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Key Takeaways: 

1. The current energy crisis is not a repeat of the credit crisis from 2008-2009.  We believe the 
worst case scenario for the bank and insurance industry could cause modest profit pressure 
rather than any solvency risk.   

2. Bank energy loan exposure is between 1-5% of total loans on average for both U.S. and 
European banks and net exposure is even smaller when accounting for reserves in place.   

3. Not all energy exposure is created the same.  Loans to investment grade major integrated oil 
companies and government controlled national oil companies dominate bank exposures and 
are much safer than loans to high-yield Exploration and Production or Oilfield Services 
companies.    

4. The banking system is much better capitalized and more profitable now than in past years, so 
the impact of rising energy loan defaults is manageable, especially since other parts of bank 
loan portfolios are improving and offsetting the weakness in energy.    

5. Essentially all asset classes have been trading with a high correlation to oil, which has led to 
some oversold opportunities in the bank and insurance preferred and hybrid market where 
the market price declines aren’t justified by the underlying stable credit fundamentals.    

 

In spite of the macroeconomic implications of the global decline in oil and other commodities, we have 

been surprised by the recent propensity of most asset classes, including preferred and hybrid securities, 

to trade highly correlated to oil prices.  Banks have relatively modest exposure to energy companies that 

are struggling in the current environment, but we believe it to be manageable and not a threat to the 

credit profile of the banks that we invest in.  The intent of the following piece is to answer questions 

about the impact of the oil and gas sector on financial companies and provide insight into Stonebridge’s 

investment strategy in the current weak commodity environment. 

 

What has caused oil prices to collapse over the past year?   

Many factors have come together to drive down the price of oil.  The primary driver was a dramatic 

increase in supply as a result of improved fracking and shale oil extraction technologies that were 

economical to pursue at the above average oil prices over the past 10 years.  Energy companies in the 

U.S. were able to expand production at a rapid rate because of the ability to raise cheap debt via the 

bank and high yield bond markets to finance exploration and development projects.  This sharp increase 

in supply coincided with a global economic slowdown that resulted in less demand for oil and caused an 

imbalance that put pressure on oil and gas prices.  Further pressure on oil prices came from OPEC, as 

active members ramped up production to maintain market share.  In addition to this, trade sanctions on 



Iran were lifted which allowed them to re-enter the global market.  Prices likely will remain low until 

global production falls and/or demand increases enough to eliminate the excess supply.   

 

What will cause energy prices to go higher in the long-term?  

We expect that oil prices will continue to be volatile in the near term as prices remain sensitive to 

economic and global production headline risks.  Oil prices are not likely to stabilize at a higher price until 

the excess daily supply is eliminated.  Based on a February 9th report by the International Energy Agency 

(IEA), the market is operating with a stock build of 2 million barrels per day (mb/d).  Current 

supply/demand data suggests this will fall to 0.3 mb/d (300K) in the second half of 2016, but it will still 

result in more stock building (supply/demand values are based on formulas as actual figures are difficult 

to determine, leaving room for error in forecasts).  U.S. producers have been cutting back their capital 

expenditures and therefore are not pursuing new drilling projects, but production from existing wells 

has kept the total daily supply in the U.S. flat thus far.  Another potential reduction could come from 

OPEC, who meets periodically to determine production plans for the group.  They have discussed cutting 

their output, but since the majority of OPEC governments rely on oil revenue to fund a significant part of 

their public budgets, a meaningful production cut involving most or all of OPEC’s 12 members appears 

unlikely at this time.       

 

What are the various sub-sectors within oil & gas, and which are riskier?  

There are four main sub-sectors within the oil & gas sector:  

1. Exploration and Production (E&P) companies – this is the largest sub-sector and consists of the 
companies that search for oil wells and produce oil and natural gas.   

2. Oilfield Services (OFS) – the second largest sub-sector consisting of companies who are hired by 
major integrateds and E&P companies to provide equipment for drilling the wells.     

3. Midstream – the third largest sub-sector consisting of companies that gather and process oil & 
gas, store it, and transport it through pipelines.   

4. Refining and Marketing (R&M) – the smallest component of the energy chain consists of 
downstream companies that refine oil into end products such as gasoline, heating oil, etc.   

5. Major Integrated – these companies perform all parts within the energy chain so they benefit 
from their scale and diversification.  These are the largest, most well-known and highly rated 
companies in the industry such as Exxon, Chevron, Shell, etc. and are considered to have the 
safest balance sheets within the sector.   

Below is a table of the sub-sectors ranked by their relative default risk when oil prices are low.     



