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Foreword

Bob Ruddiman

There will be opportunities 
for those who have  
always understood that  
the oil and gas industry is  
not a one-way bet. 
Bob Ruddiman 
Global Head of Energy at 
international legal firm  
Pinsent Masons

‘Lower for longer’ is the mantra many people in oil and gas circles 
are now adopting, as we look through 2016 and beyond.

Foreword

The current landscape is very different from other 
downturns. We live in an ever-more complex world, with 
significant geopolitical events and sustained unrest in 
many oil-producing territories creating uncertainty. Supply 
currently exceeds demand, but there is evidence to suggest 
there will ultimately be an upturn in the price of crude.

There is no doubt, though, from speaking to the ‘large 
operators’ and ‘big players’ in the supply chain that 
we engage with globally, that times of change are also 
recognised as times of opportunity.

The consequences of price volatility will be severe in 
some quarters. The current level of price instability is 
perhaps unprecedented – in the few short weeks between 
our survey being completed and the research published, 
oil price has fluctuated between $50 to $27/bpd. That 
level of unpredictability will only serve to accelerate and 
exacerbate the change envisaged in this report. 

For some – particularly those operating with large levels 
of debt – there will be undoubted pain. I fear that there 
are still some individuals, and some companies, thinking 
‘this is a temporary blip…we should be ok’. That mindset 
will not promote survival. Even if prices do bounce back, 
the industry will have transformed.

There will be opportunities for those who have  
always understood that the oil and gas industry is  
not a one-way bet.

Those that are involved in production efficiency and 
operations, those that can genuinely do things differently, 
and those whose vision encompasses a broader horizon 
face a brighter future. Cost control, innovation, and much 
greater collaboration are the watchwords.

The same can be said of lawyers and other professional 
advisers. The day when deals could be done ‘the way 
they always have been’ are gone. At Pinsent Masons, our 
pursuit of greater innovation and efficiency to maximise 
value in dealmaking is relentless. The industry could and 
should expect no less.

As we work together with the industry to look ahead, one 
thing is certain – there will be winners and losers from 
the current cycle. And, while there can be no guarantees 
of success, sitting on one’s hands and ignoring strategic 
choices is simply not an option. 
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Prelims

75%

2%

23%

Where is your company headquartered? 

What is your company’s annual turnover? Which is the most important industry segment your 
company offers support services to?

Offshore/
deep water Onshore

Near shore/
shallow water

52%
UK

9%
Nordic

1%
Russia

26%
North America

9%
Europe other 2%

MENA

1%Australia

$101m-$1bn

30%

$1bn+

31%

$20m-$100m

39%

Methodology 
In H2 2015, Mergermarket surveyed 200 senior-level 
executives, drawn from 150 corporates and 50 private 
equity firms. 

52% of respondents are headquartered in the UK, and the 
remaining 48% are headquartered outside of the UK but 
maintain offices in the UK – 26% in North America, 9% 
in the Nordic countries, 9% in other European countries, 
2% in MENA, 1% in Australia and 1% in Russia. All of the 
respondents have operations or investments in the UK 
oilfield services sector.

Corporate revenues of respondent companies are split 
between $1bn+ (31%), $101m-1bn (30%) and $20m-100m 
(39%). The survey included a combination of qualitative 
and quantitative questions and all interviews were 
conducted over the telephone by appointment. Results 
were analysed and collated by Mergermarket and all 
responses are anonymised and presented in aggregate.

Oilfield services definition
Companies that provide support services to the oil 
and gas industry throughout its cycles of exploration, 
appraisal, development and decommissioning. This 
includes: reservoir/seismic exploration, exploration 
drilling, well construction/completion/stimulation, 
fabrication, production, maintenance and optimisation, 
ancillary services and companies that focus on project 
engineering, procurement, construction and installation 
(EPCI) as well as offshore support vessels/subsea building 
and design. 
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86% 
of respondents expect oilfield services 
M&A to increase in the next 12 months, 
30% anticipating a major surge

70%
said their organisation is actively
considering an acquisition within

the next 12 months

74% 
pinpointed expansion of overseas 

operations as the main driving force 
behind deal activity, with... 67% 

of respondents said 
the UK would be 
likely to yield opportunity 
for buyers over 
the next three years

...70% 
expecting opportunism around 
distressed assets to drive deals 
and 60% eyeing technology-
driven consolidation  Respondents revealed 

that Singapore, Mexico, 
 Indonesia, China and 
  Nigeria are the most 
   attractive emerging 
    markets 

96%
say UKCS will recover to 'peak' levels

of profitability, with a quarter
expecting it within three years

47%
Offshore/ 

subsea technology

33%
Rigs/drilling 
equipment 27%

Fully integrated 
business 23%

Denied or delayed 
regulatory 

approval
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Executive summary Oil & Gas in figures

Having enjoyed nearly five years of continuous upward movement in the oil and gas sector, with prices 
anchored mainly above $100 per barrel, the oilfield services industry is now adjusting to a volatile outlook 
where ‘lower for longer’ is becoming a reality.

Significant changes have taken place in technology and engineering, as well as on the political and 
economic front, over the past decade. Drilling technology and capability has developed significantly. Wells 
now reach further horizontally and vertically – going deeper under water than ever before. Energy supply 
and demand patterns have shifted across the globe. OPEC is no longer the only producer on the block, 
and the International Energy Agency (IEA) is not just an organisation of energy consuming countries, with 
North America now an exporter.

Amid the uncertainty in the outlook for oil and gas prices, a ‘low for longer’ environment is on the cusp of 
driving transformative changes for players across the board. The overarching sentiment among industry 
professionals is that consolidation will take place in the oilfield services sector in 2016. This sentiment is 
reflected in the 86% of respondents who expect global oilfield services M&A activity to increase over the 
next 12 months – out of those, 30% expect a significant increase. A vast majority, 74%, expect much of the 
activity to be driven by cross-border deals into new territories. 

Nearly half of our survey respondents say the drop in oil prices has made them more acquisitive. While 
expansion into new geographies appears to be a strong driver for corporates, respondents are more 
hesitant when it comes to sector diversification with many concentrating on improving their existing lines 
of business, namely offshore/subsea technology and equipment and rigs/drilling equipment. 

With oil prices having experienced an unprecedented drop, the strain on services companies varies and 
much depends on local conditions as well as individual businesses’ resilience and the ability to secure 
finance. According to our survey, 49% of oilfield services corporates have increased spending on R&D to 
maximise technology efficiency in order to enhance service and eliminate waste. 

As the industry adjusts itself to new global trends by becoming leaner, our survey shows that many 
investors and corporates are taking an innovative stance and are ready to take the plunge, branching  
out in terms of technology and geography. Looking ahead, we expect this year to be a time of 
transformation and challenge that will bring forward the pioneering spirit that exemplifies much of  
the oil and gas sector. 
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CHAPTER 1

Amid an unprecedented drop in oil prices, 
the outlook for the oilfield services M&A 
market is robust. Industry participants 
expect an increase in deals over the next 
12 months – with many optimistic about 
cross-border opportunities. Here, we 
explore the main drivers

M&A on the upturn
Despite the downturn and a benign M&A market in 
the oilfield services sector in 2015, our survey reveals 
that 86% of oilfield services corporates and private 
equity (PE) professionals expect global oilfield services 
M&A activity to increase over the next year, while 30% 
expect a significant increase. The survey also finds that, 
over the next 12 months, these transactions will be a 
mixture of strategic acquisitions, distressed deals and 
joint ventures.

“There is still quite a gulf between bid and ask prices on 
M&A deals and until that is realigned we will likely see 
more alliances and joint ventures. But it is really just a 
matter of time before the dam is breached on the M&A 
front and then we’ll see quite substantial levels of M&A 
activity,” says Rosalie Chadwick, partner at Pinsent 
Masons. “Many companies will aim to increase the  
range of services and to create efficiencies across the 
supply chain.”

Cross-border M&A to enter into new territories is 
expected to drive much of the activity, according to 

74% of executives. Meanwhile, 70% of them consider 
distressed debt opportunities to be the main driver for 
M&A over the next 12 months. 

Buyer and seller valuations, which were widely divergent 
throughout 2015, are expected to align more as the 
impact of cuts in capital and operational spending by 
exploration and production (E&P) companies begins 
to trickle down to oilfield services companies, forcing 
sellers to rein in expectations. They also anticipate 
that new strategic deal structures will help drive these 
international moves. “Lower prices and the willingness 
to assume minority stakes mean that businesses  
that couldn’t enter foreign markets before can  
now do so,” says the group director of finance of  
a UK-based corporate.

Tech triumphs
As hedges are rolling off for E&P companies, they are 
tightening their belts by implementing operational 
cost-cutting measures, including renegotiations of 
services contracts, and reviewing capital expenditure 
budgets for new projects. However, this process varies 
by region and, for example, many of the national oil 
companies (NOCs), especially in the Middle East, 
who depend on steady production output to foot 
government spending, will continue to seek out 
services and enhanced oil recovery (EOR) technology. 

