshore is the only company within this industry with larger 

amounts of net interest-bearing debt. With their current, EBITDA, it will take them 3 years to 

repay all debt. The company is primarily funded through a credit facility established in 2011 of 

US$2.4 billion that matures in 2018, in addition to four unsecured bonds, which are listed below:  

 

With most debt maturing within the next four years, we highlight the fact that this company is 

reliant on continuing high margins. As of year-end 2015, the situation for the company is 

actually not too bad, given their rather high cash generation in addition to having solid cash 

holdings and no maturities in 2016. However, we don’t rule out that the company might need to 

extend some of its 2018 maturities if the downward spiral in the market continues. 
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Supply$

 

Along with declining oil prices and accordingly a more pessimistic market outlook, stock prices 

for supply companies have declined during the past two years. Stock prices for these companies 

have on average declined by 85% since the beginning of 2014, clearly indicating a dark cloud 

over the industry. Eidesvik seem to be the only company to be valued somewhat higher by 

investors as the company’s stock price has “only” fallen 72%. Eidesvik has a solid backlog and 

an attractive fleet, which is likely to value the company somewhat higher than peers.  

 

The offshore supply vessel companies are characterized by extremely high levels of debt. With a 

rather poor liquidity, and obvious balance sheet issues due to expanding fleet, these companies 

might experience trouble repaying upcoming maturities. Most vessel owners have a net debt to 

EBITDA above 7x, which is extremely high and far from what is considered healthy.  
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DOF and Solstad have substantial amounts of debt maturing in near future. Havila seem to have 

lower levels, but with a market capitalization of only a few percentage of their outstanding debt, 

the stock market seem to discount default for Havila. Given the high leverage, the question is 

whether bond (and equity) markets are willing to refinance the companies’ that are worst 

positioned.  

Eidesvik and Deep Sea Supply have more defensive maturity profiles with comfortable equity 

ratios. Both companies seem to have enough liquidity to withstand the downturn. Eidesvik is also 

helped by a quite high contract coverage, which sets them in a position to generate cash. 

Among the examined sectors of the oil service space, the offshore supply sector is without doubt 

one of the most challenged from a financial point of view. Debt levels and upcoming debt 

maturities are off the charts, especially relative to the cash flow generation/earnings capacity of 

the companies. Thus, a closer look into the debt maturity profiles for some of the most levered 

companies; Havila, DOF and Farstad, could help to shed some light on the potential for 

bankruptcies in these names.  

Havila$Shipping$

Havila has just under NOK3bn in debt maturities in 2016-17, compared to an EBITDA in 2015 

of approximately NOK750m. Given the current market outlook and Havila’s contract coverage 
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for 2016-17, it is thus evident that Havila is dependent on successful negotiations and waivers 

from banks and other lenders to prevent default.  

 

Regarding debt negotiations, it is worth mentioning that Havila have had ongoing negotiations 

with its creditors to find a solution to their financial difficulties. Near term debt maturities have 

put the company’s liquidity position at risk and possibilities of breaching debt covenants have 

been close. In early January 2016 Havila announced that they would stop paying their debt in the 

upcoming years. The company recognized that “the adverse market conditions may endure for 

several years and that a restructuring aims to ensure that the financial platform is robust enough 

to withstand a prolonged downturn”. The company came up with a proposal comprising of debt 

amendments and new equity from shareholders and their proposal debt maturity profile is shown 

below. 
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So far, no agreement has been reached, as bondholders’ demands have not yet been reached. ⅔ 

of their bond holders had to accept the restructuring proposal which included a reduction of 

installments during the upcoming three years. Less than ⅔ accepted the proposal so negotiations 

are currently still ongoing.  Havila currently has four bonds outstanding worth NOK1.1bn, two 

of which matures in 2016 and two in 2017, as specified below.  

 

DOF$

DOF has the highest absolute debt level amongst the offshore supply vessel owners. An 

aggressive new building program has fueled debt levels over the last couple of years, and the 

company still has three vessels under construction which will further lever the company.  
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DOF Group has no less than five bonds maturing in near future. With a market cap of 

approximately 500 million and almost 24 billion NOK in outstanding debt as of year-end 2015, 

the company might re-think their focus on expanding their fleet.  

