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Executive Summary 

Low oil prices have put immense pressure on every player in the offshore drilling industry, but the 
impact has been especially pronounced for the offshore services industry.  The offshore services stocks 
have collapsed and attracted bottom pickers and speculators of all kinds.  One of these troubled 
companies is Tidewater (NYSE: TDW), whose case is especially interesting because the company is 
potentially on the verge of bankruptcy due to a technical default via covenant breach. 

In offshore drilling, the typical covenant is debt-to-capital ratio, and most drillers manage to stay in 
compliance with this covenant by delaying the impairments on the rigs.  However, Tidewater also had to 
comply with a 3.0x minimum interest coverage ratio and breached this covenant.  Cross-default 
provisions have made the situation more difficult as all of Tidewater's debt has been reclassified as a 
current liability, leading to a technically negative net working capital balance of $1.2 billion. 

The unsecured nature of all the debt complicated the issue further, as all debtholders were likely 
extremely nervous with regard to their ability to recover at least part of their investments.  The 
company saw it coming and prepared to the best of its ability.  As is often the case when the company 
prepares for negotiations with its debtholders, Tidewater decided to draw $600mm from the revolving 
credit facility. 

Once Tidewater breached the covenant, it had to obtain covenant waivers.  The company has done so 
several times already, with each waiver providing only a limited time relief.  The last waiver was 
obtained on November 11, 2016, and gives the company some time until January 27, 2017. 

As of September 30, 2016, Tidewater had $675mm of cash, thanks to funds obtained from the credit 
facility and $2.04bn of debt.  In addition, via a joint venture, the company holds a net current asset 
balance of $125mm in "due from affiliate."  On its most recent earnings call, the company stated that it 
does not expect dramatic working capital changes in the near term. 

As detailed in our liquidation analysis, the net balance arises from cash held in Tidewater’s Angolan joint 
venture Sonatide, where Tidewater has a significant business interest.  In short, investors should not 
expect major positive changes on this front, as conducting business in Angola remains a challenge 
because of the cumbersome currency rules around expatriation. Frankly, it is unclear how “current” of 
an asset this line item is.  

Meanwhile, revenues continue to sink, which is not surprising given the current state of the offshore 
drilling market.  While the company's cash position remained mostly intact, the recent operating 
performance is troubling, and cash burn may become an issue.  In the absence of debtholders calling for 
the Notes in default to be repaid, they balance sheet is in decent shape, with positive net working 
capital.  According to the latest 10-Q, the company had $48mm of capital commitments related to new 
ship-builds, but expected to obtain $14.3mm in refunds from the shipyards.  Overall, the liquidity 

http://phx.corporate-ir.net/phoenix.zhtml?c=81406&p=irol-newsArticle&ID=2148753
http://phx.corporate-ir.net/phoenix.zhtml?c=81406&p=irol-newsArticle&ID=2221835
http://phx.corporate-ir.net/phoenix.zhtml?c=81406&p=irol-sec
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situation is solid, given its cash balance and the low expectation that its entire debt load’s principal 
repayment will be accelerated. 

Unfortunately, the offshore drilling industry is in absolute distress, and 2017 will be worse than 2016. 
Majors plan to preserve their cash and concentrate on dividends and short-cycle projects.  Active rig 
fleet continues to shrink as the number of rigs that roll off their contracts exceeds the number of rigs 
that get new contracts. Nothing suggests positive developments on this front in 2017. 

Even if the recent OPEC agreement to reduce production by mid-2017 leads to a recovery in oil prices, 
the new contract awards will likely be scheduled for 2018, with some short-term jobs for 2017.  This 
means Tidewater revenue will continue to shrink. 

At the same time, nothing suggests that it will run into liquidity problems in the short-term.  The 
company has a rather easy debt schedule (before the debt was classified as current) with major 
maturities not coming until fiscal year 2020, i.e. the Term Loan of $300 million and Revolver of $600 
million on June 21, 2019. The September 2010 Notes and August 2011 Notes have very manageable 
repayment schedules and do not pose a threat. However, the unfortunate covenant breach put 
Tidewater on the verge of bankruptcy. 