Indeed, our survey has found that 73% of executives 
believe that acquiring technology R&D was the 
most important factor for companies doing deals. 

Horizon watching
Pipeline to success
86% of respondents 
expect global oilfield 
services M&A activity to 
increase over the next 12 
months. 30% expect a 
significant increase. 

Looking abroad
The vast majority, 
74%, expects the M&A 
increase to be driven by 
cross-border deals into 
new territories. 

Distressed deals
70% of respondents  
say distressed situations 
or opportunistic 
purchases will drive deals. 

Tech takeovers
Almost three-quarters 
(73%) say acquiring 
technology and R&D will 
be the most important 
factor to companies 
doing deals, followed by 
70% looking to create 
cost synergies.

Headlines

For further analysis visit www.out-law.com/ahead-of-the-curve
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Chapter 1

There is an enormous appetite for deals, 
but there is likely to be a considerable 
delay until expectations converge and deals 
actually occur. Companies that have made 
significant investments during the high 
oil price period are not yet happy to come 
to market. Services companies may have 
to divest part of their groups to maintain 
cash flow and may be encouraged by their 
banks and PE funders as well. I think there 
will be a bit of ‘it has to happen’ on the 
sell side, and on the buy side there will be 
a mixture of drivers. Undoubtedly, buyers 
are opportunistic and the gap between the 
buyer and the seller is narrowing. Sellers’ 
expectations are becoming more realistic 
as they are taking the drop in oil prices 
into account, so the multiples on deals are 
coming down. However, dealmakers have 
to be a bit smarter in structuring the forms 
of consideration, so there is more thought 
given to the deferred element of the deal. 
This could be through earn outs or just 
simple deferred payments. 
David McEwing, Partner,  
Pinsent Masons

The valuation gap

What do you expect to happen to the level of global  
M&A activity in the oilfield services sector over the  
next 12 months?

 2%

 12%

 56%

 30%

 Divestitures

 Minority stake acquisition

 Technology-driven consolidation

 Joint ventures

 Distressed situations / opportunistic

 Cross-border M&A to enter into new territories

Decrease somewhat

Remain the same

Increase somewhat

Increase significantly

What will drive increased activity? (Corporates and PE)

 33%

 36%

 60%

 69%

 70%

 74%
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The second most important factor was creating cost 
synergies (70%). Akshai Fofaria, partner at Pinsent 
Masons, sees the low-price environment as an 
opportunity for the big oilfield services players who are 
also under cost pressure to bolt on new technologies. 
“If they want to expand into areas where they currently 
don’t have expertise, this would be an opportunity to 
make those acquisitions for better times,” he says.

With that in mind, intelligent acquirers will be looking 
for targets that have technology and IT to reduce 
expenditure or to maximise production through 
innovation or automation. For example, in April  
2015, National Oilwell Varco acquired Seabox, a  
Norway-based technology company, from a group  
of investors led by Norwegian PE firm HitecVision for an 
undisclosed sum. Seabox, with only 12 employees, has 
developed patented technology that enables treatment 
of seawater on the seabed for injection into wells for 
enhanced recovery. 

The power of innovative technology was further 
illustrated in February 2015, when Paradigm Drilling, 
which designs and manufactures drilling and well 
intervention technology, raised $7.7m from  
Saudi Aramco Energy Ventures and London-based 
Buckthorn Partners. 

Older, more mature plays in the Middle East such  
as Bahrain have a need for EOR, while elsewhere  
new opportunities are opening up as Kuwait is  
attempting to extract heavy oil and the UAE are also  
looking to extract sour gas, which requires more  
durable equipment.

PE and SMEs in the game
Private equity (PE) firms should also be investigating 
new technology as part of their deal rationales, says 
David McEwing. “Completion technologies will be 
a strong proposition because a lot of the wells that 
have been drilled will have to be completed. So too 
will enhanced oil recovery technology that helps with 
efficiency,” he says.

This hunt for innovative technology should also have 
an impact on small and medium-sized businesses 
(SMEs) and result in increased activity as larger players 
look to fill gaps in their existing capabilities. 

To that end, companies are becoming more  
incisive in their spending, according to John Yeap, 
partner at Pinsent Masons. “Corporates will focus on 
deals that fit precisely into their strategy, whereas 
previously – when cash flow was plentiful – acquisitive 
behaviour was sometimes less focused.”

Overseas explorers
As mentioned, almost three-quarters of respondents 
envisage cross-border deals as the main driver of 
M&A activity. With that in mind, nearly two thirds of 
respondents believe that expanding into new geographies 
is the most important factor for companies doing deals. 

“Cross-border M&A into new regions will drive activity 
as key regions are going through several challenges and 
other regions have the resources but not the expertise 
to manage better utilisation,” says the partner of a UK-
based PE firm.

 Adjust tax strategies

 Acquire fixed assets

 Vertical integration

 Access to target’s customer base

 Create commercial synergies

 Opportunistic buying, take advantage of low-price environment

 Gain market share in an existing market

 Expand into new geography

 Create cost synergies

 Acquire technology/R&D

+

+

73%

70%

65%

58%

49%

48%

38%

37%

26%

22%

What factors are most important to corporates  
doing deals?
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Chapter 1

Indeed, these moves into new territories could see a 
new wave of partnerships and joint ventures between 
businesses, according to a number of respondents in  
the survey. 

“Collaboration and vertical integration have been rising 
in the oilfield services sector since the price fluctuations 
began. Partnerships are becoming a common strategy 
when entering a new market,” says the MD of a Middle 
Eastern PE firm.

Corporates will focus on 
deals that fit precisely into 
their strategy, whereas 
previously – when cash 
flow was plentiful – 
acquisitive behaviour was 
sometimes less focused.
John Yeap 
Partner,  
Pinsent Masons
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CHAPTER 2

While many see a slowdown in the current 
UK market, there is optimism for the future 
– and many think a recovery could come 
sooner than expected
Respondents are reacting very positively to the UK 
government’s move to reform the United Kingdom 
Continental Shelf (UKCS). Almost the entire respondent 
pool (96%) believes the UKCS will be able to recover ‘peak’ 
price levels of profitability seen in H1 2014. 

In addition, nearly half (48%) expect this to happen 
within three to five years, mostly with the support of the 
UK Energy Bill and as efficiency increases and players 
downsize cost significantly in the UK’s mature basins. 

Ultimately, the outcome will be a positive one for those 
in the UK’s oilfield services industry who can adapt, 
according to Rosalie Chadwick, partner at Pinsent Masons. 
“It is obviously a cyclical industry and it is not going to be 
a quick fix and a quick return to profitability in the UKCS. 
But it is a resilient industry and we’ll get used to the lower 
oil price. It will result in good discipline in the oilfield 
services businesses and when the commodity prices do 
recover, these businesses will be in terrific shape.”

More optimistically still, 28% of respondents anticipate a 
faster return – within the next three years – to profitable 
levels as the UK’s energy policy reform kicks in with the 
empowered Oil and Gas Authority (OGA). Changes in the 
UK’s North Sea tax regime have also been announced that 
will reduce the Petroleum Revenue Tax from 50% to 35% – 

Spotlight on the UK
Recovery anticipated
96% believe the UKCS will be able 
to recover ‘peak’ price levels of 
profitability seen in H1 2014. Nearly 
half expect this to happen within 
three to five years.

Enthusiasm grows
28% of respondents anticipate an 
even faster return to profitable 
levels in 2016 as UK energy policy 
reform kicks in with an empowered 
Oil and Gas Authority.

OFS slowdown
54% expect work for oilfield services 
(OFS) contractors in the UKCS to 
slow down over the next year.

Opportunity knocks in the UK
67% of respondents said the UK 
would be likely to yield opportunity 
for buyers over the next three years.

R&D is the answer 
The highest proportion of 
respondents (US 41% and UK 
37%) are betting on technology 
and promoting research and 
development (R&D) as a response  
to the drop in oil prices. 

Headlines

There is now a 
greater focus on 
making sure that 
we act collectively 
as an industry and 
collaborate more 
than we have done 
in the past.
David McEwing 
Partner,  
Pinsent Masons

For further analysis visit www.out-law.com/ahead-of-the-curve
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Chapter 2

If yes, when do you think that will be?

Do you think work for oilfield services contractors in the UK 
Continental Shelf basins will slow down over the next 12 months?

 96%

No, never

Yes

 4%

In 10 years or more

 1%

Within 5-10 years

 23%

Within three years

 23%

Yes

 54%

2016

 5%

Within 3-5 years

 48%

Remain the same

 24%

No

 22%

Do you think the UK’s Continental Shelf (UKCS) will be able 
to recover 'peak' price levels of profitability seen in H1 2014?

effectively a reversal of the hike in 2011. There is scope for 
further tax reductions amid unprecedented circumstances.