 

The company does however have current assets of almost NOK 5 billion, and with the amounts 

of debt maturing during 2016; they might be able to survive in the short-run as long as they can 

continue to have profitable operations with positive cash flow. Currently DOF has a rather high 

contract coverage of 71% of their fleet on contract for 2016 (75% incl. options), which is a 

positive factor, indicating that cash generation is possible. In addition, DOF has shareholder 

support through their largest owner, the Møgster family.  

Farstad$Shipping$

Farstad has had an unfavorable development in both short-term and long-term liquidity since 

2013, as debt levels have increased and equity values have decreased. At the time of writing, 

Farstad has two bonds outstanding with a total value of NOK1.4bn, maturing in 2017 and 2018.  
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Besides the bonds, large debt maturities are due in the first half of 2017 and in the first half of 

2018. In the first half of 2017, the maturity mix consists of regular bank instalments, bank 

balloons related to vessels and a bond. As with Havila, Farstad will also be dependent on being 

able to “blend and extend” their debt maturity profile as the current market outlook does not 

bode well for cash flow generation.  
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Part V - Predicting Default 

So far during the current downturn, most companies in the oil-service industry have managed to 

survive. However, the extreme levels of debt make us concerned about these companies’ ability 

to survive if the market does not turn around any time soon. Although many debt payments have 

been postponed and interest payments deferred, the huge debt burden will likely become 

problematic to deal with in the future. In order to try to give some indication as to how 

sustainable these companies are and the likelihood of going under during the next year, we turn 

to Merton and his framework for determining default rates based on companies market values of 

equity and asset values. The following section will give a theoretical introduction to bankruptcy 

and the Merton model, and a presentation of the findings on default rates for our sample 

companies.  

Bankruptcy$$

Many oil-service companies have long-term debt maturing in the coming years and there are in 

reality two possible outcomes for highly distressed companies; an outright bankruptcy or to go 

through a financial restructuring. Bankruptcy is the least favorable outcome and should be 

avoided, as the value of continuing operations in most cases is higher than the value of the 

liquidated company. Restructuring means that a company converts debt into equity or that debt is 

rolled over. Both default and bankruptcy goes under the definition of a credit event in which a 

borrower's ability to repay its debt is brought into question. Moody's definition of default 

includes three types of credit events:  

● A missed or delayed disbursement of interest and/or principal, including delayed 

payments made within a grace period.  

● Bankruptcy, administration, legal receivership, or other legal blocks (perhaps by 

regulators) to the timely payment of interest and/or principal 

● A distressed exchange occurs, where: (1) the issuer offers debt holders a new security or 

package of securities that amount to a diminished financial obligation (such as preferred 

or common stock, or debt with a lower coupon or par amount, lower seniority or longer 
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maturity), or (2) the exchange had the apparent purpose of helping the borrower avoid 

default.74  

Default occurs when a borrower or a debtor fails to make interest or principal payments when 

they are due. Thus, a company, person, or country can default by failing to pay what they owe at 

a certain moment in time. Defaulting on an obligation is the first step towards bankruptcy, but 

does not necessarily mean that bankruptcy will happen. 

Bankruptcy is the legal process or status, where creditors work with legal authorities on the 

finances of an entity that is in default or insolvent. The two most important chapters in the 

bankruptcy act in the US is Chapter 7 and Chapter 11. Chapter 11 is the most common form in 

which a plan for restructuring of the firm is drafted, so that the firm can emerge from bankruptcy 

as an ongoing firm while creditors are treated fairly. Chapter 7 is the form in which creditors do 

not deem the restructuring plan as acceptable, and the court may force a liquidation of the firm. 

A Chapter 7 bankruptcy is what is considered as a bankruptcy in Norway where most of the 

companies previously considered have their affiliation, whereas a Chapter 11 is considered a 

restructuring, but the firm is technically in bankruptcy before the restructuring plan or proposal is 

accepted. Also, companies in Norway more often tend to restructure out of court, also known as 

workouts, when facing bankruptcy and avoiding the high legal and court fees.  

