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E&P High Yield Market Update 

Source: KeyBanc, MorganMarkets, Lipper, Advantage Data, Bloomberg 
Note: As of 1/11/2016 2 

2015 E&P New Debt Issued by Month ($MM) 

2015 High Yield Bond Yields 

E&P Recent New Issue Trading Levels 



Historical E&P Issuance  
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Sources: Bloomberg, Dealogic 
Note: Solid bars represent years when E&P issuance was greater than 5% of total HY issuance 

E&P Bond Issuance as a Percentage of Total High Yield Bond Issuance (Yearly and Quarterly) 



2015 Rating Actions 
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!  The severity of the oil and gas industry downturn caused by the collapse of commodity prices is quite apparent in both the number of rating actions and 
their composition in 2015 

–  The upgrade to downgrade ratio for 2015, at 0.10, was the lowest in five years 

!  2015 saw a record 141 downgrades, almost five times more than what was seen in 2014 

Downgrades 
2016 2015 2014 2013 2012 2011 2010 

Q1 3 30 5 8 3 0 3 

Q2 -- 35 8 14 9 3 5 

Q3 -- 36 8 6 14 3 3 

Q4 -- 40 8 8 5 6 3 

Total 3 141 29 36 31 12 14 



Distressed Exchanges 

Source: Bloomberg, Company filings, press releases, Moody’s Ultimate Recovery Database  
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Over the past year, and in a lower-for-longer commodity price environment, companies with unsecured bonds trading 
at a significant discount, and with the capacity to issue additional secured debt, have exchanged their unsecured debt 
for lower face amounts of various securities in an effort to reduce leverage, cut interest expense, and maintain 
liquidity  
!  Investors are incentivized to exchange their bonds for greater security to enhance recovery in the case of a bankruptcy or to lock 

in a premium to the current trading level !  With reductions in borrowing bases of HY E&P 
companies projected, recovery prospects for new 
secured debt tranches that replace unsecured debt 
in distressed exchanges have the potential to 
improve 

!  However, this benefit can be offset by decreased 
liquidity from a reduced RBL and by the reduced 
debt cushion as a result of the exchange  

Historical Average Recovery Rate 

Distressed Exchanges Bankruptcies 
First-lien Bank Debt 98% 82% 
Subordinated Bank Debt 84% 51% 
Senior Secured Bonds 82% 61% 
Senior Unsecured Bonds 75% 42% 
Subordinated Bonds 65% 20% 
Family Level Recovery 72% 50% 

On Average, Every Tranche of Debt Does Better in a Distressed Exchange 
versus in a Bankruptcy 

Percentage of Distressed Exchanges has Surged During Credit Crises 



Market Has Favored Large Scale Producers 
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Sources: Bloomberg 

Large Scale vs. Mid-Scale Credits 



7 Source: Bloomberg, Company Filings, KBCM 
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% of Expected 2016 Oil Production Hedged 

Yield < 10% 
Yield 10-20% 
Yield > 20% 

!  The following chart compares net debt as a percent of capitalization and the percentage of expected 2016 oil production that is hedged 
for all E&P companies whose production was >50% liquids in the last quarter and have high yield bonds outstanding 

!  There is a strong correlation between those companies whose bonds have outperformed the market and those companies with low 
debt levels and strong hedge positions 

Percent of 2016 Oil Production Hedged and Debt in Relation to Bond Yields 



E&P Maturity Schedule 
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Sources: Bloomberg 

Maturing E&P Bond Volume 



The Year Ahead – What to Look For 
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Sources: Bloomberg 

1st Half of 2016 

2nd Half of 2016 

!  The first half of 2016 will likely be bleak with increased: 
–  Defaults 
–  Pre-packaged bankruptcies  
–  Distressed exchanges 

!  Bearish commodity price outlook 
!  Looming borrowing base redeterminations 

!  The second half of 2016 has potential for improvement, but may still prove to be a difficult period: 
–  Volatility due to negative headlines will dissipate as companies stabilize themselves in reorganization 
–  Hope for commodity price stability, or even limited recovery 
–  Increased whole-company M&A by investment grade credits will improve credit quality 
–  Financing of some A&D packages with blurring lines between High Yield and Mezzanine Markets 
–  Asset sales, equity raises, and M&A will lead to stronger credits with the ability to access capital markets 



Appendix: Summary of Distressed Debt Exchanges 



Issuer Date Exchange Offer Overview 
Pre-Exchange 
Level / Level 
of Exchange 

Conditions for Exchange 
∆ in 

Borrowing 
Base 

Total Debt  
($ in mm) 

