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The chief executive of Oil & Gas UK, Diedre Michie, has warned that the combination of COVID-19
and the latest oil price collapse, “coming so soon after one of the worst downturns in our history”,

has left the UK oil industry “in a paper-thin position”.

The fall in the oil price has required oil and gas companies operating in the North Sea to announce significant reductions in their
exploration and production expenditure. These actions are necessary to maintain cash flows in the short term and ensure the
viability of the business in the long term. However, they will also have a negative effect on oil companies’ supply chains, which

have barely recovered from the previous downturn.

We are already seeing a decreasing rate of utilisation in the offshore supply vessel (OSV) market, with many owners approaching
their creditors for yet another round of restructurings. While the OSV market is often “first in line” to take the brunt of any
downturn in the offshore sector, there is no question that drilling contractors are also looking anxiously at their backlog with
many already anticipating a requirement to review their financing arrangements. New technological advances and industry
practices are also accelerating the obsolescence of various types of floating units — from drilling rigs and ships to floating

accommodation units.

But the main concern that many market commentators are voicing in this current
"A scheme of downturn is that prior to the previous collapse of 2015/16 many service providers
arrangement offers a had been enjoying largely positive income flows — with oil prices being sufficiently
process th rough high to allow them to make significant profits in an industry that was (arguably)
which a company’s already structurally oversupplied at the time. And yet even with this backdrop and
debts can be the reasonable levels of liquidity achieved during this period, when the collapse
restructured and came many contractors had to seek Chapter 11 protection or strike deals with their
dissenting creditors creditors.

crammed down."
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For the contractors that did survive the last downturn (and many did not) — whether their survival was achieved by way of

refinancing or restructuring, or simply by sound financial management over previous years — the prevailing feeling has been that
large swathes of the offshore sector have remained over-supplied, with contractors holding on to the hope (perhaps rather than
the expectation) that the market would at some point recover releasing them from their own financial lockdown. Unfortunately,

COVID-19 and the latest oil price collapse has seen many offshore contractors having to retire back to their drawing boards.

One lesson learnt from the last downturn is that, for all its advantages, Chapter 11 is by no means the only, or always the most
suitable, option for restructuring especially in the offshore sector. Other alternatives exist that are less expensive and that may
also be better at preserving value for creditors and the company. One such alternative that has been used successfully in a
number of cases is the scheme of arrangement, which is a restructuring process available under the UK Companies Act through
which a company can propose a compromise or arrangement with its creditors. Schemes of arrangement are also part of the law
in jurisdictions whose legal systems derive from English law, such as Singapore, Hong Kong, Bermuda and the Cayman Islands.

Schemes are more streamlined and flexible than Chapter 11, while also offering a mechanism with extraterritorial reach.

Whilst a scheme of arrangement does not normally involve an insolvency moratorium (although the Singapore variant can
include this feature), it does offer a process through which a company’s debts can be restructured and dissenting creditors
crammed down. Bibby Offshore (through a UK scheme) and Ocean Rig (through a Cayman scheme) showed how this process can
be utilised in conjunction with other restructuring tools (such as centre of main interest (COMI) shifts and Chapter 15
recognition) to effectively restructure debt governed by New York law and of companies incorporated in jurisdictions other than

the jurisdiction of the scheme itself.

Inevitably the long-term goal must be that whatever pain the industry has to endure now must give rise to a sustainable and
competitive, but still profitable, market place. Unfortunately, as it has proven in the past, the offshore market suffers the same
vagaries as any other maritime sector — with a boom bust and back again cycle and the inevitably painful penchant for

oversupply that this can bring.
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DISCLAIMER

Watson Farley & Williams is a sector specialist international law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide practical, commercially focussed advice to our clients around the world.
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All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated entities. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualification in WFW
Affiliated Entities. A list of members of Watson Farley & Williams LLP and their professional qualifications is open to inspection on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number 0C312252. It is authorised and regulated by
the Solicitors Regulation Authority and its members are solicitors or registered foreign lawyers.

The information provided in this publication (the “Information”) is for general and illustrative purposes only and it is not intended to provide advice whether that
advice is financial, legal, accounting, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Information provided is accurate at the time of publication, no representation or warranty, express or implied, is made as to the accuracy, timeliness,
completeness, validity or currency of the Information and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permitted by law, WFW shall not be liable for indirect or consequential loss or damage, including without limitation any loss or damage
whatsoever arising from any use of this publication or the Information.

This publication constitutes attorney advertising.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK | T:+44 207814 8000 | F:+442078148141/2 3