Both a creditor and the company itself can apply for bankruptcy and in Norway, a company need 

to be both insolvent and insufficient, in order to file for bankruptcy. Insolvent means that the 

company is not able to pay their obligations when they are due, whereas insufficient means that 

the value of liabilities exceeds the value of assets, and both insolvency and insufficiency must be 

documented. An external bankruptcy manager will take over the company and liquidate assets to 

pay off outstanding debt and consequently the company will cease to exist. Grøstad (2013) finds 

that out of a sample of 160 historical defaults in the Norwegian high yield market, only 14 were 

defaults in which the first event was a bankruptcy filing. However, the outcome of several of the 

defaults eventually leads to bankruptcy and/or liquidation. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
74 Moody’s (2007), Corporate Default Risk Service,  Opened February 2016, Retrieved from [www.moodys.com]!
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According to Hull, bonds often do not default independently of each other and there are periods 

of time when default rates are low and periods where they are high.75 Variation in default rates 

from one year to another may stem from overall economic conditions, but it can also stem from 

systematic risk, which results in more companies defaulting when one company defaults. This is 

referred to as credit contagion.76 

Estimating default probabilities can be a challenging task owing to limitations on data 

availability. However, there are a number of techniques that can be used which broadly can be 

classified into two categories; i) Structural models, also referred to as firm-value models and ii) 

Statistical models.  

The basic premise of structural models is that default events occur when the value of the assets 

of a firm reach a sufficiently low level compared to the value of liabilities. Structural models are 

often used to produce one-year default probabilities and require strong assumptions about the 

dynamics of the firm’s assets, its debt and how its capital is structured. They often use market 

value of equity as an input factor, which requires the company being analyzed to be a publicly 

listed firm. The main advantage of structural models is that they provide an intuitive picture, as 

well as an endogenous explanation of defaults and they are often favored for their economic 

intuition. The most known structural models available are the Merton model (1974), Moody’s 

KMV approach and the Black-Cox model, wherein Moody’s KMV is the most used by 

practitioners today.  

In statistical models, default is estimated through financial ratios, which are given certain 

weights based on historical endeavors between default and accounting ratios. Data is usually 

gathered for two groups, namely bankruptcy and non-bankruptcy firms. The analysis then 

attempts to derive a linear relationship between combinations of financial ratios that best 

differentiate between the two groups of firms. Based on this data, financial ratios with 

significance and their coefficients (weights) then constitute the model. Several models have 

emerged through time, often with diverse datasets given industry, country and time.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
75 Hull(2012), Options, Futures and Other Derivatives, 8th edition, p.529!
76 Hull(2012), Options, Futures and Other Derivatives, 8th edition, p.529!
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The most famous models are Altman’s Z-score and Ohlson’s Logit model, and more recently, 

large credit rating companies, such as Moody’s, have developed their own models, trying to fit 

more recent trends and company-structures. The advantage of statistical models is that they are 

very easy to apply. The disadvantage is however that this type of model is based on a diversified 

dataset, meaning that the model might not fit so well to specific industries. Both Altman’s Z-

score model and Olson’s Logit model are based on financial ratios and a firm with a Z-score 

below 1.81 has a high probability of going bankrupt while a firm with a Z-score above 2.99 is 

considered to have a low probability of going bankrupt. As the current financial ratios of the oil-

service companies are so poor, all would have gotten a classification as having high probability 

of going bankrupt. The same applies for Ohlson’s model and we will therefore turn to Merton in 

order to get a more concrete measure for the default probability. 

The$Merton$Model$

In 1974, Robert Merton proposed a model that builds upon the fact that debt and equity value can 

be replicated using options on the firm’s assets. The model is based on the same set of 

assumptions as the Black-Scholes model and that the value of the firm’s assets follows a 

geometric Brownian motion. The model considers a company that has liabilities consisting of 

just one zero-coupon bond with notional value D, maturing at time T. There are no payments 

until maturity, and equity holders will wait until time T before they decide whether the company 

defaults or not. The model is of course a stylized description of default. In reality, default can 

occur on many different dates, and the structure of debt is much more complex. Nonetheless, 

Merton’s model is a useful starting point for modeling credit risk and for pricing securities 

subject to default.  

