
DW (Debtwire): How are Canadian oil sands producers 
positioning themselves to survive the global commodity 
downturn given the technical and operational difficulties  
that arise from production cuts?

DB: We’re seeing a lot of people start to focus on a mid- to long-
term strategy. People have been preoccupied with short-term 
focus in terms of dealing with the immediate crisis, and there 
hasn’t been as much longer-term thinking about how to deal with 
it. I think the short-term solutions that people have turned to are 
largely five-fold. They’re suspending their E&P activities, including 
new wells. They’re looking to capital expenditure and budget cuts, 
and in some cases they’re looking to shut in existing wells and 
decrease production — sometimes in part and sometimes going 
entirely dormant. They’ve been looking at layoffs and there have 
certainly been significant rounds of layoffs that have occurred.  
I don’t think we’ve seen the end of that. And they’ve been looking 
at non-core asset sales.

For some companies, the selling of non-core assets hasn’t been 
viable or hasn’t generated sufficient proceeds. Going forward,  
I think we’re increasingly going to see people having to sell what 
buyers might call the better assets.

MI: To that, we’re also seeing a lot of oil companies primarily 
focused on cash conservation and on restructuring their balance 
sheet to cut interest expense and enhance their liquidity, hoping 

Falling oil prices have hit Canadian oil firms hard in the last year, with many 
struggling to keep their heads above water. However, innovative financing 
methods, greater understanding by both lenders and regulators, and more  
long-term focus are providing hope that the future will be brighter.
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to kick the can down the road until oil prices improve. As David 
mentioned, cutting capex is another option to preserve cash  
and some companies are reducing the number of wells they  
have to drill to a minimum. Everywhere across the board there  
are cost cuts.  Also there have been asset sale discussions to  
free up capital, which are done more to keep revolver lenders 
happy as proceeds from the sale are used to reduce borrowings 
under the revolving credit facility.

The oil price decline has been levelling off recently, giving some 
companies a bit of a breather — or, at least, the banks feel a bit 
more confident rather than just pushing companies to the brink. 
We also haven’t seen Canadian producers shutting in production 
completely, just because it is so hard and costly to restart it. We’re 
talking here about highly engineered reservoirs, and since a lot of 
companies are using the steam-assisted gravity drainage drilling 
technique to extract heavy oil it is paramount to keep that oil and 
steam flowing through the system. 

DW: Do distressed Canadian energy companies present an 
attractive investment? Given capital structures are typically 
not as extensive in Canada as they are in the US, how can 
US distressed investors get into opportunities in Canada?

MI: There’s no lack of interest in Canadian distressed energy 
companies. The Canadian high-yield bond market is not as 
liquid as the one in the US. We might not see that many loans 
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that are being marked to market or banks liquidating their 
positions so that distressed debt hedge funds, eyeing the 
fulcrum security, could step in and amass a position that’s  
big enough to offer them a seat at the negotiating table.  
Most recently GSO and Apollo, bondholders of Calgary-based 
Lightstream Resources, pushed for a distressed debt exchange 
and leapfrogged higher into the capital structure by exchanging 
their unsecured bonds into secured debt. That happened last 
year and at that time it seemed a really smart trade. A lot of oil 
companies here in the US executed similar uptiering transaction 
and they moved bondholders up in the capital structure while 
also extending maturities and raising some cash. But as oil 
prices continued to plunge these life-saving transactions  
proved futile and some of the companies that were involved  
in distressed debt exchanges are now fully drawing down  
their revolvers and preparing to file for bankruptcy.

A lot of investors got burnt in these trades and some market 
participants, depending on their risk appetite, are more selective 
with their oil and gas investments. I talked to some PMs that are 
looking now at Canadian companies that have low-cost assets, 
good liquidity, but are getting tossed into the same bucket 
as the more distressed energy names. They mentioned that 
MEG Energy could offer the best leverage to higher oil prices. 
Nevertheless, bonds backing the better-positioned companies  
to withstand the downturn have already rallied. For example 
MEG’s bonds are now in the 50s and they were in the 30s  
a couple of weeks ago, so investors seized up the opportunity 
when oil prices were quite low. Cenovus Energy has high-quality 
reserves in Northern Alberta and they have a large cash position 
as well. And while production is not profitable at today’s prices, 
people are looking at companies that are also diversified. 
For example, Cenovus has two refineries, so you can reduce 
exposure to the volatile oil prices.

DB: We’re certainly seeing an uptick in activity, some of which  
is designed to prevent insolvency by selling non-core assets 
and using the sale proceeds to pay down the bank, or use the 
funds to survive this period. There’s no shortage of money on  
the buy side either. However, people are hesitant to get into 
the market before they know they’ve hit the bottom. This will 
continue to be the case.