From the data we have reviewed, some investors will suggest that the company is still financially sound 
due to the liquidity cushion, and that unsecured creditors will be better off waiving the interest 
coverage ratio covenant for the time being and waiting for the industry rebound.  The typical thinking is 
that lenders have no intent of running a company, and that forcing the company into bankruptcy is not 
an ideal solution.  However, in Tidewater's case, the lenders are not a uniform group, which makes the 
negotiations very hard.  The problem emerges from the fact that, of Tidewater's $675mm of cash, 
$600mm were contributed by one lender.  Other lenders might see this money as their chance to extract 
something from Tidewater, as a potential bankruptcy agreement will most likely contain some form of 
monetary compensation for lenders. 

It is unlikely that Tidewater will be able to “kick the can down the road” in perpetuity regarding 

covenant waivers; it is plausible that prolonged low oil prices, combined with the corresponding supply 

glut and the conflicts of interest among the lenders, would finally drag the company into bankruptcy 

without an effective restructuring. 

At the same time, we believe Tidewater is a decent enough company to stave off bankruptcy and avoid 

a major in-court restructuring in the case that oil continues to rebound after the recent OPEC agreement 

to reduce production. It is our view that Tidewater’s most reasonable scenario for sustainability is to 

enact an effective and lasting out-of-court restructuring with its lenders.   We are approaching 

Tidewater’s future from the viewpoint of a going concern by: 

1. Create a rational capital structure that provides flexibility and allows Tidewater to compete in a 

challenging and unpredictable market where prolonged uncertainty of oil prices remain, and 

2. Avoid bankruptcy by employing prudent leverage on a go-forward basis. 
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Company Overview 

Tidewater Inc., provides offshore service vessels and marine support services to the global offshore 
energy industry through the operation of a diversified fleet of marine service vessels.  The company was 
incorporated in 1956 and conducts its operations through wholly-owned United States (U.S.) and 
international subsidiaries, as well as through joint ventures in which Tidewater has majority and 
sometimes non-controlling interests (generally where required to satisfy local ownership or local 
content requirements). 
 
The company’s vessels and associated vessel services provide support of all phases of offshore 
exploration, field development and production. These services include towing of, and anchor handling 
for, mobile offshore drilling units; transporting supplies and personnel necessary to sustain drilling, work 
over and production activities; offshore construction, remotely operated vehicle (ROV) operations, and 
seismic and subsea support; and a variety of specialized services such as pipe and cable laying. 
 
The company has one of the broadest geographic operating footprints in the offshore energy industry 
with operations in most of the world’s significant offshore crude oil and natural gas exploration and 
production offshore regions. Tidewater’s global operating footprint allows them to react quickly to 
changing local market conditions and to respond to the changing requirements of the many customers 
with which they believe they have strong relationships.  The company is also one of the most 
experienced international operators in the offshore energy industry with over 50 years of international 
experience. 
 
The company’s offshore support vessel fleet includes vessels that are operated under joint ventures, as 
well as vessels that have been stacked or withdrawn from service. At March 31, 2016, the company 
owned or chartered (under sale-leaseback agreements) 269 vessels (excluding nine joint venture 
vessels, but including 77 stacked vessels) and eight ROVs available to serve the global energy industry. 
 
Tidewater’s revenues, net earnings and cash flows from operations are largely dependent upon the 
activity level of its offshore support vessel fleet.  As is the case with other energy service companies, its 
business activity is largely dependent on the level of crude oil and natural gas and exploration, field 
development and production activity by its customers.  Tidewater’s customers’ business activity, in turn, 
is dependent on crude oil and natural gas prices, which fluctuate depending on expected future levels of 
supply and demand for crude oil and natural gas, and on estimates of the cost to find, develop and 
produce reserves. 
 

Offices and Facilities 
The company’s worldwide headquarters and principal executive offices are located in New 
Orleans, Louisiana and the company’s U.S. marine operations are based in Amelia, Louisiana; 
and Houston, Texas.  They conduct their international operations through facilities and offices 
located in over 30 countries. The company’s operations generally do not require highly 
specialized facilities, and suitable facilities are generally available on a lease basis as required.  
The company’s operations generally do not require highly specialized facilities, and suitable 
facilities are generally available on a lease basis as required. 
 