The firm’s equity !! is considered a call option on the assets of the company in the Merton 

model, which means that equity holders have a claim on the company, when the value of the 

company is higher than the value of the debt. This value can be described as !! = !"#!(!! −
!, 0), which in theory means that if the firm’s asset value exceeds the value of the debt at 

maturity!(!! > !), the firm is able to meet its obligation at maturity and equity holders receive 
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the residual claim (!! − !). If the firm’s asset value is less than the value of debt at maturity 

(!! < !), equity holders will receive nothing and it is rational that the company defaults on its 

debt.  

The company’s debt !! corresponds to a portfolio of a risk-free zero-coupon bond with principal 

equal to the face value of outstanding debt D at maturity T, and a short position in a put option 

on the firm’s assets with a strike price equal to the face value of the outstanding debt D at 

maturity T. The debt is valued as !! = !"#!(!! ,!) = ! −!"#!(! − !! , 0), meaning that if the 

firm’s asset value exceeds the required debt payment (!! > !) at maturity, the put option is 

worthless, and debt holders receive the principal payment D in full. If the firm’s asset value is 

less than the required payment (!! < !), the company defaults and the put will be exercised. 

Debt holders will thus receive the principal of the risk-free bond minus the difference between 

the asset value and the value and the principal ! − (! − !!), which equals the assets of the firm 

!!. The put option can be viewed as exercising a debt covenant, giving debt holders the right to 

liquidate the firm and receive the liquidation value, under the assumption that bankruptcy costs 

don't exist. The only case in which debt is not paid in full is when the put option is exercised and 

therefore the probability of default equals the probability that the put option is exercised. 

When finding the default probability we turn to the basic Black-Scholes option pricing formula. 

The stock price is replicated by the value of the company and the exercise price is replicated by 

the value of outstanding debt.  

Default probability, !! is given by the following formula:  

!! = ![−
!"(!!!) !+ !(! −

!!!
2 )!

!! ! ] 

Where N is the cumulative normal distribution, !!is the value of assets in period T which is one 

year in our case. The period reviewed was from April 1st 2015 to March 31st 2016. Asset 

volatility, !!! is calculated through an iterative approach and r is the continuously compounded 

risk-free interest rate. The rates used for risk-free rate are rates on 10-year Norwegian 
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government bonds. Equity volatility are estimated using historical stock prices and market 

returns are calculated by taking the average logarithmic return on OSEBX over the past 16 years. 

Before we turn to the results from our Merton calculations we want to point out that illiquidity 

and infrequent trading causes the calculations to be somewhat less accurate. Because several 

quarterly reporters were not published during the time these calculations were done, book values 

for the last period belongs to those present in year-end 2015. This means that restructurings that 

has taken place during 2016 is not reflected in the input of the Merton model, and might cause 

some companies to get a higher default probability than they should.  

Default$Probabilities$

 

Merton ranks the Drilling & rig sector as the sector we will most likely witness defaults in during 

the upcoming year with an average default probability of 25% among the companies. This is not 

a very surprising result as drilling is the most indebted sector in the oil service industry. The 

sector has high short-term liquidity risk as well as long-term liquidity risk.  However, the sector 

adjusted quite satisfactory to the market conditions during 2015 and most companies were 

actually able to increase their profitability. 

The Supply sector has surprisingly low default probabilities (although still high), considering 

their high debt level. Short-term liquidity risk has been low to moderate due to cash reserves, 

whereas the long-term risk has worsened over time, due to their aggressive fleet expansion. The 

companies are still able to generate income due to long-term contracts and a relatively high 
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utilization, however the outlook looks more uncertain because of less contracts available and 

lower expected utilization. One might ask why there are so pronounced differences in default 

rates between the drilling and supply, given both sectors indebtedness. An analogous trend is 

seen both in drilling and in the supply sector with declining asset values and large impairments. 

