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CREDIT RISK
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Recent Events Impacting Credit Risk
Credit  condit ions are t ightening and wi l l  l ikely place pressure on credit
qual i ty moving forward.

Inf lat ion surged higher than expected in June,  increasing 9.1% over the
last  twelve months.  In response,  the Fed raised interest  rates by 0.75%
at i ts  July meeting.  This  is  the central  bank's  second 0.75% hike in
recent months,  and it  wi l l  consider another large increase at  i ts
September meeting.  This  takes the target Fed Funds rate to
2.25%-2.50%. At the same t ime,  Fed Chairman Powel l  stated:  “These
rate hikes have been large,  and they’ve come quickly.  And it 's  l ikely
that their  ful l  effect  has not been felt  by the economy so there’s
probably some signif icant addit ional  t ightening in the pipel ine.”  The
Bank of Canada raised its  pol icy rate by a ful l  percentage point at  i ts
last  meeting,  l i f t ing the rate to 2.50% from 1.50%, the biggest one t ime
increase s ince 1998.  Central  banks are urgently ra is ing rates whi le
understanding this  could tr igger a sharp s lowdown in growth,  a  decl ine
in asset pr ices,  and lead to a recession.  Comerica Bank also reports that
f inancial  markets are pr ic ing in the possibi l i ty of  interest  rate cuts next
year ,  another s ign of  recession fears .  

As reiterated by ISRI 's  Chief  Economist  Joe Pickard,  "This  means loan
rates wi l l  continue to increase into the future from their  near
histor ical ly  low levels .  Costs wi l l  increase for equipment and machinery
purchased with adjustable rates and under l ines of  credit .  As
operat ional  costs have increased and wi l l  l ikely continue to increase for
some t ime period ( labor,  capital ,  etc . ) ,  an added incentive to merge or
acquire other operat ions to reduce costs is  l ikely to continue."
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Tightening credit  condit ions and elevated inf lat ion wi l l  l ikely inf luence the M&A landscape for the remainder of
2022.  There are certainly deals  in the pipel ine,  but M&A act iv ity could start  to s low as interest  rates r ise and
enterprise valuat ion mult iples decl ine.  M&A act iv ity was relat ively stable in the f i rst  half  of  2022,  especial ly  in
the Industr ia l  Manufactur ing,  Metals ,  and Plast ics/Packaging segments.  Whi le deal-making act iv ity was actual ly
down in the f i rst  half  of  2022,  this  is  compared to record high levels  in 2021.

Recent note-worthy deals  include:

On July 13,  Charlotte Pipe and Foundry announced their  acquis it ion of Wisconsin-based Neenah Enterprises,
Inc.  The company,  which produces construct ion industr ia l  cast ings,  has plants located in Flor ida,  Nebraska,  and
Wisconsin.  Addit ional ly ,  the 150-year-old company is  in the process of  complet ing a fourth locat ion in
Charlotte,  North Carol ina – this  foundry is  expected to begin operat ions in 2023 Q3. The acquis it ion wi l l  put
Charlotte Pipe in a stronger posit ion to produce iron cast ings.  “This  acquis it ion in an adjacent sector bui lds on
our core competency in the manufactur ing of  grey iron cast ings.  We bel ieve that Charlotte Pipe's  f inancial
strength and manufactur ing expert ise wi l l  strengthen Neenah's  portfol io ,"  President and CEO Hooper Hardison
said in a press release issued by the company.  The move comes as gray iron cast ings’  pr ice has seen an increase
throughout 2022,  s itt ing at  134.34 in June.  This  is  up from 128.84 in January of  this  year ,  and is  expected to
continue on its  upward trend for as long as rate hikes and supply chain disruptions persist .  

Thunderbird LLC acquired Bright Plast ics of  Greensboro,  NC to expand its  in ject ion-molding support  for  a
range of industr ies .  These include medical ,  defense,  aerospace,  transportat ion,  recreat ion,  waste management,
and telecom. In May,  Thunderbird acquired MPR Plast ics ,  an inject ion molder based in Elgin,  IL .  I t  a lso acquired
Wil l iams Plast ics in 2017,  Indiana Plast ics in 2018,  and the plast ics divis ion of Tuthi l l  Corp.  in 2020.