Business Segments 
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Tidewater manages and measures its business performance in four distinct operating segments 
that they have established and that are based on its geographical organization: Americas, 
Asia/Pacific, Middle East/North Africa, and Sub-Saharan Africa/Europe. 
 
Its principal customers in each of these business segments are large, international oil and 
natural gas exploration, field development and production companies (IOCs); select 
independent exploration and production (E&P) companies; foreign government-owned or 
government-controlled organizations and other companies that explore for, develop and 
produce oil and natural gas (NOCs); drilling contractors; and other companies that provide 
various services to the offshore energy industry, including but not limited to, offshore 
construction companies, diving companies and well stimulation companies.  The company’s 
vessels are dispersed throughout the major offshore crude oil and natural gas exploration, field 
development and production areas of the world.  The company’s diverse, mobile asset base and 
the wide geographic distribution of its vessels generally enable the company to respond 
relatively quickly to changing market conditions and customer requirements. 
 
In each of its business segments, and depending on vessel capabilities and availability, 
Tidewater’s vessels operate in the shallow, intermediate and deep water offshore markets of 
the respective regions.  In recent years, the deep water offshore market has been a growing 
sector in the offshore crude oil and natural gas markets due to technological developments that 
have made deep water exploration and development feasible and, if the commodity pricing 
environment improves, deep water exploration and development could be a source of potential 
long-term growth for the company. 
 

Geographic Areas of Operation 
The company’s fleet is deployed in the major global offshore oil and gas areas of the world. The 
principal areas of the company’s operations include the U.S. GOM, the Arabian Gulf, the 
Mediterranean Sea and areas offshore Australia, Brazil, India, Malaysia, Mexico, Norway, the 
United Kingdom, Thailand, Trinidad, and West and East Africa. 
 
The company operates the largest number of new offshore support vessels among its 
competitors in the industry.  The company will continue to carefully consider whether future 
proposed investments and transactions have the appropriate risk/return-on-investment profile. 
 
Vessel Classifications 
Tidewater’s vessels routinely move from one geographic region and reporting segment to 
another, and from one operating area to another operating area within the geographic regions 
and reporting segments. 

 
Deepwater Vessels 
Deepwater vessels, in the aggregate, are currently the company’s largest contributor to 
consolidated vessel revenue and vessel operating margin.  Included in this vessel class 
are large PSVs (typically greater than 230-feet and/or with greater than 2,800 tons in 
dead weight cargo carrying capacity) and large, higher-horsepower AHTS vessels 
(generally greater than 10,000 horsepower).  These vessels are generally chartered to 
customers for use in transporting supplies and equipment from shore bases to deep 
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water and intermediate water depth offshore drilling rigs and production platforms and 
for otherwise supporting intermediate and deep water drilling, production, construction 
and maintenance operations.  Deepwater PSVs generally have large cargo carrying 
capacities, both below deck (liquid mud tanks and dry bulk tanks) and above deck.  
Deepwater AHTS vessels are equipped to tow drilling rigs and other marine equipment, 
as well as to set anchors for the positioning and mooring of drilling rigs that generally do 
not have dynamic positioning capabilities. 
 
Tidewater’s deep water class of vessel also includes specialty vessels that can support 
offshore well stimulation, construction work, subsea services and/or serve as remote 
accommodation facilities.  These vessels are generally available for routine supply and 
towing services, but these vessels are also outfitted, and primarily intended, for 
specialty services. 
 
Towing-Supply Vessels 
This is currently the company’s largest fleet class by number of vessels. Included in this 
class are non-deep water AHTS vessels with horsepower below 10,000 BHP, and non-
deep water PSVs that are generally less than 230 feet.  The vessels in this class perform 
the same respective functions and services as deep water AHTS vessels and deep water 
PSVs except towing-supply vessels are generally chartered to customers for use in 
intermediate and shallow waters. 
 
Other Vessels 
The company’s “Other” vessels include crew boats, utility vessels and offshore tugs. 
Crew boats and utility vessels are chartered to customers for use in transporting 
personnel and supplies from shore bases to offshore drilling rigs, platforms and other 
installations.  These vessels are also often equipped for oil field security missions in 
markets where piracy, kidnapping or other potential violence presents a concern. 
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Liquidation Analysis of Tidewater 

In order to establish a baseline valuation for the Company, we have prepared the following liquidation 

analysis on the projected book value of assets as of September 30, 2016.  

