
Crude oil dips below $30 per barrel
Oil prices fell to $27 in January 2016, its lowest level since
2003, amidst a continuing supply glut and concerns about
Chinese growth slowing down. Energy companies have
shelved $400 billion on new oil and gas plans, with drilling
and seismic activities the most affected.

In the North Sea, the number of operational rigs has fallen
from 57 to 27, and is likely to reduce further to just 19 by
mid-2016. Shell announced its Q4 2015 profits would
halve versus a year ago, reflecting the sector's gloomy
mood.

BP's CEO told the BBC he could envisage prices as low as
$10 in 2016, although he predicted the price would
recover in the second half of 2016 to reach into the $50s.

Iran enters the fray
After sanctions on Iran were lifted this January, it is
estimated between 300 000 and 500 000 additional barrels
per day could flow to world markets by March 2016.

Iran's ability to ramp up supply, and the subsequent effect
on price, is still largely unknown as the country needs
additional investment in its infrastructure to be able to
expand production significantly.

Insolvencies on the rise
At least 28 companies in the sector declared insolvency in
2015, up from 18 the previous year and just six in 2013,
according to Moore Stephens, the accountancy group.

New UK fracking licences awarded
The Oil and Gas Authority granted new fracking licences 
to 14 companies in December 2015, a 50% increase in 

total number of licences awarded. The move signals the 
government's strong desire to replicate the US shale boom 
in the UK, and means almost every area of possible shale 
production has now been allocated.

Ineos is now the country's largest shale gas company by 
number of licences held, ahead of Cuadrilla and IGas.

Outlook for pension schemes
Pension scheme trustees are right to be concerned and to
seek reassurance from employers in the sector regarding
their strategy for future growth in the context of low oil
prices.

As the ripples of the current crisis are felt throughout the
supply chain, schemes whose employers operate in the oil
and gas sector, or which have a large customer base from
the sector, are particularly at risk.

In the current environment, the strength of the employer
covenant can change over a relatively short period of time.
Recent falls in already low gilt yields coupled with lower
equity values are also likely to have resulted in a
deterioration in the scheme funding level. As many
schemes in this sector are still open to new accrual the fall
in gilt yields may have an even greater effect on future
service costs.

Trustees should therefore monitor the covenant regularly
as part of their integrated risk management strategy. Key
points for consideration in covenant assessments should
include the achievability of forecasts, and in some specific
cases they should estimate the outcome for the scheme in
the event of employer insolvency.

The sector's woes show no signs of  waning in the first half  of  2016, with oil prices 
falling by nearly 75% in the last 18 months. Insolvencies are on the rise across the 
supply chain, and the oil supply glut is likely to be exacerbated by Iran's re-entry on 
the international market. Pension schemes in the sector who are concerned that 
their employer covenant is weakening should ensure covenant assessments are 
forward-looking and that an integrated risk management framework is in place.

The Grant Thornton view 

"Iran's imminent re-entry to global markets and fears of  a Chinese slowdown are major 
sources of  concern for oil and gas companies anxious to see a halt in the oil price decline. 
Widespread job losses and fall in profits continue to be felt across the sector, with suppliers to 
the industry also feeling the impact." 
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