However, although declining market values, equity volatility was much lower for supply than for 

drilling, which was seen in Part IV. This translates into significantly lower asset volatility and 

might explain why Merton ranks supply with such low default rate compared to drilling.  

The default rate of 18% in the seismic sector is ranked as the second highest. However, this 

figure is mainly weighted up by one company that had both high asset volatility and debt level 

and consequently one of the highest default probabilities. Taking the average among the 

remaining companies makes the default rate fall to 9%, which is closer to our expectations. 

Although revenues have fallen dramatically, seismic companies show a notably high profitability 

and resilience to the current market conditions and the sector showed low short and long-term 

liquidity risk compared to peers. 

The subsea sector has the lowest default probability of 12%, due to a more sound financial 

position. However, the profitability analysis showed that many subsea companies struggle with 

profitability and that margins are generally lower compared to the other sectors. However, most 

companies had much healthier balance sheets than other sectors in the oil service industry, which 

makes them more viable.  

A quick glance at the default rates of each company will follow in addition to our opinion of 

their likelihood of survival in light of what we have found earlier. 
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TGS comes out with zero probability of default according to Merton, clearly reflecting their 

strong financial position.  Despite the resiliency of their business model, they have clearly been 

affected by the downturn, but we don’t consider TGS as in danger of defaulting. 

Spectrum and PGS has the second lowest default probability. Spectrum has a relatively high 

asset volatility which increases default probability in the Merton model to a higher number than 

expected, given their low level of debt. They had a small, but positive EBIT-margin through 

2015 although cash flow declined and their long-term liquidity risk increased to some extent 

during the year. Contrary to Spectrum, PGS has a higher level of debt, but a lower asset 

volatility. They had negative EBIT-margin during 2015, which is likely to increase default 

probability if the company doesn’t turn this trend around. However, we have faith in these two 

companies future continuance if they turn around the current situation. 

According to Merton, EMGS has a default probability of 21%, reflecting their declining stock 

price. The company had negative EBIT during 2015 which is concerning. However, the company 

has a net cash position and is expected to operate 50% of their vessels during 2016, which 

indicate that continued operations are likely.  

Worst in class is Polarcus with stock price declining 71% and a default probability of 53% 

according to Merton. The company showed poor liquidity and plunging revenues in the financial 

statement analysis. However, Polarcus’ recent restructuring and improved balance makes us 

believe that Merton’s default probability might be higher than the company’s true default 

probability, as the debt figures used in calculations was book values at year-end 2015. Polarcus 
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was able to reduce its debt by over 50% through restructurings in 2016’s first quarter, leading to 

a much healthier balance sheet and thus, hopefully a lower default probability.  

Seabird was not possible to evaluate through the Merton model without going further into the 

details of their reversed stock split, in addition to the company being infrequently traded over the 

period. However, the company was on the verge of bankruptcy already in late 2014, and the 

outlook for the company remains uncertain as of May 2016. Therefore, we believe Seabird may 

be one of the most likely candidates in our sample to default during 2016-2017. 

 

Awilco enjoys the lowest default probability in the drilling sector, which is not surprising as the 

company has shown the strongest financial position among the companies throughout this 

analysis. However, Awilco posted zero revenues for Q1 2016 and a net loss of US$18.7 million, 

and the prospect for the future depends on having at least one of their two rigs at work, 

preferably both, in addition to sufficiently high day rates.  

Fred Olsen also shows to be quite unlikely to default according to Merton. The company 

implemented an efficient cost cutting program, which improved their EBITDA-margin. 

Liquidity-wise, Fred Olsen showed some improvement, but due to limping contract coverage and 

an aging fleet, there are reasons to believe that their true default probability might be higher than 

11%. However, their longstanding position makes us believe that the company has high 

probability of continued operations for decades to come.   

Odfjell has a default probability of 14% according to Merton, mostly due to low asset volatility. 

The company has seen drastic decline in profitability during the downturn and a somewhat 
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increasing liquidity risk. However, Odfjell managed to secure several contracts during the first 

months in 2016, and improved their position for successful refinancing of their debt facility that 

matures in Q4 2016. We therefore review it as unlikely to see any default of Odfjell during the 

upcoming year.  