 

The above liquidation analysis is predicated on the following: 

 Cash: We assume that the cash balance is unrestricted, and thus apply a 0% haircut. 

 

 Short-term Investments: We assume that Short-term investments are liquid for the most part, 

but apply a 25% discount as an immediate liquidity discount, to be conservative. We also 

assume that there will be a 20% capital gains tax associated with these investments.  

 

 Accounts Receivable: We apply a 50% haircut to the reported value of accounts receivable, 

which is net the allowance for doubtful accounts. Of the $510.6 million of total receivables, 

$300 million are receivable due from Tidewater’s Angolan affiliate Sonatide. This amount 

represents cash received by Sonatide from customers and due to the company, amounts due 

from customers that are expected to be remitted to the company through Sonatide and costs 

incurred by the company on behalf of Sonatide. As discussed below under Long-term 

Investments, we suspect that expatriation of these funds may be difficult under a Chapter 7 

liquidation.  

 

As reflected below, DSO is a major issue for Tidewater. As the overall industry has deteriorated, 

not only have Tidewater’s customers curtailed their use of Tidewater’s vessels and offshore 

marine support services, but they have also significantly stretched the timeline of paying 

Tidewater, to the point where DSO is now nearly 300 days. Given this stretching of payments by 

customers, which we believe is indicative of deteriorating customer quality and weakening 

($millions) Book Value Haircut

Liquidation 

Value

ASSETS

Cash And Equivalents 674.9            -              674.9         

Short Term Investments 8.7                25% 6.5             

Accounts Receivable 510.6            50% 255.3         

Inventory 31.1              50% 15.6           

Prepaid Exp. 9.7                100% 0                 

Other Current Assets 13.5              100% 0                 

  Total Current Assets 1,248.5        24% 952.3         

  Net Property, Plant & Equipment 3,311.6        50% 1,655.8     

Long-term Investments 38.2              75% 9.6             

Deferred Tax Assets, LT 46.9              100% 0                 

Other Long-Term Assets 43.1              100% 0                 

Total Assets 4,688.3        44% 2,617.6     

Sep-30-2016
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performance, we believe a 50% haircut to book value to be fair. If DSO were more consistent, 

TDW would garner a 25% haircut.  

 
 

 Inventory: We assume a 50% haircut to inventory. Inventory for TDW is not traditional in nature, 

but rather a combination of fuel, lube and marine operating supplies. As seen below, the 

Company has a relatively low level of inventory, with no evidence of an inventory buildup which 

could require a larger haircut in a liquidation.  

 
 

 Prepaid Expenses / Other Current Assets. We assume a 100% haircut for both. Should TDW 

cease to be a going concern, prepaid expenses would have zero liquidation value. Also, without 

additional details on the composition of Other Current Assets, it would be difficult to assign a 

liquidation value. 

  

 Property, Plant & Equipment: The Company’s PP&E consists largely of shipping vessels and 

related equipment. At September 30, 2016, Tidewater 265 owned or chartered vessels in our 

fleet with an average age of 9.2 years. The average age of 249 vessels in the fleet that have been 

acquired or constructed since calendar 2000 as part of TDW’s new build and acquisition 

program is approximately 8 years.  

 

While we initially considered a 75% haircut to net PP&E, we investigated the intrinsic value of 

these vessels. Such a haircut would result in an average liquidation price of ~$3 million per 

vessel. When we researched publicly available information from 2015 regarding TDW’s historical 

sales of vessels, we discovered that TDW sold 27 vessels between 2006 and 2015 for an average 

price of over $21 million. Therefore, we firmly believe that a 75% haircut to far too extreme. To 

be conservative, we have applied a 50% haircut, implying a $6.25 million value per vessel in a 

liquidation.  

 

 Long-term Investments: This consists of TDW’s investment in its joint venture with Sonatide. 

