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Europe's Energy Crisis Impacting the
Metals Industry

Europe is  currently undergoing an energy cr is is  that is  expected to
worsen during the upcoming winter .  Manufactur ing companies that rely
heavi ly on natural  gas have seen pr ices spike,  forcing many to reduce
capacity and gas consumption,  or  completely shut down. According to
Eurometaux,  a  trade associat ion representing the col lect ive European
non-ferrous metals  industry,  “50% of the EU’s a luminum and z inc
capacity has been forced off l ine in the last  twelve months,  as wel l  as
30% of s i l icon and ferro-al loys production and impacts across copper
and nickel  sectors ."  New closures or curtai lments are announced every
week.  Whi le some companies are adjust ing run rates to avoid peak
power pr ic ing periods,  there is  st i l l  a  fear that gas rat ioning wi l l  be
necessary over winter months to ensure suppl ies aren’t  depleted.  

The energy cr is is  has the potentia l  to do s ignif icant harm to European
industry.  As mentioned by the Financial  Times,  “While companies are
digging in for a long winter ,  executives and pol it ic ians fear a wave of
deindustr ia l izat ion.”  The soaring energy pr ices are reducing the
competit iveness of  Europe’s  industr ia l  energy consumers at  an alarming
rate.  Temporary plant shutdowns can be cost ly and often impossible to
implement without permanently damaging equipment.  As a result ,
companies are looking to move production to regions where energy
prices are more affordable.  According to the Internat ional  Energy
Agency,  European gas pr ices were on average two to three t imes higher
from 2010 to 2020 when compared to the U.S.  The gap is  now as much
as ten t imes wider s ince Russia began cutt ing back suppl ies .  
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Financial  Times writes ,  “Experts warn that the longer companies are forced to shift  production from Europe,
the greater the r isk that some output may never return."

The surge in energy pr ices and raw materia l  costs wi l l  l ikely worsen European credit  condit ions.  Whi le gas
prices have eased from recent highs,  the cost is  st i l l  around f ive t imes higher than in the U.S.  Higher energy
prices and s lowing demand are negatively pressuring margins and overal l  credit  metr ics .  High pr ices are a lso
putt ing a strain on company competit iveness.  Swedish Steel  maker SSAB has a lready s ignaled that i t  wi l l  cut
production in the fourth quarter as demand in Europe s lows.  Glencore is  curtai l ing production at  i ts
Nordenham plant in Germany cit ing "var ious external  factors affect ing the business and wider European
industry."  Nyrstar  placed its  Netherlands smelter  on care and maintenance a few months ago.  ArcelorMittal
announced it  wi l l  c lose a blast  furnace in Bremen,  Germany,  and a wire rod plant in Hamburg,  Germany.  These
are just  a few examples highl ight ing the effects of  the energy cr is is  so far .  
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In the latest  Credit  Outlook survey
from the International  Association

of Credit  Portfol io Managers
(IACPM),  credit  portfol io managers
are forecasting r is ing defaults  over
the next year.  82% of respondents

said corporate defaults  wil l
increase in North America,  77% said

they wil l  r ise in Asia,  more than
90% said they wil l  r ise in Europe,

and 83% expect defaults  to
increase global ly .



S&P Global  also states “we can

expect the number of  defaults  to
continue to r ise for  the remainder

of 2022 amid worsening credit
condit ions,  which could erode
margins and l imit  lower-rated
companies’  abi l i ty to access

funding.”  The U.S.  trai l ing-12-
month speculative grade corporate
default  rate is  expected to increase
to 3.5% by June 2023,  from 1.4% in

June 2022.  The leveraged loan
default  rate is  a lso expected to r ise
to 2.0%, from 0.43% in July 2022.  



Slowing growth and the impact on

cash f lows from higher interest
rates and inf lat ion are putting

downward pressure on credit .  I t
seems credit  fundamentals  have
peaked,  and we are now seeing

downgrades outpacing upgrades.  

More Defaults 
on the Horizon

Analyzing Employee Stock
Ownership Plans (ESOPs)

Employee Stock Ownership Plans (ESOPs)  were created by
Congress to provide a vehic le by which a company's  employees
could obtain an ownership stake in their  employer through a
Qual i f ied Retirement Plan (QRP).   As stated by the ESOP
Associat ion,  “by establ ishing ESOPs and incentiviz ing their
creat ion,  Congress hoped to expand American workers ’  equity
ownership stake in American companies,  which would al low
workers to bui ld wealth as their  employers grow.”  According to
the U.S.  Department of  Labor,  there are approximately 6,482
ESOPs in the United States,  holding total  assets of  over $1.6
tr i l l ion.  In this  art ic le ,  we wi l l  explain the different types of
ESOPs and how they are accounted for .