Respondents feel that the revival of the UKCS is 
fundamental to the UK’s continued economic growth.  
“The UKCS is a major contributor to the economic success 
of the country, generating high revenues, employment and 
taxes, so the current slowdown faced in the basin is taken 
as a threat to the economy and the government is taking 
the necessary steps to revive the growth,” says the CFO of  
a UK-based oilfield services company.

Executives questioned in the survey were also confident 
from an operational perspective. According to the 
senior partner of a Norwegian PE firm: “The UKCS has 
strong prospects to rebound as a leading oil and gas 
basin. Companies are experienced enough to deal with 
such situations and have already initiated operational 
improvement strategies to remain financially stable.” 

David McEwing, partner at Pinsent Masons, adds that 
collaboration in the industry is necessary to boost the 
recovery. “There is now a greater focus on making sure that 
we act collectively as an industry and collaborate more than 
we have done in the past. If there is a willingness to do that 
with backing from the OGA, then there is a lot to be gained.” 

Short-term slowdown
However, a general rebound in oil prices remains a critical 
caveat for many. Respondents who were hesitant about 
a revival in the North Sea mostly attributed this to the 
waning dependence on oil in general and businesses moving 

from the mature basins to more competitive and profitable 
frontier markets in Latin America or Southeast Asia. 

“It is difficult to continue carrying on business profitably 
in this region,” says a partner at a UK-based PE firm. 
“Many companies have reduced or are stopping 
operations to save costs. They are moving to more 
profitable regions, particularly those with a favourable 
tax regime, a stable regulatory framework, good 
infrastructure and skilled labour.”

Despite the optimism about the long-term prospects 
of the UKCS, over half expect work for oilfield services 
contractors in the UKCS to slow down further before 
recovery kicks in. Many of the respondents who expect 
a slowdown think it will be due to companies moving to 
more profitable regions. 

It is well-known that the UK is among the highest 
operating cost environments in the world in the oil  
and gas space, so it has been by necessity that oilfield 
services have had to look to other countries to improve 
their margins. “There’s a need to expand customer  
bases in new territories and a lot of that is efficiently  
done through acquisition activity,” says Rosalie Chadwick.  
“UK companies have world-leading expertise in the 
oilfield services sector, in particular in operating in mature 
basins, where trying to keep the costs low and optimise 
production and efficiency is absolutely fundamental,”  
she adds.
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With the bull run slowing in US shale plays, we compare the different ways US and UK 
executives are meeting the challenges of a low-price environment

Comparing notes — UK and US

US UK

 41%
 37%

 39%
 27%

 10%

 4%

 4%

 2%

 11%

 8%

 17%

Have you initiated any of the following processes as a response 
to a low oil price environment?

Enhanced spending on R&D to maximise technology efficiency

Restructuring / downsizing operational costs

Diversification of service lines

Divestment of non-core assets

Refinancing debt

Mothballing equipment

As a response to the drop in oil prices, companies in both 
countries have started to implement a blend of strategies. 
As the most important measure, the highest proportion 
of respondents (US 41% and UK 37%) are betting on 
technology and promoting R&D. 

One MD of a US-based PE firms says: “We have 
restructured and downsized the operational model 
of our portfolio companies. We are now looking at 
new opportunities through which we can enhance the 
technological efficiencies.”

Companies are keen to boost their portfolios with new 
technology in order to improve processes and enhance 
production efficiency, ultimately lowering production cost. 
Funds are also being channelled into R&D to establish new 
product lines and services, however, for some, the quickest 
way to diversification is still M&A.

“We have invested in a company offering both software 
and drilling services,” says the head of UK operations at a 
US-based corporate. “We also sold two of our companies 
that were not a part of the core business. We have entered 
more joint ventures than we have ever done and are trying 
to acquire companies to diversify.” 

Technology is by far the strongest driver and also enables 
integrated workflows. M&A focusing on these outcomes 

provides strong incentives, as for example in the $300m in 
cost synergies US giant Schlumberger is expecting to garner 
in the first year of its $13.8bn acquisition of Texan drilling 
hardware manufacturer Cameron International, announced 
in August 2015. Schlumberger is also investing more in 
order to bring complementary R&D in-house. 

While restructuring was the second most important 
measure for both respondent geographies, more US 
respondents are becoming pro-active in downsizing 
operational cost (39%) than their UK peers (27%).

“We have a huge capital pool that we have created in the 
past and we are falling back on that for now,” says the 
director of finance of a multinational US corporate. “We 
have started downsizing our operations to reduce costs.  
We have also started refinancing our old debts.” 

Out of those US-based businesses that are not considering 
an acquisition over the next 12 months, 33% ascribe this 
to a competitive bidding environment and a buyer/seller 
valuation gap, compared to only 14% in the UK. “The 
competitive bidding environment and high expectations 
of sellers have restricted us from making acquisitions,” 
says the executive of a US-headquartered oilfield services 
company. Meanwhile, UK companies appear more 
concerned about creating synergies (25%) compared to 
US-based respondents (22%). US UK

 33%
 14%

 14%

 12%

 11%

 8%

 3%

 22%

 22%

 25%

 25%

 11%

Why are you not considering making an acquisition 
in the next 12 months?

Uncertain regulatory environment in bidder jurisdiction

Buyer/ seller valuation gaps

Difficulty in creating synergies

Focusing on organic growth

Competitive bidding environment

Difficulty raising funds

Lack of suitable targets

Focusing on divestitures

FO
CU

S

For further analysis visit www.out-law.com/ahead-of-the-curve
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In terms of geographical hotspots, the tides are turning 
toward Asia. We explore the most attractive regions for 
companies looking overseas
Geographies of interest are shifting in accordance with many factors often 
less tangible than proven reserves and prospecting opportunities. For 88% 
of respondents, the US is a top target, given its political and regulatory 
stability. Having come a long way from wildcatting in the California desert, 
the ability to frack horizontally has given US plays a new lease of life. With 
an estimated production of 8.8m/bpd for 2016 (*EIA estimate), the US is 
set to turn from an energy importer to an exporter.

Within the context of an improving economy and an excess of capital, 
corporates and PE firms will make a strong push for creating cost and 
logistics synergies through acquisitions. Maximising efficiencies through 
consolidation in plays such as the Permian Basin, the Bakken shale and 
the Eagle Ford have already led to a slew of M&A, which is likely to 
continue in the future.

However, foreign buyers are also keenly observing developments in the 
US market, both for its regulatory stability and its R&D capabilities. 
“The US will be the most active target region over the next 12 months; 
the production in this market is increasing continuously and also the 
favourability of regulations and capital availability will attract most of 
the foreign investors,” said the MD of a US-based PE firm.

As a technology innovator, many foreign companies will likely turn to US 
ventures for R&D. “Emerging oilfield services companies will be greatly 
attracted to the US and will seek out good opportunities in the quest 
for leading technologies and international market presence,” said the 
director of strategy for a Texas-based corporate.

Playing the field
US on top
The majority of 
respondents see the US 
as the most attractive 
M&A destination over 
the next three years.

Eastern promises
59% say Southeast  
Asia is an attractive 
target region, with 
many citing investor-
friendly governments 
and advanced 
production facilities.

Stable draws
Prospecting 
opportunities are the 
most attractive feature 
for internationally-
minded corporates in 
the industry.

Emerging forces
Singapore, Mexico, 
Indonesia, China and 
Nigeria top list of 
attractive emerging 
markets.

Headlines
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Which country would be the main base of 
operations for  the oilfield services business you 
are looking to acquire?

19%19% 12% 12%10% 10%8%5% 5%

SingaporeMexico

88%

US

36%

Canada

34%

Latin
America

67%

UK

26%

Norway

50%

 Sub-Saharan 
Africa

27%

MENA

59%

 Southeast 
Asia

8%

 Central Asia  
(incl. Russia and 

Caspian Basin)

14%

Australia

IndonesiaNigeria ChinaMalaysiaUAE India Other

PE companies are 
naturally going to 
buy for a capital 
uptick; they’re 
buying for different 
reasons than a 
corporate who may 
be looking to add 
capacity.
Akshai Fofaria  
Partner,  
Pinsent Masons

In which region will companies see the most opportunity 
 for acquisitions over the next three years?  (Please select 
all that apply)
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19%19% 12% 12%10% 10%8%5% 5%

SingaporeMexico

88%

US

36%

Canada

34%

Latin
America

67%

UK

26%

Norway

50%

 Sub-Saharan 
Africa

27%

MENA

59%

 Southeast 
Asia

8%

 Central Asia  
(incl. Russia and 

Caspian Basin)

14%

Australia

IndonesiaNigeria ChinaMalaysiaUAE India Other

Many of these 
traditional oil exporting 
countries, Indonesia, 
Malaysia and Thailand, 
are becoming oil 
importing countries. 
The whole industry 
is changing and that, 
coupled with emerging 
market risk, means it is 
a particularly interesting 
time for investments 
into the region.
John Yeap 
Partner,  
Pinsent Masons
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UK under the hammer
More than two-thirds of respondents (67%) believe  
the UK will yield opportunities for buyers over the 
next three years. Despite the positive sentiment over a 
recovery of the UKCS (see chapter 2, Spotlight on the UK, 
for more), the current slowdown has led to distress-driven 
sales. Many of the UK assets have intrinsic value but  
have neglected to restructure.