Majest ic  Steel  USA, a steel  service center ,  completed two strategic acquis it ions in manufactur ing and logist ics .
On July 14,  the company reported that Quicken Steel  LLC,  a manufacturer of  steel  bui ldings and components
based in Claxton,  Georgia ,  and Mercury Transport  Inc. ,  a  transportat ion company based in Pittsburg,  Cal i fornia ,
wi l l  become a part  of  Majest ic  Steel  USA, Inc.  The acquis it ion of Mercury Transport  is  a  fol low-on investment
to Majest ic 's  2021 acquis it ion of Merit  Steel  USA, a West Coast-based steel  service center .

On July 1,  ArcelorMittal  acquired 80% of voestalpine Texas,  a  Hot Briquetted Iron (HBI)  plant located near
Corpus Christ i ,  TX,  with an enterprise value of approximately $1 bi l l ion.  The transact ion al lows ArcelorMittal
to vert ical ly  integrate via HBI production capabi l i t ies .  Voestalpine AG wi l l  retain the remaining 20% stake in
voestalpine Texas.

As companies continue to batt le elevated input costs and supply chain issues,  this  has led to reduced
production and temporary plant c losures.  Century Aluminum Company announced on June 22 that i t  wi l l
temporar i ly  id le i ts  Hawesvi l le ,  KY smelter  as a direct  result  of  skyrocketing energy costs .  The company
reported the shutdown wi l l  last  nine to twelve months unti l  energy pr ices return to more normal ized levels .
Jesse Gary,  the Company’s  President and Chief  Executive Off icer ,  commented,  “This  unprecedented r ise in
global  energy pr ices ar is ing from the Russian war in Ukraine has dramatical ly  increased the pr ice of  energy in
the U.S.  and around the globe.  The power cost required to run our Hawesvi l le ,  KY,  faci l i ty has more than
tr ipled the histor ical  average in a very short  per iod.”  
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T h e  B u r e a u  o f  L a b o r  S t a t i s t i c s  r e p o r t e d  J u n e  p r o d u c e r  p r i c e s  s u r g e d  a  n e a r - r e c o r d  a m o u n t  f r o m  a  y e a r  a g o  d u e

t o  a  b i g  j u m p  i n  e n e r g y  c o s t s .  T h e  p r o d u c e r  p r i c e  i n d e x ,  a  m e a s u r e  o f  t h e  p r i c e s  r e c e i v e d  f o r  f i n a l  d e m a n d

p r o d u c t s ,  i n c r e a s e d  1 1 . 3 %  f r o m  a  y e a r  a g o .  O f  t h a t  g a i n ,  t h e  m a j o r i t y  c a m e  f r o m  a  1 0 %  i n c r e a s e  i n  f i n a l  d e m a n d

e n e r g y  c o s t s  a s  p r i c e s  f o r  o i l ,  n a t u r a l  g a s  a n d  o t h e r  p r o d u c t s  s o a r e d .

K a i s e r  A l u m i n u m  d e c l a r e d  f o r c e  m a j e u r e  a t  i t s  W a r r i c k  R o l l i n g  M i l l  b e c a u s e  o f  t h e  l i m i t e d  a v a i l a b i l i t y  o f

m a g n e s i u m  u s e d  i n  i t s  p r o d u c t i o n .  K a i s e r  W a r r i c k  h a s  b e e n  u n a b l e  t o  i m m e d i a t e l y  s o u r c e  a d d i t i o n a l  m a g n e s i u m

f r o m  o t h e r  s u p p l i e r s  a n d  h a s  b e g u n  a d j u s t i n g  p r o d u c t i o n  l e v e l s .  T h e  c o m p a n y  r e p o r t e d  t h a t  i t  “ a n t i c i p a t e s

p r o d u c t i o n  a n d  d e l i v e r i e s  w i l l  b e  r e d u c e d  b y  3 0 %  t o  4 0 %  i n  t h e  m o n t h  o f  J u l y ,  a n d  a p p r o x i m a t e l y  5 0 %  d u r i n g  t h e

r e m a i n d e r  o f  t h e  t h i r d  q u a r t e r . "