Seadrill has a probability of default of 23%, but taking into account the size of this company, 

their global position as one of the leading drilling companies in the world, in addition to being 

backed by one of Norway’s wealthiest investors, namely John Fredriksen, we consider it very 

unlikely to see this veteran default.  

Sevans’ stock price fell by 78% during the period reviewed, and in combination with high asset 

volatility and high debt-to-value ratio, default probability becomes rather high at 39%. However, 

Sevans’ contract coverage for 2016 shows positive outlooks, and in addition to being backed by 

Seadrill, we believe the true default probability to be somewhat lower as they also have shown 

significant improvements during this challenging period. However, Sevans’ survival will be 

highly dependent on Seadrill’s willingness to continue to support them liquidity-wise, but also 

the company’s ability to secure more contracts in the future, given their low contract coverage 

after 2016.  

Songa’s debt burden increased by 58% during the period, because of the new builds that was up 

for delivery during 2015. This caused their default probability to reach 58%, the highest among 

all companies. As mentioned during the financial statement analysis, this is a very unfortunate 

development in relation to long-term liquidity risk. However, Songa has high contract coverage 

on all their new builds running until the end of 2024, and no debt maturities before 2020 so we 

are not very concerned for their future survival. 
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Subsea 7 and Sevan Marine both have zero default probability. Although having a large and 

growing fleet, Subsea 7 has a low debt level and thus a low long-term liquidity risk. They also 

have an unutilized credit facility they can draw on to finance the new builds they have ordered. 

We consider it as highly unlikely that Subsea 7 will default. Sevan have had negative EBIT and 

cash flow, in addition to not being able to cut costs sufficiently during 2015. However, the 

company has no net interest-bearing debt and high cash holdings and we consider it as highly 

unlikely to see the company default during the upcoming year.  

Kvaerner also has a very low default probability as their stock price rose 57% during the period, 

while they managed to decrease debt by 36%. They have lower margins than other subsea 

companies but they have a high order intake for 2016, which makes them viable for the future.  

BW Offshore saw a 76% decline in stock price while increasing their debt by 17% during the 

period, which makes their default probability turn 27%. BW Offshore had the highest profit 

margins among the subsea sector during 2015, but they had a somewhat higher liquidity risk in 

addition to facing bond maturities in 2017, 2018, 2019 and 2020. Because of their high 

profitability in combination with a solid cash holding we are not worried for BW Offshores 

survival during the coming year. 

Aker Solutions have according to Merton a default probability of 28%. The company is a major 

player within offshore services in Norway and their profitability has stayed stable over recent 

years. They have a high to moderate debt level but, also substantial cash holdings which makes 

us have faith in their continuance for the coming year. 
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Among the offshore supply vessel owners, Eidesvik comes out with the lowest probability of 

default. This is in line with their high profitability and low liquidity risk found earlier. They also 

have solid backlog and attractive fleet and we therefore find it unlikely to see this company 

default.  

Siem Offshore has a default probability of 10% according to Merton. This is a large company 

with a large fleet, but the company saw a staggering fall in contract coverage both in 2015 and 

2016, which caused revenues to fall significantly. The company had negative EBIT during 2015, 

but had one of the lowest financial leverage ratios among supply vessel owners. Siem might be 

one to manage to sail through this rough sea without capsizing.  

Solstad has a large, but old fleet, but have seen falling contract coverage since 2012. 19% of their 

fleet was stacked during 2015, but because of this, they managed to hold their profit margin quite 

stable, although having 43% fall in cash flow. The company has witnessed a negative trend in 

liquidity, which has made their liquidity risk to increase. In addition, major maturities on their 

debt are due in 2016. NOK4bn is due in 2016 and with NOK1bn in cash, we view their future 

survival dependent on shareholder support to extend some of the upcoming maturities.  

Deep Sea Supply has according to Merton a default probability of 14%. The company has the 

youngest fleet, but has the lowest contract coverage for 2016 with large parts being options. This 

implies a weak revenue stream for 2016. The company had the steepest fall in revenues among 

the supply companies during 2015, along with being the company with most stacked vessels. 