 

 

How exposed are the U.S. banks loan portfolios to energy?  

In general the large cap U.S. banks have between 1-5% of their total loans to energy companies.  This 

amounts to around 0.8% of total assets and 10% of TCE on average for all large U.S. banks.  These banks 

benefit from their geographic and sector diversity, so energy exposure is more of a modest profitability 

headwind that shouldn’t result in credit deterioration in the current environment, especially since loan 

portfolios in sectors other than energy are generally improving.  US regional banks’ energy exposures 

are largely reliant on the area in which they operate.  Regional banks with extensive business in Texas, 

Oklahoma, Louisiana, etc. have a higher exposure to energy compared to their peers.  Comerica has the 

highest exposure of the bigger regional banks, with 7.6% of total loans going to energy companies 

amounting to ~5% of total assets.  The risk is amplified for these regional banks because they operate in 

geographies that are dependent on oil.  This may make some of their non-energy loans prone to 

weakness if oil prices remain low for an extended period.  Stonebridge is actively avoiding investing in 

companies that we believe are likely to experience credit deterioration related to the energy sector that 

would put their preferred and hybrid securities at risk.   

 
Source: Creditsights, company reports, all amounts in $mil.  

 

Subsector (sorted by 

riskiest at the top) How They Generate Income/Revenue Risks Associated

1) Oilfield Services

Generate income from leasing their drilling 

equipment to E&P companies

E&P companies stop pursuing new projects as one of 

the first steps to cut costs in a low price environment, 

directly reducing OFS revenues.  

2) E&P

Extract oil from their wells and sell it on the open 

market

Low prices significantly reduce margins and make it 

unprofitable to extract oil in some of the wells

3) Refiners

Generate income from a spread between the cost 

of oil and revenue from selling the end product, 

known as the crack spread

Prices on gasoline, heating oil, etc. move based on oil 

prices, so low oil prices significantly reduce margins.

4) Midstream

Commonly referred to as a "toll-road" business 

because revenue generated is based on the 

volume of oil, not the price of the oil

Somewhat isolated from direct prices swings in oil 

because their contracts are structured in a way that 

E&P companies get charged a fee based on an agreed 

upon volume of oil, regardless of whether its utilized

5) Major Integrateds

Generate revenue by performing all actions along 

the energy chain

They benefit from efficiencies achieved within the 

energy chain and from their scale, but revenue is still 

directly reliant on energy prices.  

U.S. Bank Exposure

Large Banks:

Bank of America Oil, Gas & Energy 21,300$           13.3% 2.4% 1.0% 39% N/A N/A

Citigroup Energy 20,500$           11.4% 3.3% 1.2% 52% 68% 58,000$                         

Goldman Sachs Oil & Gas 1,800$              2.5% N/A 0.2% N/A 17% 10,600$                         

JP Morgan Oil & Gas 13,800$           8.0% 1.7% 0.6% N/A 60% 42,105$                         

Morgan Stanley Energy 4,800$              8.3% 5.0% 0.6% ~35% to E&P 60% 15,920$                         

Wells Fargo Oil & Gas 17,000$           12.1% 2.0% 1.0% 75% Mostly Non-IG N/A

Regional Banks:

BB&T Oil & Gas 1,400$              9.1% 1.0% 0.7% 70% 75% N/A

Capital One Oil & Gas 3,100$              10.9% 1.3% 0.9% ~83% N/A N/A

Comerica Energy 3,725$              54.0% 7.6% 5.2% 85% Most N/A

Fifth Third Energy 1,700$              12.7% 1.8% 1.2% N/A N/A N/A

Huntington Oil & Gas 250$                 4.6% 0.5% 0.4% N/A N/A N/A

KeyCorp Oil & Gas 1,200$              12.6% 2.0% 1.3% 60% N/A 3,000$                           

PNC Oil & Gas 2,600$              12.7% 1.3% 0.7% 62% 92% N/A

Regions Energy 3,214$              30.0% 4.0% 2.5% 77% N/A N/A

SunTrust Energy 3,000$              20.6% 2.2% 1.6% 40% 40% N/A

US Bancorp Energy 3,200$              11.5% 1.2% 0.8% N/A N/A N/A

Zions Energy 2,827$              50.0% 7.0% 4.7% 61% N/A 4,987$                           

Category

Energy Loans 

Oustanding % of Total Loans

Total Exposure 

Including Unfunded 

Commitments% of Total Assets % of OFS and E&P % to IG Borrowers

% of Tangible 

Common Equity



How exposed are the European banks loan portfolios to energy?  