Unsecured Rating 
Implications 

Before After Before After 

12/15/2015 

Issued $2.4bn new 8.00% 2nd Lien Notes due ’22 in exchange 
for various amounts of all tranches of unsecured notes, which 
were given an acceptance priority level based on maturity in 
the event of oversubscription, with earlier maturities receiving 

a higher tender price than later maturities   

~50% of Par  / 
56-100% of Par 

All existing notes that are 
tendered for exchange before 

the Early Tender Date will have 
priority over those who tender 
after the Early Tender Date, 

regardless of the acceptance 
priority level 

No Change $11,567.0 $10,992.0 Ba3 / BB- B3 / CCC+ 

12/10/2015 
Exchanged a total of $2.81bn of Unsecured Notes across 3 
tranches, due ’20, ’21 and ’24, for $2.25bn of new 2nd Lien 

Notes due ’22; tender offer was oversubscribed by $841mm 

~68% of Par / 
80% of Par 

Company had maximum 
offering size of $2.25bn 

Secured debt 
No change  $6,481.0 $5,917.8 B2 / BB- Caa3 / BB- 

11/16/2015 
Exchanged $584mm 6.50% Notes, $824mm 6.25% Notes, 

$286mm 8.625% Notes, $184mm 7.75% Notes and $121mm 
6.50% Notes for $1bn of 2nd Lien Notes 

~27% of Par /  
50% of Par 

Senior Lien Notes subject to 
Springing Maturity 

From $4bn to 
$3.6bn $10,044.3 $9,044.3 B3 / B- Caa2 / B- 

10/20/2015 
11/2/2015 

Exchanged $376mm 7.50% Senior Notes and $201mm 
8.50% Senior Notes for a $591mm 12.50% Senior Secured 
2nd Lien Term Loan; Later repurchased $251mm of Senior 

Notes for $109mm of its 2nd Lien Term Loan 

~25% of Par /  
43% of Par 

Credit Agreement amendment: 
interest coverage ratio 

reduced; total leverage ratio 
removed 

From 
$600mm to 

$375mm 
$1,550.0 $1,137.0 Caa2 / CCC  Ca / D 

8/14/2015 
10/8/2015 

Issued 16mm shares of stock in exchange for $29mm in ‘21 
notes and 11.6mm shares for $21mm in ‘22 notes; 

Repurchased $29.3mm 8.75% Senior Notes due ‘20, 
$111.6mm 7.50% Senior Notes due ‘21, $26.1mm 8.125% 

Senior Notes due ‘22, and $83mm 7.50% Senior Notes due 
‘23 for $94.5mm in cash; also exchanged a portion of its 

unsecured debt for $158.4mm of new 8.125% Convertible 
Notes and $116.6mm of new 7.50% Convertible Notes 

~29% of Par / 
38% of Par 

The new Convertible Notes will 
be guaranteed by the same 

guarantors that guarantee the 
outstanding Senior Notes; 

Revolver amendment 

From 
$900mm to 

$500mm 
$4,395.6 $4,145.6 Caa2 / CCC- Caa3 / D 

9/1/2015 
9/25/2015 

Exchanged $55mm 5.00% Convertible Notes due ‘32 for new 
notes with the same ranking, maturity, and interest rate but 
with a face value of $27.5mm. Also exchanged $158.2mm 
(57%) 8.875% Senior Notes due ‘19 for $75mm of 8.875% 

2nd Lien Notes due ‘18 and $6mm in warrants to buy stock at 
$1 / share.  

21% of Par /  
47% of Par 

New debt must be (i) 
unsecured or (ii) for a Third 

Lien Facility (not in excess of 
$50mm); price at which the 

convertible debt can be 
converted was cut to $2 / share 

from more than $34 / share 

From 
$105mm to 

$75mm 
$893.5 $810.3 Caa2 / CCC Ca / D 

Summary of Recent Distressed Exchanges 

Source: Bloomberg, Company filings, press releases 
(1) Excludes any revolver borrowings  

Average Premium: 22 points 
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Issuer Date Exchange Offer Overview 
Pre-Exchange 
Level / Level 
of Exchange 

Conditions for Exchange 
∆ in 

Borrowing 
Base 

Total Debt  
($ in mm) 

Unsecured Rating 
Implications 

Before After Before After 

4/9/2015 
8/27/2015 

12/21/2015 

Exchanged $116.5mm 9.75% Senior Notes for 66.5mm 
shares of HK stock; Exchanged $1.57bn of outstanding 
unsecured debt for $1bn of new 13.00% 3rd  Lien Senior 