L a s t l y ,  w e  w a n t  t o  p r o v i d e  a  b r i e f  u p d a t e  o n  t h e  h o u s i n g  m a r k e t ,  a s  i t  h a s  c o m e  u n d e r  e x t r e m e  p r e s s u r e  f r o m

r i s i n g  i n t e r e s t  r a t e s .  B e c a u s e  o f  t h e  r e c e n t  r a t e  h i k e s ,  m o r t g a g e  a p p l i c a t i o n s  h a v e  p l u m m e t e d .  A s  e x p l a i n e d  b y

D a n  N o r t h ,  A l l i a n z  C h i e f  E c o n o m i s t ,  t h e  M o r t g a g e  B a n k e r s  A s s o c i a t i o n  o f  A m e r i c a ’ s  m o r t g a g e  a p p l i c a t i o n s  i n d e x

h a s  f a l l e n  - 6 . 3 %  i n  o n e  w e e k  a n d  i s  n o w  d o w n  - 6 0 %  y / y ,  t h e  l o w e s t  i n  2 2  y e a r s ,  e v e n  l o w e r  t h a n  w h e n  t h e

h o u s i n g  m a r k e t  c o l l a p s e d  i n  2 0 0 8 .  S i n c e  m o r t g a g e  a p p l i c a t i o n s  h a v e  c o l l a p s e d ,  s o  h a s  h o m e b u i l d e r  s e n t i m e n t .

“ S o  t h e  g r i m  p r o c e s s i o n  g o e s  l i k e  t h i s :  i n f l a t i o n  r i s e s …  F e d  F u n d s  r i s e …  m o r t g a g e  r a t e s  r i s e …  m o r t g a g e

a p p l i c a t i o n s  f a l l …  h o m e b u i l d e r  s e n t i m e n t  f a l l s …  e x i s t i n g  h o m e  s a l e s  f a l l …  a l l  c a p p e d  o f f  w i t h  t h e  f i n a l  m i s e r y  o f

r i s i n g  p r i c e s .  I t ’ s  n o t  g o i n g  t o  g e t  b e t t e r . ”  W e  b e l i e v e  h o u s i n g  w i l l  l i k e l y  b e  a  h e a d w i n d  t o  G D P  g r o w t h  i n  t h e

s e c o n d  h a l f  o f  2 0 2 2  a n d  t h r o u g h o u t  2 0 2 3 .
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D e s p i t e  s l o w e d  e c o n o m i c  g r o w t h  a n d  i n f l a t i o n  c o n t i n u i n g  o n  a n  u p w a r d  t r e n d ,  c o m p a n y  r a t i n g  c h a n g e s  h a v e

r e m a i n e d  r e l a t i v e l y  s t a b l e .  T h i s  m o n t h ,  S & P  r e p o r t e d  t h e  n u m b e r  o f  c o m p a n i e s  w i t h  a  r a t i n g  o f  ‘ C C C + ’  o r  l o w e r

a c t u a l l y  d e c r e a s e d  i n  J u n e  ( 1 3 1  c o m p a n i e s )  c o m p a r e d  t o  M a y  ( 1 3 5 ) .  T h i s  c o u l d  b e  t h a n k s  t o  a  p u s h  i n  t h e  m e d i a

a n d  e n t e r t a i n m e n t  s e c t o r  a s  t h e  s u m m e r  b o x  o f f i c e  s e a s o n  a n d  f u l l  r e o p e n i n g  o f  a m u s e m e n t  p a r k s  a r e  i n  f u l l

s w i n g .  W h e n  y o u  l o o k  a t  c o n s u m e r  p r o d u c t s  a n d  c a p i t a l  g o o d s ,  h o w e v e r ,  t h e  d o w n g r a d e  r i s k  b e c o m e s  m o r e

a p p a r e n t .  

A c c o r d i n g  t o  S & P  G l o b a l  R a t i n g s ,  c o n s u m e r  p r o d u c t s  a n d  c a p i t a l  g o o d s  w i t h  ‘ B - ’  r a t i n g s  h a d  a  h i g h e r  n e g a t i v e

b i a s  o u t l o o k  t h a n  s e c t o r s  l i k e  o i l  &  g a s ,  a u t o m o t i v e ,  a n d  r e t a i l  –  a m o n g  o t h e r s .  T h e  c o n s u m e r  g o o d s  n e g a t i v e

