
Understanding the 
sector impact of 
COVID-19 Oil and Gas

Oil & Gas and Chemicals companies are in the midst of a two-pronged crisis: an oil price war and the impact of 
COVID-19. Oil prices dropped dramatically a few weeks ago when the Organisation of Petroleum Exporting Countries 
(OPEC) and Russia failed to agree on production cuts. OPEC and its allies (OPEC+) in a bid to stabilise falling prices, 
agreed to cut their combined output by 9.7 million barrels per day each in May and June from the agreed baseline. 
The timing of the agreement coincides with a period when the global crude oil market has more crude than it can use 
and potentially store. The oil supply/demand imbalance is occurring in tandem with the depressed need for chemicals 
and refined products stemming from industrial slow-downs and travel restrictions in the wake of COVID-19. Conse-
quently, the short- to medium-term outlook for high-cost producers, smaller operators and those companies with 
high levels of debt appears to be more challenging now than ever  

Potential long-term impact on Oil & 
Gas and Chemicals Companies 

International Oil Companies (IOCs), 
indigenous oil & gas and chemicals 
companies are responding by cutting 
capital and operational expenditures, 
which will filter down to suppliers and 
oil servicing companies. 

We may see the following trends as an impact of the 
above:  

Inefficient and highly leveraged companies may face a 
liquidity crisis, with some being forced out of business. 

Some of the larger, healthier companies may alter or 
accelerate their plans to diversify into other energy sectors, 
prompting a change in the business model. 

In the wake of lay-offs and furloughs, companies may face a 
shortage of skilled labour when the market rebounds. 



Key questions executives and boards should be asking 

• How can we maintain the safety of our people first? 
• How do we make sure our assets (e.g. oilfields, chemical plants, LNG trains, refineries, etc.) can continue to   
 operate in an environment where everyone feels at risk? 
• How do we assess and mitigate supply chain risk, including the risks among different countries? 
• How do we retain our talent so we have access to sufficient skilled labour when the market recovers?
• How can the sector remain attractive to foreign direct investments?
• How do we ensure that revenue and new business lines are sustainable?

Impact on the Nigerian Oil and Gas Sector 

In addition to the country-wide economic impact of COVID-19 in Nigeria, crude producers are faced with a decline in 
both price and demand for crude, resulting in an oil glut. In a press statement by Nigeria’s Minister of State for 
Petroleum Resources, he noted that in line with the production-cut deal, Nigeria will be required to produce 1.412 
Million Barrels Per Day (BPD) between May and June 2020, 1.495 million BPD between July and December 2020 and 
1.579 million BPD between January 2021 and April 2022.

According to NNPC’s Monthly Financial and Operations Report for January 2020, Independents accounted for 4.71% of 
national crude oil and condensate production, which stood at 60.80 million barrels as of December 2019. These 
operators, however, account for a significant portion of borrowings in the industry. With the economic downturn, the 
Independents appear to be at a higher risk of a debt crisis, than the IOCs, due to the extent of their exposure. 
• The economic slowdown is driving oil producers to defer key investment decisions, which in turn, have stalled the   
 execution of major projects in the sector 
• The quality of operating cash flows have been impacted; as such, IOCs are adopting aggressive cost-cutting   
 measures, including revision of capital expenditure budgets
• Indigenous operators, who are highly geared, are facing increasing difficulty in servicing debt obligation, given the   
 changes in operating fundamentals  
• In its industry circular of 30 March 2020, the Department of Petroleum Resources (DPR), stated that it considers   
 the situation occasioned by the COVID-19 pandemic a “force majeure” and has directed all operators to limit the   
 number of personnel at project sites. This has the potential of leading to breach of specific contract terms 

Sector-relevant regulatory measures to cushion the impact of COVID-19 

• In its circular to Deposit Money Banks (DMB) and the general public, the CBN granted leave to DMBs to consider   
 temporary and time-limited restructuring of the tenor and loan terms for businesses most affected by the   
 pandemic, with particular reference to the oil and gas sector 
• The Federal Inland Revenue Service has extended the timeline for remittance of different tax types including the   
 Income Tax, Value-Added Tax (VAT) and Withholding Tax (WHT)

Practical next steps
 
Oil & gas and chemicals leaders will be defined by what they do along the three dimensions of managing a crisis: 
respond, recover, and thrive. Some key next steps include: 
• Conduct a detailed evaluation of trading and cash flow, by revising key assumptions and remodelling to identify   
 actual financing needs
• Leverage on the directive of the CBN to DMBs and initiate engagement with lenders to explore debt restructur-  
 ing alternatives, which may include renegotiation of loan terms and tenor, the grant of  a moratorium on interest   
 and or principal
• Provide adequate disclosures in the interim financial statements in line with the guidance provided by the Finan-  
 cial Reporting Council (FRC), relating to the judgement made on the impact of the pandemic, principal risks and   
 uncertainties faced by the Company and overall impact of COVID-19 
• Consider the option of revising estimated returns and take advantage of the relaxed tax compliance regime   
 provided by the authorities, which could reduce the pressure on cash flows
• Assess whether the company has the financing to continue, and balance the trade-off between immediate needs   
 and what has been promised to the market in terms of returns, dividends, share buy-backs, etc. 
• Consider if the crisis can be used as a catalyst to rethink how work is done, such as accelerating adoption of digital  
 capabilities 
• Determine what the future of work will look like and align talent strategies for the new environment 
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