In terms of how US distressed investors can get involved in 
Canada, I agree that buying out the bank debt is in theory  

a possibility, but it’s not happening a lot. There are still valuation 
differences — the kind of discounts that US distressed investors 
expect banks to take are not being taken at this point by banks 
in Canada. This means you’re not seeing a lot of bank debt 
being sold. 

If companies get into an insolvency process, then there will  
be a lot of interesting financing opportunities, including in terms  
of DIP financing and exit financing. Banks are all looking to be 
paid down — there’s a lot of appetite for new money to come in 
subordinate to the banks, and then using the proceeds to pay  
the banks down. So certainly there are opportunities to come  
into the capital structure at some level if people want to do that.

DW: What do the next 12 months hold for Canadian energy 
credits and investors? How much of this depends on the 
result of the Redwater Energy case?

DB: A lot of people are watching for Redwater, and frankly had 
thought they would have the decision by now. There’s a very good 
chance it will be appealed, so whatever the decision is, it may not 
necessarily be the last word. As much as people are interested in 
that, we’re seeing some opportunity to continue to move forward 
even with this uncertainty. Notwithstanding the uncertainty that 
Redwater has created — the Alberta Energy Regulator has in 
other cases, including Spyglass, shown a willingness to cut  
deals. A year ago, where you might not have any discussions  
at all, you’re now having opportunity for discussions — you have 
a chance to do deals and go forward with deals in the midst of 
uncertainty. Everyone is waiting for the outcome of that decision, 
but there are promising indications that people are able to move 
forward anyway. And I don’t doubt that the market will digest the 
outcome, whatever it may be, and find ways to move forward.

In the next year, we’re going to see a lot of the consequences 
of the current prices irrespective of what happens to oil. 
Getting back to $40, $45, or $50 — or dare I say $60 — isn’t an 
immediate cure. There are a lot of things that have been put into 
play that have to work themselves out, and we’ll see more of that 
coming to a head. It will be exacerbated by hedges falling off to 
the extent that some companies still have hedges in place in the 
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“There is no shortage of money on the buyside. 
However, people are slightly hesitant to get 
involved in the market until they are relatively 
sure that it has hit the bottom. This will 
continue to be the case.
David Bish, Partner, Torys LLP
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coming year. Borrowing-base redeterminations are also coming 
up very quickly for a lot of companies, and that’s a huge issue. 
They’re going to have to work through that with their lenders. 
On top of this, as a result of the steps they’ve been taking — 
including decreases in production and decreases in capex 
— there is various covenant relief they’ll have to work through. 
They’re not going to make production requirements and they’re 
going to be offside financially, including because their EBITDA  
isn’t going to be where it should be in order to maintain debt-to-
revenue, or other ratios.

There are a lot of things to work through with lenders in the next 
year, and there will be a shift as people stop thinking about the 
immediate short-term crisis and move to more mid- to long-term 
strategy. I don’t think anybody believes that oil is coming back  
to $100+ anytime soon, and people need a long-term strategy in 
order to approach this industry. If oil was to hover at $60-$70 for  
a period of time, people need to think that through strategically.

MI: What David says is especially true- some investors think 
that oil needs to be in the 80s for some Canadian companies 
to breakeven. Obviously this is a generalization and for some 
Canadian companies which don’t plan to materially increase 
production or expand projects, maybe the breakeven oil price 
would be in the USD 40s or USD 50s range. Definitely we  
would see stabilization in the market if oil prices would hover  
in the USD 60 to 70s prince range. A lot of these companies 
would have access to the capital markets and bankers would 
treat them differently. 

Getting back to Redwater, I know that investors are keeping  
a close eye on that case. In the US, the issue of the plugging 
and abandonment liabilities has cropped up a lot with regulators 

as well. One notable case saw a judge in Texas allow ATP  
Oil and Gas to walk away from a deepwater project off the 
coast of Louisiana, despite the objections from former operator 
Anadarko, that the indebted company was actually leaving  
the liability behind. 

US regulators now are really focused on all these offshore Gulf 
of Mexico operators to make sure they have sufficient money 
to cover the P&A liabilities. For instance, companies such as 
Stone Energy, W&T Offshore have told investors recently that 
regulators could ask them to post supplemental bonds to cover 
environmental liabilities. And when you’re asked to do that that’s 
putting a further drain on your liquidity. It’s a situation where oil 
prices are low but you also have the regulators on your back.

DW: How long will banks/lenders continue to be lenient  
with companies they are lending to? When will they take 
action by cutting credit lines or putting CROs in place?

MI: As I mentioned, if prices start to stabilize then banks are 
getting a breather with their price decks. It’s clear that neither  
the Canadian nor the US banks are in the business of owning  
and operating oil and gas assets. They don’t want to own them, 
they don’t have the expertise, and especially if the assets  
are idled you need to pump in more money to start drilling. 
They’re not economical, unless the liquidation value exceeds 
the operational value, so I don’t think banks will take drastic 
measures. Banks, investors and producers in Alberta are also  
a tight-knit community so it’s hard to pull the trigger overnight,  
just from a reputational standpoint. If it’s a smaller company that 
has a small credit line then we’ve seen banks take drastic action.