European banks have a higher exposure to energy, averaging about 2.5% compared to around 2% for 

large cap U.S. banks.  However, the exposure of European banks is generally safer compared to the U.S. 

exposure because of the structure of the European oil and gas industry.  Integrated majors (considered 

to be the safest of all types of energy companies) make up ~85% of the European oil industry in terms of 

market cap, while the U.S. is much more fragmented, with integrateds forming only about a third of the 

industry based on market cap.  As seen below, loans to OFS and E&P companies make up less than 50% 

of the portfolios for all companies that disclose sub-sector data, other than RBS at 56%.  For non-US 

banks, a large part of their energy exposure is to government owned or controlled energy companies 

which are low risk because of the sovereign support. The greater risk for European banks is their 

exposure to countries that rely on oil exports such as Norway and Russia.  We are monitoring exposures 

to these countries in addition to direct energy exposure and feel comfortable with the credits of our 

European holdings.    

 
*Note: Exposure is either Exposure at Default (EAD), Total Loans Exposure, or Total Credit Exposure depending on the company disclosures. 

Source: Creditsights, company reports, all amounts in $mil.  

 

How are the banks dealing with the credit deterioration of energy companies?   

Banks have been stress testing the exposures within their energy portfolio to assess potential problem 

loans.  Energy loan portfolios are being reserved against at most banks to offset potential losses, 

resulting in a modest negative impact to profitability. We expect this trend to continue over the course 

of 2016 as oil/gas prices remains low.  An additional step banks are taking is to reduce total exposure by 

not renewing loans with riskier borrowers when the current loans mature.  Most loans to E&P 

companies are reserve-based loans, so they are collateralized by the expected revenue from oil & gas 

reserves within the companies’ wells, or the borrowing base.  Banks are being required by the Office of 

the Comptroller of the Currency (OCC) to reduce borrowing bases to these companies as a result of the 

lower oil prices and therefore reduce their loan amounts.  Banks also have unfunded commitments with 

energy companies, i.e. lines of credit available to the energy companies that haven’t been utilized 

yet.  These unfunded commitments are greater than the aggregate amount of loans outstanding for the 

European Banks:

HSBC Oil & Gas 29,000$              ~2% 22.2% 1.2% 45% 56%

BNP Paribas Oil & Gas 28,086$              2.5% 36.8% 0.6% 40% 75%

Credit Ag Oil & Gas 27,537$              2.0% 75.9% 1.6% 21% 84%

Deutsche Oil & Gas 10,000$              <2% N/A N/A N/A N/A

Barclays Oil & Gas 25,780$              1.3% 44.7% 0.4% N/A 67%

Soc Gen Oil & Gas 25,782$              3.0% 58.2% 1.8% 26% 66%

RBS Oil & Gas 9,349$                1.5% 17.6% 0.8% 56% 65%

BPCE Oil & Gas 13,275$              5.0% 23.8% 1.0% 20% N/A

Lloyds Oil & Gas, Metals & Commodities 6,516$                1.0% 16.1% 0.6% N/A N/A

UBS Oil & Gas 6,100$                2.0% 15.1% 0.6% 39% 52%

ING Group Oil & Gas 31,926$              5.4% 78.9% 3.2% 10% 61%

Credit Suisse Oil & Gas 9,100$                0.9% 21.6% 0.2% 48% 58%

DNB Bank Oil, Gas, & Offshore 20,114$              8.9% 105.9% 5.7% N/A 65%

Nordea Energy 6,912$                1.3% 26.7% 0.5% N/A 85%

Rabobank Oil & Gas 10,752$              2.3% 34.1% 1.4% N/A N/A

KBC Oil, Gas, & Other Fuels 1,317$                0.8% 9.2% 0.5% N/A N/A

Commerzbank Oil & Gas 4,279$                1.0% 14.3% 0.7% 42% 75%

Santander Oil & Gas 24,465$              1.9% 30.3% 1.7% N/A N/A

Swedbank Oil & Gas 2,469$                1.0% 22.4% 0.9% N/A N/A

% of Total 

Assets% of CET1Category

% Of Total 

Exposure

% of OFS and 

E&P

% to IG 

Borrowers

Total Oil&Gas 

Exposure



large U.S. banks; however, these unfunded commitments are typically with high-quality, investment-

grade companies, so they are considered less risky than the current on-balance-sheet loans.  

 

How risky are the energy loans that are currently outstanding at the banks?   