“The crisis situation faced in the UKCS and  
the companies’ falling financial capacity and  
global standing have been forcing them 
to divest,” said the head of finance 
at a Norwegian corporate. “More 
than strategic sales, we would expect 
panic-driven divestments and these 
undervalued opportunities will attract 
the interests of the foreign acquirers.” 

Eastern promises
The Southeast Asian markets of 
Malaysia and Indonesia have been oil 
producers and exporters for a long 
time and offer experienced local 
partnerships. Singapore, besides having 
been a shipping and trading hub for the 
region, is further improving its position 
in Southeast Asia with new investments 
in storing liquid natural gas (LNG). 
“Southeast Asia will be mainly  
targeted based on governments 
supporting foreign investments and 

energy needs growing to a greater level,” said the CEO  
of a UK-based corporate.

Almost two thirds (59%) say Southeast Asia is an 
attractive target region, many citing pro-active and 
investor-friendly governments and well-established 
production facilities, especially in those countries with  
a stable economic and regulatory environment. The IEA  
projects 80% growth in energy demand between  
now and 2040, further adding to the long-term 
attractiveness of the region. 

If you combine distress with a market that already has a great deal of 
above ground risk, including concerns about compliance such as Africa, 
it is unlikely to be a propitious acquisition environment for international 
oilfield services companies. The appetite for local companies may not 
come from international services companies but rather from domestic 
ones looking to develop fully integrated oil businesses. This may be an 
opportunity to acquire home-grown oilfield services companies. However, 
local banks are very cash-strapped at the moment and they have to write 
off a lot of bad debt. There are a lot of write downs that are occurring 
which wasn’t the case in 2014. So instead there is an opportunity for cash-
rich domestic corporates and families. If you are a local Nigerian E&P or 
West African company with exposure to the oil sector and cash reserves, 
this may be an opportunity for you to acquire an oilfield services company. 

Akshai Fofaria, Partner,  
Pinsent Masons

African opportunities and challenges
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“Many of these traditional oil exporting countries, 
Indonesia, Malaysia and Thailand, are becoming oil 
importing countries. The whole industry is changing  
and that, coupled with emerging market risk, means it is 
a particularly interesting time for investments into the 
region,” explains John Yeap, partner at Pinsent Masons.

New discoveries in offshore areas have led to continuous 
improvements in subsea technology. Exploration has 
become more refined and deep-sea has now developed into 
ultra-deepsea projects, such as the Gumusut-Kapak off the 
coast of Sabah in Malaysia at 1,200m. This requires a high 
standard of skills in engineering and maintenance during 
production, and therefore large amounts of investments as 
well as a large fleet of local services operators. 

Recent deals include Japanese engineering company 
Chiyoda entering into a joint venture in September  
2015 with Ezra Holding’s Singapore-based subsea  
services business for $180m. The deal rationale is  
for Ezra to leverage on Chiyoda’s technical expertise  
and global supply chain management experience to 
enhance its engineering, procurement, construction  
and installation (EPCI) capabilities in delivering complex 
projects, ultimately lowering the cost of subsea 
development. At the same time, it will give Chiyoda access 
to new geographies and a new market segment. 

Capital efficiency for expensive deepwater offshore 
extraction is now more important as profit margins 
are squeezed. “One of the issues that will emerge in 
this market is that, as we move towards squeezing the 

last dollar out of the productivity of any field, we are 
going to see increases in technology and R&D – and the 
intellectual property issues that come with it,” warns 
Yeap. “So structuring your contract to protect those 
intellectual property rights will be fundamental. For 
example, in situations where people leave companies and 
move around. The labour force is generally quite mobile 
across frontiers in Asia.”
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Private equity (PE) appears ready to spread its wings and 
deploy money for the right asset – one which includes a 
management team with a strong track record for timely 
delivery and possibly a diverse portfolio. For firms that have  
a five- to seven-year strategy horizon, a downturn in oil 
prices is an opportunity to buy a distressed asset and 
implement a revised business plan until higher returns come 
back when the commodities cycle swings back to the upside. 

“PE companies are naturally going to buy for a capital 
uptick; they’re buying for different reasons than a corporate 
who may be looking to add capacity,” explains Akshai 
Fofaria, partner at Pinsent Masons. “What we have seen 
is that those PE firms which appear to have an appetite 
for the sector often have very active support from or are 
founded by oil and gas company management and experts. 
Technical capacity is very important for PE firms.”

PE preferences
After prospecting opportunities (24%), regulatory 
stability in a country is the most attractive draw for  
21% of the total respondent pool active in the oilfield 
services sector. Due to the timeframes of their 
investments, PE is more averse to political risk – hence 
they are more likely to invest in developed markets than 
their corporate counterparts.

Buyout firms are beginning to populate the 
buyer universe outside of North America, 
where it has already played a large role in 
growing shale and oil sands production 

TotalCorporate Private equity firm

In which region will companies see the most opportunity for 
acquisitions over the next three years?

US

 32%
 36%

 31%

Southeast Asia
 16%

 20%
 17%

Norway

 4%
 4%
 4%

Canada

 7%
 7%

Australia
 4%

 6%
 6%

Latin America
 6%

 12%
 8%

Sub-Saharan Africa

 6%
 6%

 8%

MENA

 7%

 8%
 4%

UK

 13%
 14%

 10%

Central Asia  (incl. Russia and Caspian Basin)

 2%
 2%
 2%

TotalCorporate Private equity firm

Which factors make a country most attractive to 
your company/ firm? 

Quality of existing infrastructure

16%
18%

15%

Favourable business environment

13%
18%

11%

Proven reserves

12%
14%

12%

Political stability

10%
8%

11%

Stable tax regime

2%
3%

Availability of skilled labour
2%

Location of customers
3%

2%

Stable regulatory framework
20%

19%
21%

Prospecting opportunities
26%

20%
24%

Breaking the differences down further, PE firms also 
emphasised a preference for the quality of existing 
infrastructure (18%) and are somewhat more likely to 
focus on countries with proven reserves (14%) compared 
to corporates (12%). This indicates that PE and corporates 
may not be chasing assets in the same geographies.

One emerging region which is considered attractive to 
PE and corporates alike is Latin America. The area has a 
wide variety of prospecting opportunities available and 
many countries are serious about reforming the energy 
sector. Peru has even gone as far as lowering the royalty 

percentage from 20% to 5% to attract investment.

In 2015, US-based PE firm KKR entered a joint venture 
with Monterra Energy to develop new projects and the 
acquisition of midstream assets and businesses in Mexico. 

“The quality of infrastructure is the most important factor 
as this facilitates production and distribution at low 
costs. A country with a high-tech infrastructure enables 
businesses to continuously innovate and develop new 
product lines,” says the partner of a UK-based PE firm who 
is looking to make acquisitions in Latin America.

For further analysis visit www.out-law.com/ahead-of-the-curve
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When it comes to corporate strategy, our survey 
shows that companies are focusing on core 
competencies rather than branching out. Here we 
explore the products and areas that companies are 
looking to acquire as well as the challenges that 
they face

Far from remaining passive in the current low-price environment, 
70% of respondents say they are actively considering an acquisition in 
the next 12 months. In addition, the majority of those respondents in 
the revenue bracket between $101m and $1bn+ say the drop in Brent 
crude has made them more acquisitive. For the $50m-100m revenue 
respondent pool, a significant 42% also agrees with this statement, 
with many taking advantage of attractive valuations.

The MD of a UK-based oilfield services company with a revenue 
range of $50-$100m says oil price fluctuations have made him more 
likely to make an acquisition and is considering acquisitions in the 
fabrication segment. “Exiting the low yielding markets is our main 

Strategic imperatives
Deal hungry
Nearly three-quarters (70%) 
of respondents are looking to 
make an acquisition in the next 
12 months. 

Offshore visions
Nearly half of respondents 
(47%) are focused on offshore/
subsea technology and 33% on 
rigs/drilling equipment.

Playing to your strengths
Respondents prefer to gain 
market share in existing 
geographies (66%) and improve 
their current strength areas with 
innovative R&D and technology 
(57%) rather than branch out 
into new lines of business.

Priming the pipeline
As the most important factor  
to consider in a potential target, 
the majority of respondents 
listed strong contract order 
book/project pipeline (43%).

Headlines

Are you considering making an acquisition in the 
next 12 months?