o u t l o o k  j u m p e d  f r o m  6 . 2 %  i n  M a y  t o  7 . 8 %  i n  J u n e .  T h i s  m e a n s  t h a t  a n a l y s t s  b e l i e v e  a  c o m p a n y  i n  t h i s  s e c t o r

w i t h  a  ‘ B - ’  i s  m o r e  l i k e l y  t o  r e c e i v e  a  d o w n g r a d e  t h a n  a  c o m p a n y  w i t h  t h e  s a m e  r a t i n g  i n  a n o t h e r  s e c t o r .  O n e

c a n  l o o k  t o  i n f l a t i o n  a n d  t i g h t e n i n g  m a r g i n s  –  e s p e c i a l l y  w i t h  i m p e n d i n g  r a t e  h i k e s  a n d  g r o w i n g  f e a r s  o f  a

r e c e s s i o n  –  f o r  t h e  p r e d o m i n a n t l y  n e g a t i v e  o u t l o o k  o n  t h e  c a p i t a l  g o o d s  s e c t o r .  F r o m  t h i s  i n f o r m a t i o n ,  w e  c a n

t a k e  a w a y  t h a t  p r u d e n t  c o n s u m e r  b e h a v i o r  a n d  r e v e n u e  c e i l i n g s  c a n  b e  e x p e c t e d  t o  t i g h t e n  –  a s  t h e y  h a v e  s i n c e

t h e  s t a r t  o f  t h e  n e w  y e a r .  S & P  a l s o  s t a t e d  t h a t  s u p p l y - a n d - d e m a n d  i m b a l a n c e s ,  i n c l u d i n g  s u b s t a n t i a l  r a w

m a t e r i a l  c o s t  i n f l a t i o n  a n d  l o g i s t i c s  c h a l l e n g e s ,  c o u l d  c a u s e  a  s l o w d o w n  i n  t h e  p a c e  o f  u p g r a d e s  f o r  C h e m i c a l

c o m p a n i e s  o v e r  t h e  n e x t  1 2  m o n t h s .

T h e  U . S .  D i s t r e s s  R a t i o  i s  a n o t h e r  i n d i c a t o r  t h a t  i s s u e r s  a r e  f a c i n g  d i f f i c u l t i e s .  P e r  t h e  l a t e s t  S & P  d a t a ,  t h e  U . S .

D i s t r e s s  R a t i o  r o s e  t o  9 . 2 %  o n  J u l y  5  –  i t s  h i g h e s t  l e v e l  s i n c e  O c t o b e r  2 0 2 0 .  T h i s  m o r e  t h a n  d o u b l e d  w h a t  t h e

d i s t r e s s  r a t i o  s t o o d  a t  o n  J u n e  3 ,  w h e n  S & P  r e p o r t e d  i t  a t  4 . 3 % .  T h i s  f i g u r e  t y p i c a l l y  c o i n c i d e s  w i t h  a n  u p t i c k  i n

d e f a u l t  r a t e s  a s  c o m p a n i e s  f a c e  m o u n t i n g  p r e s s u r e  t o  n a v i g a t e  t h r o u g h  p r i c e  h i k e s ,  g e o p o l i t i c a l  u n c e r t a i n t y ,

a n d  s c a l e d - b a c k  c o n s u m e r  s p e n d i n g .  P e r  S & P ,  t h e  c o n s u m e r  p r o d u c t s  s e c t o r  h a d  e i g h t  d i s t r e s s e d  i s s u e s

r e p o r t e d  i n  J u n e  2 0 2 2 ,  w h i c h  i s  u p  f r o m  t h r e e  r e p o r t e d  d i s t r e s s  i s s u e s  i n  t h e  p r e v i o u s  m o n t h .  

W e  n o t e  i t ’ s  m o r e  i m p o r t a n t  t h a n  e v e r  t o  g e t  a h e a d  o f  d e f a u l t  p a y m e n t  a c t i v i t y ,  a s  t h i s  b e h a v i o r  c o u l d  p e r s i s t

a n d  i m p a c t  y o u r  c o m p a n y ’ s  b o t t o m  l i n e .  