Secured Notes due ‘22 ; Later exchanged $116.5mm 9.75% 
Notes due ’20, $137.7mm 8.875% Notes due ’21 and 

$35.3mm 9.25% Notes due ’22 for $112.8mm new 12.00% 
2nd Lien Notes 

~45% of Par / 
64% of Par 

Contingent on amendment to 
revolver 

From 
$900mm to 

$850mm 
$3,871.7 $3,111.2 Caa3 / CCC Caa3 / D 

6/25/2015 Exchanged $339.7mm (97%) 9.00% Senior Notes due ‘22 for 
$237.6mm of new 12.00% 2nd Lien PIK Notes  

43% of Par /  
70% of Par 

Participation by at least 85% of 
bondholders; receipt of 

$100mm of new equity from its 
sponsors; arrangement of new 

RBL 

Arranged 
new $140mm 

base 
$350.0(1) $247.9(1)   Caa3 / C Ca / D 

6/22/2015 Exchanged $69.6mm 9.00% Senior Notes due ‘22 for 
$47.2mm of new 1st  Lien Notes due ’20 

48% of Par /  
68% of Par -- No change $519.7 $497.3 Caa1 / CCC- Caa3 / D 

5/21/2015 

Exchanged $279.8mm 10.75% Senior Notes due ‘20 and 
$350.3mm 9.25% Senior Notes due ‘21 for new 3rd Lien 10% 

cash / 2% PIK Notes in an aggregate principal amount of 
$504.1mm 

47% of Par / 
80% of Par 

Amendment to the revolving 
credit facility to provide 

additional covenant flexibility 

From 
$525mm to 

$253mm 
$1,735.2(1) $1,609.2(1) Caa2 / CCC

+ Caa3 / D 

Summary of Recent Distressed Exchanges (Continued) 

Source: Bloomberg, Company filings, press releases 
(1) Excludes any revolver borrowings  12 

Average Premium: 22 points 



Disclosure 

DISCLOSURE OF PARTIES, DUAL EMPLOYEE STATUS AND RELATED MATTERS 

KeyBanc Capital Markets is a trade name under which the corporate and investment banking products and services of KeyCorp and its subsidiaries, KeyBanc Capital 
Markets Inc., Member NYSE/FINRA/SIPC, and KeyBank National Association (“KeyBank N.A.”), are marketed.  Securities products and services are offered by 
KeyBanc Capital Markets Inc. and by its licensed securities representatives.  Banking products and services are offered by KeyBank N.A.   

A number of our corporate and institutional team members are employed by both KeyBanc Capital Markets Inc. and KeyBank N.A.  These “dual employees” are 
licensed securities representatives of KeyBanc Capital Markets Inc., and they are there to better serve your needs, by making available both securities and banking 
products and services. 

Further, in connection with our effort to deliver a comprehensive array of banking and securities products and services to you in a seamless manner, from time to time 
KeyBank N.A. and KeyBanc Capital Markets Inc. will share with each other certain non-public information that you provide to us.  Of course, as always, this information 
will not be shared or otherwise disclosed outside of the KeyCorp organization without your express permission.  Please also be assured that, as with other banks and 
broker-dealers, KeyBank N.A. and KeyBanc Capital Markets Inc. adhere to established internal procedures to safeguard your corporate information from areas within 
our organization that trade in or advise clients with respect to the purchase and sale of securities. 

THE OBLIGATIONS OF KEYBANC CAPITAL MARKETS INC. ARE NOT OBLIGATIONS OF KEYBANK N.A. OR ANY OF ITS AFFILIATE BANKS, AND NONE OF 
KEYCORP’S BANKS ARE RESPONSIBLE FOR, OR GUARANTEE, THE SECURITIES OR SECURITIES-RELATED PRODUCTS OR SERVICES SOLD, OFFERED 
OR RECOMMENDED BY KEYBANC CAPITAL MARKETS INC. OR ITS EMPLOYEES.  SECURITIES AND OTHER INVESTMENT PRODUCTS SOLD, OFFERED OR 
RECOMMENDED BY KEYBANC CAPITAL MARKETS INC., IF ANY, ARE NOT BANK DEPOSITS OR OBLIGATIONS AND ARE NOT INSURED BY THE FDIC. 
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Oil & Gas Corporate & Investment Banking 

600 Travis Street Suite 3100, Houston, Texas 77002  |  www.key.com/KBCM 