TotalCorporatePrivate equity firm

No

Yes
78%

67%
70%

22%
33%

30%
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rationale and we are targeting better markets that have a 
steady demand and production level,” he says.

While respondents were enthusiastic about dealmaking, 
their outlook on product and sector diversification 
remained conservative. Two-thirds of respondents who 
are focused on the offshore/subsea and technology  
sector said they are most likely to consider acquisitions 
in the same segment. The same was true for respondents 
most active in rigs and drilling equipment, where 70% 
said they are most interested in acquisitions in the same 
lines of business. 

“Most likely our corporate expansion plans will be to 
add-on new capabilities to our existing strengths and to 
improve our core offerings such as drilling, engineering 
and construction onshore and offshore. That way, 
we are infusing newer technologies and advanced 
methodologies that can deliver cost efficiency and 
better outputs,” says the director of finance of an Italian 
oilfield services company.

In which oilfield services segment are you most likely to 
consider an acquisition?
 Offshore/subsea technology and equipment

 Rigs/Drilling equipment

 Fully integrated business

 Well design, construction and intervention

 Software/data analytics

 Seismic/3D exploration technology

 Fluid/Waste/Water management business

 Fabrication business

 EOR technology

 Chemicals provider

 Ancillary services

 EPC(I) business

47%

33%

27%

26%

23%

19%

13%

11%

6%

6%

5%

3%

The fact that the majority of respondents (66%) say the 
likely aim of their next acquisition is going to be gaining 
market share in an existing geography points to businesses 
hoping to consolidate in a very competitive market that is 
under further stress from pressure on service prices.

But it also emphasises the importance oilfield services 
place on growth through technology, cited as the 
most important factor driving acquisitions by 57% of 
respondents. The oilfield services industry has not been 
immune to the disruptive potential of software and 
mobile applications. 

In which oilfield services segment are you most likely to 
 consider an acquisition?

Has oil price fluctuation made you more or less likely to 
consider acquisitions? (By revenue)Has oil price fluctuation made you more or less 

likely to consider acquisitions? (By revenue)

No impactMore likelyLess likely

Total

$20m-$100m

$101m-$1bn

$1bn+

19% 60% 21%

19%51%30%

44% 42% 14%

22%46%32%
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Chemicals & 
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services

Fabrication 
business

Fluid/Waste/ 
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management 
business
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Which is the most likely main driver for your next acquisition?

 Gain access to skilled labour

 Take advantage of distressed asset sales

 Enter a new geography

 Integrate a new part of the supply chain/parts manufacturer/vendor

 Bolt-on acquisition for existing services portfolio

 Expand services offering

 Accelerate access for new technology into the market

 Gain access to new technology

 Gain market share in an existing geography

66%

57%

52%

49%

42%

36%

34%

32%

25%

Which is the most likely main driver for your  
next acquisition?

 The heatchart (right) shows which oilfield services 
segments corporates and private equity firms are most 
likely to target in their next acquisition. 

We see that the majority of respondents are reluctant to 
acquire businesses outside of their core area of expertise. 
Instead executives say they are focused on gaining market 
share and new technology in existing lines of business.

Ac
qu

ire
r

Target
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Which of these factors will be most important in your next acquisition? 
(Please select the most important) 

TotalCorporate Private equity firm

Transparent corporate governance

Availability of skilled labour

Quality of intangible assets

Management team open to approach

Successful management team

Quality of tangible assets

Strong balance sheet

Political stability

Strong contracts order book/pipeline
47%

32%
43%

15%
8%

13%

11%
8%

10%

11%
16%

12%

6%
16%

8%

5%
16%

8%

3%

2%

1%
2%
2%

2%
2%

1%

£

£

Which factors are most likely to jeopardise a future deal? 
(Please select the most important)

Lack of availability of funding

Lack of skilled labour

Quality of management team

Weak corporate governance

Quality of assets

Attitude of management team (e.g. hostile)

Weak or unclear balance sheet

Political instability

Weak or unclear contracts order book/pipeline

Lack of transparency in tender/bidding environment

Delayed or denied regulatory approval
26%

14%
23%

18%
16%

18%

13%
18%

14%

11%
16%

12%

9%
10%

9%

9%
6%

8%

9%
8%
8%

1%
4%

2%

1%
4%

2%

3%
2%
2%

2%
2%
2%
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Robotics and automation have also been real game 
changers for subsea projects. In another deal in 2015, 
US-based subsea expert FMC Technologies and French 
energy engineering and construction company Technip 
launched Forsys subsea, a 50/50 joint venture aimed at 
conceptualising technology efficiencies early on in the 
front-end engineering and design stage to cut cost and 
join forces for R&D.

“Offshore technologies constitute our core offerings, so 
we will expand within the same segment and acquire new 
skills, technologies and R&D efficacies for broadening 
our growth prospects,” says the head of finance of a 
Norwegian offshore company.

Safe havens
When considering acquisitions, both corporates and PE 
firms are looking for businesses with a strong contract 
pipeline (47% and 32% respectively). However, PE firms 
also stated a preference for businesses with strong 
balance sheets and management with a track-record for 
delivering on time and on budget. 

When it comes to factors that are most likely to 
jeopardise future deals, delayed or denied regulatory 
approval features highest on the list of concerns overall.

This is exemplified by the number of megadeals in 
the industry which are undergoing lengthy antitrust 
examinations, such as Schlumberger’s $13.8bn bid for 
toolmaker Cameron International. Successful outcomes 
for these megamergers are likely to lend more confidence 

to dealmakers. At the time of printing, US oilfield 
services giant Halliburton’s $37.2bn acquisition of Baker 
Hughes is still pending approval in Brussels and the US. 
Competition rules will also determine the fallout of assets 
from the transaction and is likely to yield a fair amount of 
divestment, such as Halliburton’s fixed cutter and roller 
cone drill bits, directional drilling and logging-while-drilling/
measurement-while-drilling businesses, as well as the 
potential opening up of licensing for certain technologies.

Russian assets are also currently under regulatory  
watch as sanctions continue, undermining their 
ability to raise funds and do deals. The withdrawal of 
Schlumberger’s bid for Eurasia Drilling, due to delayed 
regulatory approval from Russian authorities, was 
followed by a management buyout proposition for less 
than half the bid price from Schlumberger. 

“Currently it is difficult to do business in other regions 
because of the international problems between our 
government and other countries,” says the director of 
finance of a Russia-based company. “The exchange rate 
difference has also made it expensive for us to do business 
abroad and we would not be able to raise the needed 
capital to fund our future ventures.”
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When it comes to raising finance for 
acquisitions, the majority of oilfield 
services companies are looking to  
cash reserves, despite the low-interest  
rate environment

Oilfield services companies have embarked upon 
programmes of redundancies, contractual renegotiations 
and financial restructurings. And 2015 is expected to 
have had 20% lower upstream investments than 2014, 
according to the IEA Executive Director Fatih Birol, which 
represents the highest drop in history.

Companies are factoring in ‘low for longer’, and cost-
restructuring will take place across the board to keep 
business going.

However, acquirers are still optimistic about the M&A 
environment in the industry, and our survey has found 
that the clear majority are ready to use cash reserves 
to get the right deal. Most (84%) respondents said they 
would finance their next deal with cash. For bargain 
hunters, cash payment adds leverage to price negotiations 
and avoids more complex ownership structures inherent 
in debt financing, which only 29% say they will turn to. 

“People’s attitude to debt in the last 18 to 24 months has 
become very cautious and that is very sensible. The fact 
that people are less likely to use debt and much more 
likely to tap into existing cash reserves is not surprising. 
It is just reflective of the prudent and cautious approach 

Raising and optimising capital
Cash is king 
The majority of respondents (84%) 
are planning to use cash reserves to 
make their next acquisition.

PE paying more? 
Private equity firms are looking for 
acquisitions in a higher asset price 
range than corporates.

Avoiding the markets 
The majority of respondents are 
reluctant to turn to public markets 
for financing (54%).

Reaction time
More than half (52%) of private 
equity firms have initiated 
restructuring and downsizing as a 
response to the drop in oil prices. 
Meanwhile, 42% of corporates 
have enhanced spending on R&D to 
maximise technology efficiency.

Price rises?
Almost half (46%) of respondents 
are factoring an oil price range  
of $60-70/bpd into their mid- 
term strategy.

Headlines

For further analysis visit www.out-law.com/ahead-of-the-curve
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that people are taking to running their businesses,” says 
Rosalie Chadwick.

The head of strategy of a UK-based company echoes this 
view. “We will finance our next acquisition completely 
through cash reserves as we have an adequate balance to 
target a smaller business,” he says. “This will strengthen 
our core with their capabilities and enlarge our product 
and service portfolio.” 

Banking on the banks
In addition to their own cash reserves, 58% of 
respondents list bank funding as the most likely source 
of financing, with many citing favourable interest rates. 
Respondents were confident about their ability to take  
out bank loans despite the sector’s high capital 
requirements and many businesses already being 
overleveraged with debt. 