Based on the details below, we have applied a 75% discount to be conservative. It is a 

combination of PP&E and offshore cash. To quote the most recent 10-Q: 

 

Sonatide owns seven vessels and certain other assets, in addition to earning commission income 

from company-owned vessels marketed through the Sonatide joint venture (owned 49% by the 

company). In addition, as of September 30, 2016, Sonatide maintained the equivalent of 

approximately $95 million of primarily kwanza-denominated deposits in Angolan banks, largely 

related to customer receipts that had not yet been converted to U.S. dollars, expatriated and 

For the Fiscal Period Ending 12 months

Mar-31-2012

12 months

Mar-31-2013

12 months

Mar-31-2014

12 months

Mar-31-2015

12 months

Mar-31-2016

LTM

12 months

Sep-30-2016

  Avg. Days Sales Out.                      100.4                      104.3                      138.3                      174.7                      247.1                         296.7 

For the Fiscal Period Ending 12 months

Mar-31-2012

12 months

Mar-31-2013

12 months

Mar-31-2014

12 months

Mar-31-2015

12 months

Mar-31-2016

LTM

12 months

Sep-30-2016

  Avg. Days Inventory Out.                         30.5                         30.1                         26.9                         22.6                         26.0                            28.8 
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then remitted to the company, and approximately $8 million of U.S. dollar-denominated 

deposits in banks outside of Angola. 

 

 Deferred Tax Assets. We assume a 100% haircut. Should TDW cease to be a going concern, 

deferred tax assets would have zero liquidation value.  

 

 Other Long Term Assets: Without details on the composition, we assume a 100% haircut.  

 

Liquidation Recovery Analysis 

The assumed liquidation value of $2,617.6 million would provide a full recovery to creditors, as reflected 

in the recovery analysis below. Nevertheless, it is important to point out that TDW’s liquidation 

valuation hinges on the haircut ascribed to its net PP&E. For example, if we were to apply a 75% haircut 

to net PP&E, TDW’s liquidation valuation would be less than $1.8 billion, and many creditors would not 

receive full recovery in a liquidation.  

 

Several circumstances make liquidation a tall task. First of all, basically all of TDW’s debt is unsecured, 

including the Revolver and its main Term Loan Facility ($300 million). In fact, the only secured piece of 

debt among the entire capital stack is a measly $17.5-equivalent Norwegian Kroner Denominated Term 

Loan maturing in May 2024.  

To effectuate such a liquidation, we would have to assume that every vessel can be sold, and that there 

are enough buyers globally for TDW’s record-size fleet. Because TDW is in technical default due to a 

breach of its 3x minimum interest coverage ratio covenant (contained in its Revolving Credit and Term 

Loan Agreement, the Troms Offshore Debt Agreement and the 2013 Senior Note Agreement), all of the 

company’s indebtedness has been classified as a current liability in the consolidated balance sheet since 

March 31, 2016. Such a reclassification has created a working capital deficit of $1.2 billion. However, it is 

clear that TDW’s lenders are willing to work with TDW and want to avoid accelerating the repayment of 

their securities’ principal. They recognize that the business is solvent under its going-concern (or “not in 

technical default”) capital structure. With nearly $675 million of cash on the balance sheet, TDW bears 

$1,366 million of net debt, which is not as nearly as scary as the more than $2 billion of face value of 

debt. 

 

Book Value Recovery Recovery

Creditor Class 9/30/2016 Value Percentage

Superpriority Debt – – –

Revolver 600.0 600.0 100%

Term Loan Debt 401.3 401.3 100%

Senior Unsecured Debt 1,047.5 1,047.5 100%

Adjustments (per 10-Q) (7.4) (7.4) –

Equity – 576.2

Recovery Value 2,041.4 2,617.6
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Existing and Pro Forma Cap Table for Out of Court (“OoC”) Restructuring Negotiations 

 New OoC restructuring structure reduces gross leverage by 4.5x 
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Debt Maturity Table 

 Very serviceable near term maturities 
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Operating Cash Flow Model (Base Case – No Restructuring/Negotiations) 
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Operating Cash Flow Model (Out of Court Restructuring Negotiations Case) 
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Strategic Alternatives  

The precipitous decline in oil prices and ensuing recession in the broader energy market due to systemic 

supply/demand imbalances has adversely impacted Tidewater’s financial condition in the form of lower 

revenues and markedly reduced operating profits. This decline in performance caused Tidewater to 

violate its financial covenants prompting the company to seek a temporary waiver until a more 

comprehensive solution can be reached.  While we believe a meaningful recovery is likely in the medium 

to long-term, near-term actions must be taken in order to address the company’s lackluster credit 

profile and to obtain longer-term relief from creditors to provide the company with adequate runway to 

execute on a turnaround plan with the implication of the benefit associated with a rebound in the 

energy markets.  