EBIT was negative during 2015, but the company has low amounts of debt due the upcoming 
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three year, with only minor installments. This makes us believe that the company will continue 

as an ongoing concern as long as they are able to secure more contracts in the future.  

Farstad has the second largest and oldest fleet. The company saw declining contract coverage as 

with the rest of the supply vessel owners. This also came with a declining profit margin. The 

company has had an unfavorable development in both short and long-term liquidity as debt has 

increased while equity has been diminishing over time. The company has large debt maturities 

during the upcoming years, and the company is dependent on being able to extend their debt 

maturity profile in order to survive this downturn.  

DOF is the largest player in the supply vessel space with a high fleet growth over the years. The 

company still had growth in their revenues, and accordingly did no stacking in 2015. However, 

the company has five bonds maturing within the next three years and has the highest absolute 

debt level of NOK 24 bn and a current market cap of NOK500m. With solid cash reserves and 

substantial cash flow generation given the market conditions, we view the probability of default 

low for the upcoming year. However, if the market conditions prevail, the company is likely to 

be short on cash during 2017 and/or 2018 and will have to restructure. 

Havila is the second smallest supply company and has had relatively high contract coverage over 

time. They stacked 11% of their fleet during 2015, but have had stable earnings. The company 

has NOK3bn in debt compared to EBITDA of NOK750m and is currently in negotiations with 

shareholders. Havila is dependent on an agreement with its shareholders in order to continue as 

an ongoing concern and the company might be a likely default candidate if they don't come to 

terms within the next months.  
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Conclusion 

The vast majority of the oil services companies within the offshore supply vessel sector, seismic 

sector and drilling sector is currently in financial distress. Leverage relative to their future 

earnings outlook is unsustainable, and asset values are under pressure as a consequence of the 

depressed market sentiment.  

With little hope of a market turnaround in the short to medium term, a lot of companies in the oil 

service sector will have to undergo a complete restructuring of their balance sheets. This includes 

both a strengthening of the equity capital, as well as extensions and reductions in debt maturities 

and the waiver of covenants. Some companies have already restructured (EMGS, Polarcus) or 

are in the process of restructuring (Havila), while several others are in dialogue with main 

stakeholders in preparation of a restructuring. Nevertheless, we believe that the main measures 

that will be taken in a restructuring process for any company in the sector evolves around the 

elements mentioned above. When it comes to stakeholder support, our impression is that banks 

to a large degree are willing to stick by their clients as long as they behave soberly and make a 

real effort to cut costs and maximize cash flow. The only real stakeholder kickback that 

companies have experienced in restructuring proposals presented so far, has been from 

bondholders, more specifically unsecured bondholders. This is likely to keep posing a challenge 

in upcoming restructuring proposals - namely to satisfy all stakeholders. Further, we expect most 

of the companies to prioritize a long-term solution over quick fix, creating restructuring solutions 

that use the underlying hypothesis that the oil service market will be unfavorable until 2019-

2020.  

A potential market uptick could come before this, but as we’ve identified in our thesis, a market 

improvement is solely dependent on a rise in oil price as the price of oil is the single most 

important determinant for the demand for oil services. Several voices in the marketplace 

currently believes that the oil price will steadily increase throughout 2016, but the important 

question remains; what’s the oil price threshold that will trigger a vast uptick in demand from oil 

companies? Our research indicates that the Norwegian continental shelf has a break-even 

production cost of about USD50/barrel, which could serve as an indication of said threshold.  
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In the meantime, some restructuring proposals will fail to conclude, sending companies into 

bankruptcy. This could provide an opportunity for other companies to buy assets in a “fire sale”, 

strengthening their industrial position at bargain prices. However, before the stage of bankruptcy, 

some players that are right on the brink of going under, might find other companies to wed with, 

creating larger and more resilient industrial clusters. So far in the downturn, there hasn’t been 

any M&A of significance, but it would be natural to expect this to intensify as the sectors 

financial situation deteriorates throughout the year. The following table summarizes our key 

findings in terms of likely default candidates. 
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