Many respondents cite a mix of cash reserves and bank 
loans as the preferred method to strike a bargain. “We will 
finance our acquisition through a mix of cash reserves and 
bank funding to retain the level of liquidity within our firm 
and to be less burdened in the future to generate the cash 
reserves again,” says the director of finance of an Italian 
oilfield services firm.

Pinsent Masons’ David McEwing feels that support from 
the banking community is strong. “The banks are looking 
to help companies. They don’t want to push them into 
administration. They’re looking at things earlier, for 
example pre-covenant breaches, so there maybe is a bit 

People’s attitude 
to debt in the last 

18 to 24 months 
has become very 

cautious and that is 
very sensible.

Rosalie Chadwick  
Partner,  

Pinsent Masons

How are you most likely to finance your next acquisition? 
(Please select all that apply)

 Public markets (including IPO)

 Family offices

 Asset-based lending financing

 Debt markets

 Private equity investment

 Bank funding

 Cash reserves
84%

58%

30%

29%

14%

3%

1%

Which of the following would be the least attractive 
means of financing your next acquisition? 
(Please select the most important)

Cash reserves

Private equity investment

Family offices

Bank funding

Debt markets

Asset-based lending financing

Public markets (including IPO)
54%

15%

12%

6%

6%

6%

1%
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of pressure but they try and catch it earlier before funding 
becomes stressed and then distressed.”

The funding road least travelled
Public markets and equity financing remains largely 
unattractive for sector players who are trying to avoid 
shareholder pressures, and many respondents cite it as a 
last resort measure.

“We cannot expect support from every person that invests 
in us as some may be focusing on financial gains in the 
short term which cannot be assured considering the current 
conditions,” says the CEO of a UK firm. “Choosing the 
wrong investor could also land us in trouble if they pursue 
activist intentions. That kind of pressure could result in 
prolonging the recovery from the slump.” 

Getting into shape
In this changing industry landscape, a clear strategy will 
be key to remaining competitive and coming out on top 
of the commodity cycle. This will require action on many 
fronts. While corporates are concentrating on maximising 
efficiencies through technology and by increasing R&D 
spending (50%), the majority of PE respondents have 
begun to restructure and downsize operational costs. PE 
investors as a whole are already used to concentrating 
on cost control and portfolio efficiency, but may have to 
calculate a longer game to retrieve investments.

One UK-based partner says his PE firm has restructured 
a few of its companies’ operations and management and 
conducted layoffs. “We are diversifying our service lines 

$10m-$25m

$26m-$49m

$50m-$100m

$101-$500m

$500m+

What type of asset size are you most likely to acquire?

TotalCorporatePrivate equity firm

54%

46%
28%

32%

2%
2%

37%

7%
6%

28%

25%
32%

Have you initiated any of the following processes as a response 
to a low oil price environment? 

TotalCorporatePrivate equity firm

Mothballing equipment

Refinancing debt

Divestment of non-core assets

Diversification of service lines

Enhanced spending on R&D to maximise technology efficiency

Restructuring/downsizing operational costs
52%

21%
29%

22%
50%

42%

10%
15%

14%

14%
6%

8%

2%
7%

5%

1%
1%

What type of asset size are you most likely to acquire?
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and refinancing our debts to keep our operations running 
and investors happy,” he says.

On the other hand, considering that natural resources 
businesses rely on long lead investment cycles, many 
players are not willing to let go of business units – often 
family-owned or home-grown businesses – and are 
seeking to renew loans and restructure debt to remain 
above water, hoping for better days. One director of 
finance at a US corporate notes: “We have reduced and 
started downsizing our operations to reduce costs.  
We have also started refinancing our old debts.” 

Judgement call
Nevertheless, many respondents are factoring in a 
new price range of Brent crude oil into their mid-term 
strategies. Close to half of respondents’ (46%) medium-
term strategy centres around a price forecast of $60-70/
bpd, followed by 37% expecting $70-80/bpd. 

With the further slide at the start of 2016 it is likely that 
many will have revisited their plans with an even lower 
oil price deck – none of those surveyed envisaged an 
industry where sub $40/bpd oil would be the norm over 
the next five years. Many respondents say the bellwether 
for services costs is the price of oil and hence they have 
aligned their services prices to a perceived industry 
standard to remain competitive.

“When the prices of oil started falling, we entered spot 
contracts to hedge against any potential losses we could 
face. We also reduced our prices and started improving 

operations in regions that were cheaper for us to operate 
in,” says the CFO of a Norwegian company.

A UK-based corporate director of strategy, who reckons 
his company has experienced a moderate impact from 
the drop in prices, believes that the most effective and 
accurate step to tackle the challenge is to downsize 
operational scale to focus on core areas and to refinance 
debt. “Our strategies for the mid-term are centred on 
the Brent price range of $40-$50 and we are aligning 
ourselves with industry standards so that we can be  
more prepared or equipped to tackle volatilities in the 
future,” he adds.

Among those that pegged their mid-term strategy to a 
price between $80 and $90/bpd, the group head of M&A 
for an Aberdeen-based oilfield services group says, “We 
have cut our costs but the price of oil is going to come 
back. It always does.”

Which barrel of oil per day (bpd/ Brent) price range does your 
medium-term (up to 5 years ahead) strategy centre on?

$40-50

$50-60

$60-70

$70-80

$80-90

6%

37%

46%

9%

2%
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Banks rein in finance for oilfield 
services companies
Heightened regulatory pressure and the falling oil price means banks are less 
willing to lend to the oilfield services sector 

results, and banks have reined in lending across the whole 
industry chain accordingly.

“Prices fell so dramatically and no one expected such 
a sharp fall,” says one banker specialising in the oil 
sector. “The oilfield services companies are completely 
dependent on the capital spending budgets of exploration 
and production companies.”

That is not to say the banks are withdrawing from the 
sector altogether – some are keen to capitalise on the 
valuation opportunities that lower prices are creating, 
with analysts predicting an upswing in M&A. Investment 
bank Piper Jaffray’s $139m purchase of boutique energy 
bank Simmons & Co in November is one example of how 
banks are positioning themselves to take advantage of 
increased dealmaking. 

Nevertheless, the banks are acutely aware of the 
increased unpredictability of oilfield services companies’ 
revenues. Their customers have already slashed  
spending programmes in response to lower oil prices, 
demanding tighter margins from suppliers or pulling 
investment altogether, and are expected to continue  
to do so during 2016, with little prospect of an oil price 
recovery to come.

PERSPECTIVE

Oilfield services companies are accustomed to trading 
in a fiercely competitive marketplace, but a new 
challenge is now emerging. For companies that must 
make substantial investments in machinery and new 
technology, securing the capital necessary to finance this 
expenditure is becoming increasingly difficult – at least 
from traditional sources. Capital for M&A transactions is 
equally tough to secure.

Even before the oil price collapse of the past 18 months, 
the regulatory regime imposed on the banks following 
the financial crisis had made it more challenging to lend 
to the capital-intensive oil and gas sector. The Basel III 
capital standards forced banks to introduce tighter lending 
conditions, reducing their appetite for investment in 
areas considered more risky. While large, international oil 
producers’ access to credit is undiminished, for small and 
medium-sized firms, as well as suppliers including oilfield 
services companies, lending has become tougher to secure.

The tumbling oil price – the cost of a barrel of oil more 
than halved between June 2014 and November 2015 – has 
made a difficult situation even harder. Bank lending to 
the sector is predicated on regular assessments of proved 
reserves known as redeterminations. As the oil price 
has fallen, these calculations have produced ever lower 
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Most banks do not see the current price of oil – around $30 
a barrel in January 2016 – as a safe environment in which to 
lend. In our research, seven in 10 banks said they wouldn’t be 
comfortable lending with the price below the $60-$70 range.

Those that are prepared to extend finance are 
predominantly focusing on larger transactions with  
bigger firms – 40% of respondents favoured a focus on 
deals worth $200m or more. As one bank’s managing 
director for oil and gas puts it: “In the higher segment of 
the market for deals above $200m, the participants would 
mostly be global players that have a diversified portfolio 
and risk-adjusted structure.” 

There are exceptions. Another banking MD says: “Small 
deal values are most attractive as there is plenty of scope 
to realign the business activity and to get it to higher 
performing levels.”

Certain geographies will also be more popular with banks. 
The US and Canada, where production continues and where 
the banking sector has greater reach, will continue to 
lead growth. The Middle East, increasingly looking to new 
technologies as even its low-cost production comes under 
margin pressure, is opening up to overseas oilfield services 
companies that will need finance to take advantage. The 
UK, should it resolve its political and regulatory issues with 
shale production, is another area of potential interest to 
oilfield services companies and their creditors.

For the most part, however, smaller oilfield services 
companies engaged in lower value transactions – or 

seeking capital for other reasons – are likely to find banks 
less willing to lend.