What We Can Take Away From S&P's
Credit Outlook Trends

Analyzing Credit Agreement
Amendments

C r e d i t  p r o f e s s i o n a l s  m u s t  l o o k  a t  s e v e r a l  d i f f e r e n t

v a r i a b l e s  o f  a  c o m p a n y  t o  g e t  a  c o m p l e t e  p i c t u r e  o f

t h e i r  c r e d i t w o r t h i n e s s .  P e r h a p s  o n e  o f  t h e  m o r e

i m p o r t a n t  c o m p o n e n t s  t o  c o n s i d e r  w h e n  e v a l u a t i n g

a  c o m p a n y  i s  t h e  b o r r o w i n g  r e l a t i o n s h i p  a n d / o r  d e b t

a g r e e m e n t s  i t  h a s  w i t h  a  l e n d e r .  A f t e r  t h e  b o r r o w e r

a n d  l e n d e r  e x e c u t e  a  c r e d i t  a g r e e m e n t ,  s o m e

s i t u a t i o n s  a r i s e  w h e r e  t h e  o r i g i n a l  c r e d i t  a g r e e m e n t

n e e d s  t o  b e  c h a n g e d .  T h a t ' s  w h e r e  c r e d i t  a g r e e m e n t

a m e n d m e n t s  c o m e  i n .  I f  y o u ' r e  f a m i l i a r  w i t h  d e b t
c a p i t a l ,  y o u ’ l l  k n o w  t h a t  a m e n d m e n t s  a r e  q u i t e  c o m m o n .  A  b o r r o w e r  a n d  l e n d e r  m i g h t  m o d i f y  ( a m e n d )  a n

e x i s t i n g  a g r e e m e n t  f o r  a n y  n u m b e r  o f  r e a s o n s .  

I n  m o s t  r e c e n t  h i s t o r y ,  t h e  C O V I D - 1 9  p a n d e m i c  l e d  t o  a  s u r g e  i n  c r e d i t  a g r e e m e n t  a m e n d m e n t s  t o  o f f e r  r e l i e f

f o r  b o r r o w e r s .  A  m a j o r i t y  o f  c r e d i t  a g r e e m e n t s  r e q u i r e  t h e  b o r r o w e r  t o  a d h e r e  t o  c e r t a i n  f i n a n c i a l  c o v e n a n t s ;

d e s p i t e  t h i s ,  t h e  C O V I D - 1 9  l o c k d o w n s  r e s u l t e d  i n  m a n y  b o r r o w e r s  b r e a c h i n g  t h e i r  c o v e n a n t s .  C r e d i t

a m e n d m e n t s  w e r e  i n i t i a t e d  t o  w a i v e  t h e  v i o l a t i o n s ,  c h a n g e  t h e  f i n a n c i a l  r e q u i r e m e n t s ,  o r  d e l a y  c o v e n a n t  
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t e s t i n g  f o r  a  s e t  t i m e .  A c c o r d i n g  t o  F i n l e y ,  a  c a p i t a l  m a n a g e m e n t  s o l u t i o n s  c o m p a n y ,  “ T h e  m a i n  r e a s o n  t h a t

b o r r o w e r s  a n d  c a p i t a l  p r o v i d e r s  e x e c u t e  a m e n d m e n t s  i s  t o  e n s u r e  t h a t  t h e i r  c r e d i t  a g r e e m e n t  c a n  s t a y  i n

p l a c e .  T h a t  c a n ' t  h a p p e n ,  f o r  e x a m p l e ,  w h e n  a  b o r r o w e r  t r i p s  a  c o v e n a n t  a n d  i s  t e c h n i c a l l y  i n  a n  e v e n t  o f

d e f a u l t .  B y  a l t e r i n g  t h e  r u l e s  o f  t h e  c r e d i t  a g r e e m e n t ,  b o r r o w e r s  a n d  l e n d e r s  c a n  e n s u r e  t h e  p r e s e r v a t i o n  o f

t h e  d e b t  a g r e e m e n t  t h a t ' s  a l r e a d y  i n  p l a c e . ”