The risk of an energy loan can vary greatly, depending on the sub-sector in which the borrower operates 

and it’s credit fundamentals.  The riskiest loans are those to high-yield oilfield services companies and 

high-yield E&P companies with near term maturities and insufficient cash flow to sustain interest 

payments.  However, the majority of high-yield borrowers do not have principal due in the near term 

and are relying on continued production from existing wells to generate cash flows to meet interest 

payments.  At the big U.S. banks, investment grade borrowers make up about 60% of loans, other than 

Wells Fargo which is mainly non-IG.  When accounting for reserves already set aside, the net exposure 

of the riskiest loans falls even further.  It is important to remember total non-IG energy loans make up a 

very small portion of the loan portfolio, and banks capital levels are much stronger now compared to 

past crises.  The loans themselves may be risky, but the overall effect on the banks is limited.   

 

Is the rest of the loan portfolio experiencing difficulties at the same time as energy?   

In the U.S., bank asset quality outside of the energy sector has been steadily improving.  Non-performing 

assets (NPAs) have been declining over the past 3 years, with the exception of a few regional banks tied 

to geographies reliant on oil.  Total US banking system provisions for loan losses during 2015 were 

slightly higher than 2014, but a large portion of this is tied to energy provisions taken in the 4th 

quarter.  In Europe, there are more headwinds to asset quality in addition to the oil & gas 

portfolio.  Loan performance is more bank specific, based on their exposures to certain emerging 

markets such as Russia and China, as well as the performance of their local economies.   

 

How has energy exposure hurt bank equity and preferred equity prices?   

Bank common equities have been selling off globally over the past few months for a number of 

reasons.  Concerns over slowing economic growth have increased fears that interest rates will remain 

low for longer than previously expected.  Investors are concerned this may be a drag on future 

profitability for banks by putting pressure on net interest margins.  At the same time provision expenses 

from energy loans are reducing net income further.  As a result U.S. banks sold off on average 22% from 

the beginning of December to the start of March.  Overall, the banks with a higher energy exposure in 

the loan portfolio have fallen slightly more than the rest.  In Europe, energy exposure is one of several 

smaller factors weighing on bank profitability.  Other important factors are the even lower interest rate 

environment in Europe causing margin fears, emerging markets (EM) exposure and the cost of increased 

regulations.  Price movements in European equity and preferreds have been based on all these factors, 

not specifically energy exposure.  In general, we expect that the long-term effects on the preferred 

market to be limited because we don’t believe energy exposure alone will lead to credit 

deterioration.  There will be some volatility in the near-term based on headline risk, but we are avoiding 

the names we think have material credit risk and feel confident about our bank and energy exposure.   

 

How exposed are insurance companies to the energy sector?  

Insurance companies generally have exposure to energy companies through their investment 

portfolios.  Typically insurance company investment portfolios’ are considered safe and heavily 



dominated by investment grade corporate bonds.  On average, 8% of US life insurance companies’ 

portfolios are exposed to energy, with 90% of these investments rated investment grade (IG).  On 

average, high-yield energy holdings are equal to a relatively small 2.6% of total equity for the life 

insurers.  Because energy investments are currently perceived as more risky and exposure to the sector 

is a focus among investors, insurance companies have generally reduced their exposure over the past 

year.  Property and Casualty (P&C) insurers typically have a higher quality bond portfolio than life 

insurance companies to offset the riskier nature of their underlying underwriting business.  The 

securities also have a lower duration relative to life insurance companies because of the greater 

unpredictability of claims in the P&C space.  Ultimately, energy exposures at some insurance companies 

could impact profitability if assets need to be impaired but this is a slower process that is likely to be 

more gradual and less negative than in the banking industry. 

What is Stonebridge’s strategy for managing energy risk in the portfolios?   

Stonebridge has always positioned itself as a conservative manager and our approach to energy risk is 

no different.  Analyzing asset quality, including energy risk, is one of the most important factors we take 

into account when analyzing the credit risk of a bank or insurance company that we invest in.  We avoid 

credits that we believe are deteriorating and we underweight banks that we feel are overly exposed to 

energy, or that could be at risk when combining energy exposure with other factors.  We focus on 

issuers with stronger balance sheets and more diversified geographic and industry risks.   Approximately 

~1.75% of the preferred market within the U.S. consists of preferred securities issued by energy 

companies (source S&P Dow Jones Indices LLC. Weights as of June 30, 2015).  Energy preferred prices 

have sold off substantially in recent months and in many cases much worse than the fundamentals of 

the issuers would merit.  Relative value analysis is a central part of our investment process, so we 

continue to own securities that we believe are oversold and fundamentally still quite stable.  As always 

we continue to pare our exposure to those names that are deteriorating or overvalued relative to their 

fundamentals.  

The views expressed are current as of the date indicated and are subject to change in the future. 
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