We believe the prudent course of action is to pursue and out-of-court restructuring with existing note 

holders in lieu of a prepackaged Chapter 11 bankruptcy. Our approach is supported by the following: 

 The fact that Tidewater provides an essential service to one of the world’s largest and most 
critical industries provides stakeholders with a degree of comfort regarding the future 
operations.    
 

 The significant asset base of owned vessels and other assets provides strong collateral base for 
the company to borrow against; in a protracted downside scenario, the company could sell 
assets to raise cash and shore up liquidity.   
 

 Free Cash Flow has remained positive despite the downturn in performance and the company 
is able to service its interest payments.   

 

 No significant debt maturities until December 2017, when there is a $70 million scheduled note 
maturity. There is also only an additional $50 million of scheduled note maturities in December 
2018. The company does not face a large maturity until June 2019 at which time nearly 1bn is 
due. 

 

 The inherent cyclicality of the energy market advocates for the company to get additional 
runway to experience a rebound in performance; based on recent trends, this may occur 
before a Chapter 11 bankruptcy could even be completed.  

 

 The fact that the private placement notes sit for the most part with typical holders of such 
notes (i.e. insurance companies) and that the bank debt is still largely with banks implies that a 
restructuring could worked out without a disruptive or expensive in-court process. 

 

 As noted above, a liquidation would be difficult and costly to execute and lenders will be 
hesitant to pursue this course given that their collective debt is primarily unsecured. 
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We would seek to extend covenant relief with covenant step downs starting in March 2018. In exchange 

for such an extension we propose the following: 

 Offer lenders a security interest as the company’s significant asset base of owned vessels 
provides highly attractive collateral. 
 

 Utilize $100 million of existing cash to reduce the revolver and agree that if a cash repatriation 
tax holiday occurs in 2017 under the new administration, then 75% of these proceeds will be 
swept to debt holders. 
 

 Convert 15% of the $1,150 of various tranches of Notes into non-voting shares of Equity or 
about $175mm of the balance, this would reduce leverage by 3x EBITDA. 
 

 Agree to make additional SG&A cuts and eliminate growth related capital expenditures 
 

A summary of the salient credit metrics based upon our recommended actions is presented below. Note 

that these metrics assume par value for the bonds, which we deem to be conservative. The pro forma 

credit metrics show significant improvement through a combination of the recommended actions above 

coupled with an anticipated improvement in operating performance.  

 

 

Actual TTM Pro Forma 

Credit Ratios 9/30/2016 3/31/2018 

Net Debt/EBITDA 18.7x 4.7x 

Interest Coverage Ratio (EBIT / Int. Exp) 0.7x 3.6x 

 

Conclusion: 

Tidewater is a strongly positioned operator providing critical services to one of the world’s most 

essential markets. A cyclical decline in the energy markets resulted in a downturn in company 

performance precipitating a deterioration of credit metrics in the form of an overlevered balance sheet 

and markedly reduced coverage ratios with the ultimate impact of violating financial covenants. 

However, for reasons noted above, we believe Tidewater’s recent performance during this recessionary 

period is not indicative of the company’s normalized earning power.  

Our plan for Tidewater as set forth herein provides the company with the necessary relief it needs to 

achieve a level of performance that is more in line with typical operating conditions, including a stronger 

energy market. In exchange for such relief, Tidewater need only provide relatively modest financial 

concessions that in turn offer bondholders a substantially improved position. We believe this course of 

action represent a win-win for company stakeholders and best positions Tidewater for ultimate financial 

success.   
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Appendix: Leverage is a Key Driver behind Share Price Performance 
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Appendix: Offshore Working Rig Count Analyst Forecast – Poised for a Rebound 

 