A m e n d m e n t s  a l s o  o c c u r  b e c a u s e  o f  c h a n g e s  i n  r e g u l a t o r y  f r a m e w o r k ,  r i s i n g  i n t e r e s t  r a t e s ,  c h a n g e s  i n  l e n d e r

r i s k  a p p e t i t e ,  a n d  m a c r o e c o n o m i c  s h i f t s .  F o r  p u b l i c l y - t r a d e d  c o m p a n i e s ,  c r e d i t  a g r e e m e n t  a m e n d m e n t s  n e e d

t o  b e  d i s c l o s e d ,  s o  y o u  c a n  f i n d  t h e  d e t a i l s  i n  a  c o m p a n y ’ s  S E C  f i l i n g s .  P r i v a t e l y - h e l d  c o m p a n i e s  t y p i c a l l y

d i s c l o s e  a m e n d m e n t  s p e c i f i c s  i n  t h e i r  a n n u a l  r e p o r t s ,  s o  y o u  w i l l  n e e d  t o  s o u r c e  t h e  c o m p a n y ’ s  f i n a n c i a l

s t a t e m e n t s  t o  u n c o v e r  t h e s e  d e t a i l s .  O n c e  a l l  d e t a i l s  a r e  s e c u r e d ,  y o u  c a n  t h e n  u n d e r s t a n d  h o w  t h e

a m e n d m e n t  w i l l  i m p a c t  t h e  c o m p a n y ’ s  c r e d i t  r i s k .

L a s t  m o n t h  A l c o a  C o r p o r a t i o n  c o m p l e t e d  a n  a m e n d m e n t  t o  i t s  r e v o l v i n g  c r e d i t  f a c i l i t y  t h a t  e x t e n d e d  t h e

m a t u r i t y  d a t e  f r o m  2 0 2 3  t o  2 0 2 7 ,  w h i c h  i s  c r e d i t  p o s i t i v e .  R y e r s o n  a l s o  e x e c u t e d  a n  a m e n d m e n t  i n  J u n e  t h a t

e x t e n d e d  t h e  c o m p a n y ’ s  c r e d i t  f a c i l i t y  f r o m  2 0 2 5  t o  2 0 2 7  a n d  i n c r e a s e d  t h e  b o r r o w i n g  a v a i l a b i l i t y  t o  $ 1 . 3

b i l l i o n  f r o m  $ 1  b i l l i o n ,  b o t h  p o s i t i v e  c r e d i t  f a c t o r s .  O n  J u n e  1 4 ,  2 0 2 2 ,  C e n t u r y  A l u m i n u m  e n t e r e d  i n t o  a n

a m e n d m e n t  t h a t  i n c r e a s e d  t h e  s i z e  o f  i t s  r e v o l v i n g  f a c i l i t y  t o  $ 2 5 0  m i l l i o n  f r o m  $ 2 2 0  m i l l i o n ,  e x t e n d e d  t h e

m a t u r i t y  t o  2 0 2 7 ,  a n d  r e p l a c e d  L i b o r  w i t h  S o f r  a s  t h e  b e n c h m a r k  i n t e r e s t  r a t e .  T h i s  i m p r o v e s  t h e  c o m p a n y ’ s

b o r r o w i n g  c a p a c i t y  a n d  d e b t  m a t u r i t y  s c h e d u l e .

D e p e n d i n g  o n  t h e  s i t u a t i o n ,  e i t h e r  t h e  b o r r o w e r  o r  l e n d e r  m a y  h a v e  m o r e  l e v e r a g e  i n  t h e  n e g o t i a t i o n  o f  t h e

c r e d i t  a g r e e m e n t  a m e n d m e n t .  F i n l e y  s t a t e s  t h a t  b o r r o w e r s  m i g h t  a g r e e  t o  a  c r e d i t  a g r e e m e n t  a m e n d m e n t  i n

o r d e r  t o  m a i n t a i n  a c c e s s  t o  t h e i r  s o u r c e  o f  w o r k i n g  c a p i t a l ,  w h i l e  p r i v a t e  c r e d i t  f u n d s  m i g h t  a g r e e  t o  a  c r e d i t

a g r e e m e n t  a m e n d m e n t  s o  t h a t  t h e y  c a n  c o n t i n u e  t o  p u t  c a p i t a l  t o  w o r k  ( r a t h e r  t h a n  j e o p a r d i z e  a n  e x i s t i n g

d e a l ) .

A m e n d m e n t s  h a p p e n  f o r  a  v a r i e t y  o f  r e a s o n s  a n d  i t  i s  i m p o r t a n t  t o  u n d e r s t a n d  t h e  c r e d i t  i m p l i c a t i o n s  i f  y o u r

c u s t o m e r  e x e c u t e s  a  d e b t  c a p i t a l  a m e n d m e n t .  
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