That will require many firms to be more imaginative 
about their financing. Discussions with lenders about 
restructuring of debt obligations will need to be held at 
an early stage and firms may have to make compromises 
– such as agreeing to ‘amend and extend’ arrangements 
that prolong maturity periods in return for better terms 
for creditors.

Many oilfield services firms will also need to look 
beyond the banks for funding. While cash reserves will 
be important to many companies, the debt markets 
are likely to play an increasing role for borrowers large 
enough to command bond investors’ confidence. 

Private equity will have a role to play, too, as investors 
look for opportunities created by falling oil prices. For 
example, The Carlyle Group raised $2.5bn for its first 
ever energy fund earlier this year, with oilfield services 
companies slated as potential investments.

The banks, in the meantime, can be expected to  
continue to play it safe while the oil price remains  
so low. As one banker puts it: “We prefer to work  
with sector leaders who are fundamentally strong  
and have a positive outlook – their diversified footprints 
and strong portfolios, coupled with their superior 
operational and financial management, will enable  
them to withstand headwinds better than the  
smaller players.”
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Jon Clark, EY

“This is going to be a difficult year”

What do you think the next 12 months holds for the 
oilfield services sector globally?  
 
Last year was tough but many companies had the benefit of 
strong order books as well as some opportunities to cut costs 
in areas that were relatively easy to manage. Now, many 
companies in the supply chain don’t have the benefit of good 
order books and can’t achieve incremental cost savings. 
We are going to see distress and I expect it to be focused 
on capital-intensive and exploration-focused areas such as 
seismic, subsea, drilling and offshore support vessels. For 
companies with strong balance sheets, the distress is likely 
to create opportunities, and I suspect those companies with 
weaker balance sheets will be working very hard with both 
their customers and their capital providers to make sure that 
they are still here next year. Consolidation has clearly started 
among the biggest OFS companies and is likely to continue 
into 2017. Make no mistake, this is going to be a difficult year. 

How can corporates weather the storm and what are 
the strategic ways they can hedge against this? 
 
As this research indicates, companies with strong balance 
sheets and a strong customer base could use this as a 

time of opportunity to expand their product range and 
expand their geographical coverage by buying companies. 
Companies with weaker balance sheets or who are reliant 
on a small number of customers who may also be going 
through challenges, will be focused quite extensively 
on cost discipline and managing their relationship with 
providers of capital and may even pursue defensive 
consolidation type transactions. The more distressed 
companies will be typically SMEs that are reliant on a 
small number of products, a small number of customers, 
or a small number of geographies, so more vulnerable to 
shocks with one or two customers or one or two projects.

Do you think that a lot of companies will be  
looking to acquire technology rather than invest in 
in-house R&D?

In the long term, technology can allow companies to 
do things more efficiently and give a real competitive 
advantage. But right now, companies’ focus on costs 
probably means that they are not going to allocate more 
capital towards R&D in-house. If you have a competitor 
who has a neat piece of technology, now may be a good 
time to make an opportunistic proposal to buy it.

Jon Clark, a Partner and EMEIA Leader Oil & Gas Transaction Advisory Services at EY, has 
focused exclusively on the oil and gas sector since 2000, spending several years in Calgary, 
Canada, supporting the development of EY’s international oil and gas corporate finance 
capability. Here, he gives his perspective on the oilfield services environment globally.

PERSPECTIVE
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Where do you think we’ll see a lot of the  
targets emerging?

We will see some consolidation of companies trying 
to aggregate capabilities and broaden customer 
relationships rather than necessarily targeting a regionally 
specific play. Buyers are likely to be the larger oilfield 
services companies with strong balance sheets and the 
opportunity to expand their product range. We should 
also expect more vertical integration transactions as 
companies focus on increasing efficiencies along the 
supply chain.

The challenge will be access to finance. While there is 
quite a bit of capital out there targeting the oil & gas 
sector, it has not been deployed yet amidst the uncertain 
sector outlook. 2016 may be the year when greater 
transaction consensus crystallises this capital to flow. 
Nonetheless, consolidation-type deals may well happen 
here in Europe and not necessarily require a lot of cash to 
change hands.

Do you think there was a buyer/seller valuation gap in 
2015 and will we see more alignment of that over the 
coming year?

Most people probably view that, at the right price, most 
businesses are for sale. The challenge is working out what 
that price is. In the oilfield services sector you see more 
multiple type valuations and the challenge is not so much 
agreeing on a multiple but agreeing what you are going 
to multiply it by. Getting visibility on what the long-term 

performance or long-run potential of a business is, while 
the oil price is falling and order books and margins are 
under pressure, was very difficult for both buyers and 
sellers through 2015. 

One of the difficulties has been that buyers with capital 
who are looking at distressed businesses believe we 
haven’t reached the bottom yet and that’s certainly been 
the case in 2015. Meanwhile, potential sellers had not, 
and probably still haven’t, fully appreciated what the 
impact of their customers’ challenges is going to be on 
their business in terms of margins and volumes. 

The gap still persists but I think we’re going to see more 
alignment in 2016 because there will be a longer history, 
2015 and part of 2016, to see what the impact of the 
price fall has been. The element of distress is also going 
to necessitate buyers and sellers reaching an agreement. 
Buyers have been prepared to wait because they are of 
the view that things will get cheaper. As we go into 2016 
there’s more of a consensus that although prices are going 
to stay lower for longer, we are nearer the bottom in 
terms of valuations. That mindset change is going to make 
a big difference towards the volume of deals. 

How is the fundraising environment developing 
compared to the previous year?

I think banks are prepared to lend to the oilfield services 
sector. Banks have the same concerns as everyone else 
in terms of what the future looks like and how potential 
borrowers give banks visibility on their cash flows.  

A lot of the decision comes down to the quality of 
products and customers, and forming a view on the 
certainty of future performance. Maybe banks are  
finding it harder to fund capital and early-stage type 
operations because they are surrounded by more 
uncertainty, such as for example future seismic activity. 
It does come down to picking the right segment 
within the oilfield services sector and being able to 
demonstrate how robust the projections are which 
companies want to borrow against. That probably is no 
different from how it has been in the past. I would just 
say that oil & gas is a sector that’s coming under more 
scrutiny within banks, particularly as credits within 
certain segments are not performing strongly within 
banks’ lending books. 

Do you have any advice for companies that are 
looking to position themselves for eventual 
takeovers?

Be prepared to be broad in terms of where you think the 
capital is going to come from because it might not be 
coming from traditional sources. Do as much as you can 
to demonstrate that your projections for your business 
are realistic and robust. You don’t necessarily just talk 
to your biggest few competitors. It might be people in 
other parts of the sector, it might be financial investors 
from other parts of the world, it might be specialist debt 
investors who come and help recapitalise a company. 
It’s all about being creative and being broad and not just 
thinking that the likely buyer is a sort of similar minded 
but slightly bigger oilfield services company.
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Axel R. Gustavsen, 
Aker Solutions ASA

“Sellers will have to lower their expectations”

Aker Solutions is a global business with operations 
around the world. Has the decline in oil price led to 
more pronounced issues in some markets than others?

We have felt the downturn across every market. However, 
in Norway it started even before the oil price started falling, 
because of cut backs in the maintenance modifications area. 
That started in 2014 as a consequence of the oil companies’ 
cost level challenges, sometime before the oil price started 
to fall. These cost reductions and the oil price decline have 
had a compound effect on the market. 

We see opportunities, but we also see a lot of 
postponements and delays, which sometimes result in 
cancellations of projects. That is often worse than just 
straight-forward cancellations, because you are carrying 
tender costs and then you don’t get the work in the end. 
Right now I don’t think we see major differences between 
the geographical areas, it is challenging all over.

What kind of technology and efficiencies do oilfield 
services companies with North Sea expertise have to 
offer to offshore operations elsewhere in the world?

The harsh, deep water environment has been one of our 
selling points. The North Sea environment has maybe had 
a high-tech dimension compared to, for example, shallow 
water wellhead platforms or onshore drilling. Working with 
our customer, Statoil, we have just recently completed 
the Asgard Subsea Compression Project which is a type 
of technology that we believe will be useful elsewhere. 
Staying competitive and focusing on core offerings is 
important going forward, and so is development that might 
drive costs and risk down. 

What type of efficiencies have you put in place to deal 
with the down cycle?

We were lucky enough to have a healthy order book, 
especially on the subsea side, where we have had some 
large contract awards in Africa, and engineering with 
some major contracts in the North Sea. However, we are 
refocusing the company, as I think is the case for most of 
the players in the industry. We’re driving LEAN initiatives 
across the company. There are several programmes 
for addressing costs on the supply chain side and 
renegotiations with clients too.