In the US at least, we’ve seen recently that companies are 
preparing for a filing by drawing down their revolvers. So now 
banks are in a position they would need to sit at the negotiating 
table in a Chapter 11 and make sure they can get their money 
back somehow. If they’re not the fulcrum security, then the 
second-lien lenders, or whoever sits underneath the revolver 
lenders in the capital structure, could do a rights offering to raise 
money and to pay down the banks. Sometimes, depending on  
the situation, the  banks would agree to reinstate the revolvers 
with a lower principle. But the trend that we’ve seen in the US  
is borrowers drawing down the revolvers in anticipation of a filing.

DB: On top of that, we’ve seen a lot of our lending clients being 
very creative in this environment. The traditional paths that 
lenders might go down in the event of an insolvent borrower 
have really one of three outcomes: either the entity restructures, 
you convert your debt to an ownership interest, or you complete 
a sale of the assets and distribute the proceeds. We’re in  
a climate, however, where the lenders don’t want to own the 
assets, and a lot of them feel it’s not a good time to go to market 
— running sale processes in a marketplace in these conditions 
is going to crystallize a very low recovery, so there’s a real 
reticence to do that. Restructurings aren’t particularly possible, 
either, partly due to the fact that companies aren’t able to  
find the capital they need to effect any kind of meaningful 
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restructuring. This means that the aforementioned traditional 
paths through an insolvency are frequently not available to 
you, and as a result, we’re seeing a real openness to creative 
solutions in this climate.

For example, we’ve recently done forbearances where the 
lenders have agreed to forbear for three years, which is an 
incredibly long time for a lender to forbear. Other creative  
deals are those where the existing equity sponsors put in  
more money than they have to in order to pay the banks down. 
This essentially provides an optionality to that equity holder  
in exchange for the banks standing still, leaving the equity 
holders an opportunity for upside down the road but putting 
some money in to pay down the banks for that option.

We’re witnessing a lot of fact-specific, case-specific negotiations 
outside of a court, because people aren’t in any rush to get into 
a court scenario, as it doesn’t really offer a solution in many 
cases. You’ll continue to see from the lenders what may be taken 
as being a fair bit of leniency, but it’s not entirely just being nice 
for the sake of it. It’s a function of the options that the lenders 
have and their best interests. 

But I think the lenders are seeing, and will continue to see for 
a while, that their interests are best served not by just forcing 
the company into a filing and forcing a loss on the lender, but 
instead working with the borrower on a constructive and creative 
basis, and uniquely tailoring solutions to the facts of each case.

DW: What options are available to debt-burdened energy 
companies in Canada with debt financing becoming 
increasingly challenging?

DB: Very much as I just touched on, I think they’re having to  
go for non-traditional solutions and I think they are heavily 
negotiated and quite tailored to the facts of the case. Lenders 
certainly don’t want to stay in longer than they have to. They 
would like to be paid out or paid down. They’ll want to explore 
traditional options, such as selling off non-core assets, to manage 
those sorts of things. But I think in light of the reality of the 
situation, until the market for sellers improves, the best options  
will be found most frequently outside of a court rather than  
in one. Court proceedings will frequently be a truly last resort.

Cortland Capital: Distressed debt in Canada’s energy sector

MI: The companies that have more options when it comes to 
financing are the ones that have a diverse asset base, which  
will allow them to do a sale or a joint venture. For instance in the 
US there was a company that had a water treatment facility that 
could be sold. I think Paramount Resources, the Canadian natural 
case and oil producer, put midstream assets up for sale recently 
to raise liquidity. But other than extending the revolver to buy more 
time and putting in place those forbearances there isn’t much 
more companies can do. 

DB: You will see better assets being sold, to the extent that  
some companies are not able to survive by selling less attractive 
assets. It’s certainly something they will have to do if they continue 
to struggle, and again, the lenders may not be willing to let them 
sit on some of those assets. We’re seeing cases now where there 
are good assets that would be sufficient to repay the lender in full 
and the lender is quite eager to see those assets sold to pay them 
out, rather than taking the risk of playing it forward in the market.

MI: Yes, and if you don’t have a big ad-hoc group of holders 
underneath those lenders, — either second lien, first lien or just 
unsecured bondholders — who are willing to buy those assets 
themselves through a credit bid and do a rights offering to pay 
down the revolver borrowings, companies might be forced to  
sell their core assets and use the funds to paying down the  
bank debt, severely impairing recoveries for junior creditors. 

“The companies that have more options when 
it comes to financing are the ones that have  
a diverse asset base, which will allow them  
to do a sale or a joint venture involving some 
of their projects.
Madalina Iacob, Associate Editor, Debtwire
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Cortland Capital Market Services LLC is a leading independent investment servicing company  
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