Oslo-based Aker Solutions ASA provides oilfield products, systems and services worldwide 
for customers in the oil and gas industry. The company, founded in 1841, now has bases in 
more than 20 countries around the world and operations globally. Here, we speak to Axel R. 
Gustavsen, Senior Vice President and Chief Legal Counsel, about how the shifting oil price 
has affected his outlook

PERSPECTIVE



Pinsent Masons Ahead of the curve: Challenge and opportunity in the global oilfield services industry 

35

Perspective

The results from our survey show 96% of respondents 
are confident about a UKCS recovery. Many of them 
say it will happen within the next five years. Do you 
find that surprising and do you agree with the 96% of 
the respondents – and if so, why?

It depends on what you mean by a “recovery” because I 
think UKCS is very mature when it comes to greenfield 
opportunities. So in terms of recovery to production 
levels and even upwards, I’m maybe a little hesitant to 
say. However strong offerings in the service segment, 
life of field extensions and decommissioning will bring 
opportunities. I am not sure that it will rebound to the 
levels that we saw in 2012-2014.

There are many ways to understand recovery. I think you’ll 
see a recovery in the oil price, you’ll see a recovery just in 
profitability, or you’ll see a recovery in profitability because 
demand will come back which – combined with efficiencies 
in the industry – will mean a recovery in profitability. 

Are you looking to enter new geographical areas 
through M&A or JVs and if so, where, which type of 
companies and why?

We continuously evaluate M&A opportunities. I wouldn’t 
describe us as aggressive in that area. We do JVs as a part 
of our entry into new markets where we have already 
found a lead for business there. We don’t normally enter 
through a JV. We find opportunities, we follow leads and 
clients to new countries and then we set up JVs or acquire 
companies as we need to. 

When you made acquisitions in the past, what sort of 
challenges have you encountered in integrating them?

With a few acquisitions we have made, the challenge 
is that they have been run as smaller with a sense of 
independence and ways of operating and a desire to keep 
doing it that way. The question is whether integration 
will destroy value by changing the culture and changing 
the ways of operation. I think that we’ve had a few 
acquisitions with strong founders, regional start-ups and 
it has been difficult to integrate them fully.

You need to pay attention and you need to dedicate 
resources and management attention to the whole thing, 
which is easy to say but it is harder to actually do. It takes a 
lot more time and energy than one might expect, and having 
a really dedicated management to ensure integration. 

In 2015, many perceived sellers’ high price 
expectations to be a deterrent to doing deals, do you 
agree with this analysis and do you think sellers will 
lower their expectations over the coming months as a 
low for longer consensus settles in?

Yes to both. We have experienced a strong increase 
in M&A opportunities being pitched to us. Especially 
from a lot of the smaller companies and family-owned 
companies that need a safe harbour at this time. The lack 
of strategic fit has been the main reason for not chasing 
most of them to date. But as with any downturn, I think 
that that there is still a gap between sellers and buyers 
expectations. I think sellers will simply have to lower 

their expectations. We’ve seen sellers in the market more 
willing to do that, and we will see a lot of sellers who have 
no choice but to sell going forward. That will definitely 
drive prices and expectations down.

What are currently the most pressing regulatory 
challenges in doing cross border M&A and how can 
those be overcome?

We haven’t done a lot of M&A in less developed countries, 
however we have JVs in certain areas where the host 
countries have low levels of regulatory development, and 
cumbersome and bureaucratic processes. 

Why do so many market participants believe M&A will 
increase significantly in 2016, and in your view, where 
is the oilfield services sector heading in 2016?

I also believe that to be the case. It will be driven by 
the market going forward. We have obviously seen a 
lot of big plays already. Consolidation will be necessary 
moving forward.
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Industry is adjusting to new realities. International expansion, 
technology acquisition and consolidation are set to play a key role 
in positioning oilfield services businesses for the upswing

While no amount of crystal ball gazing will show how 
or when the oil price will rebound, there is consensus 
that the current level of uncertainty is having a 
transformative impact on the industry. 

Cost pressures and decreasing cash flows will most 
certainly lead to distressed situations and divestments. 
Though there will be opportunism, savvy operators 
will build their strategy with a long-term view which 
recognises the inherent uncertainty of commodities. 

For sellers that means deciding on which core functions 
to focus on in the long term. Buyers, meanwhile, will 
likely seek to optimise capital structures to free up 
cash for acquisitions, giving them an advantage in a 
competitive bidding environment.

Much of the dealmaking activity in future will be driven 
by cross-border deals. Lengthy regulatory approvals 
for M&A serve as a lesson for those attempting to 
become more dominant in their markets by buying 
up competitors. Being prepared for, and aware of, 
compliance requirements in new or less familiar 
jurisdictions can speed up completions, in particular  
for cross-border transactions.

Technology acquisition will also be a fundamental 
driver. If finding the right deals is the ‘easy’ part in a 
dynamic environment, industry participants need to 
be mindful that successfully safeguarding intellectual 
property post-completion is the hard part. This will 
be key to delivering value from acquisitions. This is 
especially true in regions with lower legal enforcement 
standards and fluid labour movements. In geographies 
where attitudes to regulation and its enforcement are 
ambiguous, protecting one’s investment is an art more 
so than a science.

The opportunity is out there, but in business, as in life, 
seizing it will be about good luck, good judgement and 
good counsel.

Conclusion

For further analysis visit www.out-law.com/ahead-of-the-curve
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About

About Mergermarket

Mergermarket is an unparalleled, independent mergers & acquisitions (M&A) proprietary 
intelligence tool. Unlike any other service of its kind. Mergermarket provides a complete 
overview of the M&A market by offering both a forward-looking intelligence database 
and a historical deals database, achieving real revenues for Mergermarket clients. 

For more information please contact:
Robert Imonikhe 
Publisher 
Mergermarket Group
Tel: +44 (0)20 3741 1076 
Email: Robert.Imonikhe@mergermarket.com

Remark, the events and publications arm of the Mergermarket Group, offers a range of 
publishing, research and events services that enable clients to enhance their own profile, 
and to develop new business opportunities with their target audience. 

To find out more please visit www.mergermarket.com/remark  
or www.mergermarket.com/events
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Total 
on the £585m sale 
to North Sea Mid-

stream Partners of its 
entire interests in the 
FUKA and SIRGE gas 
pipelines and the St 

Fergus Terminal.

Dangote 
on the development 

of Africa’s biggest 
petroleum refinery 
and petrochemical 

plant.

Aker Solutions 
on the £75m acqui-

sition of Enovate 
Systems Limited, a 
leading technology 

company within 
subsea well control 

equipment.

EnQuest plc 
on US$249m up-

stream acquisition 
of producing and 

non-producing oil & 
gas assets offshore 
Tunisia, from Swe-
den’s PA Resources.

Gazpromneft 
on its acquisition of 
upstream assets in 
Kurdistan Iraq and 
on its negotiation 

of a Production 
Sharing Contract in 

Kurdistan.

Valiant Petroleum 
Plc 

on its strategic 
review culminating in 
its £203m takeover 

by Ithaca Energy Inc. 

Reliance Industries 
Limited

on the development 
of its KGD6 gas field, 
located off the East 
Coast of India, once 
the largest discovery 
of gas in the world.

Falkland Oil & Gas 
Limited  

on its £163m merger 
with Rockhopper 
Exploration PLC.

Cairn Energy 
on their new 

US$575m reserves 
based facility 
to finance the 

development of  
their interest in  
the Catcher and 

Kraken fields.

Dana Petroleum 
on the US$1.5bn 
refinancing by a 

group of banks led 
by BNP Paribas and 

Commonwealth Bank 
of Australia.

Bluewater Energy 
LLP

on the establishment 
of US$500m Siccar 

Point Energy Limited 
alongside Blackstone.

ONGC Mittal 
Energy Limited

on the acquisition of 
petroleum interests in 
deep water blocks 212 
and 209 offshore Ni-
geria, including advice 

on PSCs and JOAs.

Aker Solutions ASA
 on all the UK aspects 
of its £2.4bn demerg-
er to form two inde-
pendent companies 
(Aker Solutions ASA 

and Akastor ASA) 
each quoted on the 

Oslo Stock Exchange.

ONGC Videsh 
Limited 

on the acquisition of 
petroleum interests 

offshore Egypt. 

Zoltav Resources Inc 
on its £105m 

acquisition via a 
reverse takeover of 

Royal Atlantic Energy 
(Cyprus) Limited and 
£38.5m related fund-
raising and re-admis-

sion to AIM.

Ithaca Energy 
on its US$610m RBL 

and US$100m Corpo-
rate facility arranged 
by BNP Paribas and 

Scotiabank.

Bridge Energy ASA
 on various UKCS 
and Norwegian 

acquisitions and its 
£103m sale to Spike 

Exploration.

North American 
listed independent 

on its proposed 
acquisition of certain 
UKCS and Norwegian 
assets within Statoil’s 
North Sea portfolio 

(sold to OMV for 
US$2.65bn).

Pinsent Masons’ recent experience includes advising: 
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