The two types of  ESOPs include non-leveraged and leveraged.  A
non-leveraged ESOP wi l l  per iodical ly  issue new stock from
treasury or contr ibute cash to buy shares.  S imply put ,  a  non-
leveraged ESOP wi l l  not borrow money/use debt to buy stock.
When accounting for the non-leveraged ESOP, the company
contr ibutes cash or stock to the ESOP and wi l l  then record a
compensation expense.  Next ,  the shares wi l l  be distr ibuted to
the employee accounts within the ESOP, which creates a future
repurchase obl igat ion for the company to pay when an employee
is  able to col lect .  The future repurchase obl igat ion wi l l  not be
recorded on the balance sheet but wi l l  instead be contained in
the f inancial  statement footnotes.

Conversely ,  a  leveraged ESOP wi l l  borrow money from a bank
and use the loan proceeds to buy shares.  As further explained by
the ESOP Associat ion,  “ i f  the ESOP is  the borrower,  the company
guarantees the loan.  As part  of  the guarantee,  the company
agrees that i t  wi l l  make contr ibutions to the ESOP that wi l l
enable the ESOP to pay back the loan on schedule.  I f  the
borrower is  the company—which is  the arrangement preferred by
many lenders—the company lends the funds from the loan to the
ESOP so the ESOP can buy the shares.”  I f  a  loan is  used,  i t
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m u s t  b e  r e c o r d e d  a s  a  l i a b i l i t y  o n  t h e  b a l a n c e  s h e e t .  O n c e  t h i s  h a p p e n s ,  a  l o a n  i s  c r e a t e d  b e t w e e n  t h e  c o m p a n y

a n d  t h e  E S O P  a n d  i s  r e c o r d e d  a s  a  c o n t r a - e q u i t y  a c c o u n t ,  w h i c h  w i l l  h a v e  a  n e g a t i v e  i m p a c t  o n  t h e  c o m p a n y ’ s

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

i n t e r n a l  l o a n  b e t w e e n  t h e  c o m p a n y  a n d  E S O P  i s  r e p a i d .  B e c a u s e  o f  t h i s ,  t h e  c o m p a n y ' s  r i s k  r a t i o s  w i l l  b e

a f f e c t e d .

U n d e r s t a n d i n g  E S O P s  a n d  t h e i r  i m p a c t  o n  a  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  i s  i m p o r t a n t  f o r  a n y  c r e d i t  m a n a g e r .  

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

y o u  g e t  a  b e t t e r  u n d e r s t a n d i n g  o f  t h e  c o m p a n y ' s  c r e d i t  m e t r i c s .

Setting Customer Credit Limits in an Evolving Risk
Environment

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

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

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

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

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

l e v e l  o f  r i s k .  

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

l i n e  w i t h  t h e  c u s t o m e r s  c o r r e s p o n d i n g  r i s k  p r o f i l e  w i l l  h e l p  m i n i m i z e  b a d  d e b t  s i t u a t i o n s .  H i g h - r i s k  c u s t o m e r s

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

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

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

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

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

O n c e  y o u ’ v e  e s t a b l i s h e d  a  c r e d i t  l i m i t  f o r  y o u r

c u s t o m e r s ,  t h a t  d o e s n ’ t  m e a n  t h e  j o b  i s  d o n e .  T h e  t e r m

“ s e t  i t  a n d  f o r g e t  i t ”  d o e s  n o t  a p p l y  h e r e .  Y o u  s h o u l d  b e

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

a p p r o p r i a t e  t h r o u g h o u t  t h e  d u r a t i o n  o f  y o u r

r e l a t i o n s h i p .  R i s k  i s  f l u i d  a n d  n e e d s  t o  b e  m o n i t o r e d

r e g u l a r l y .   I f  y o u  h a v e  t h e  b e n e f i t  o f  r e v i e w i n g  f i n a n c i a l

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

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

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

t e r m s  t o  w i n  m o r e  b u s i n e s s .  C o n v e r s e l y ,  i f  y o u  n o t i c e  a

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

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

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

I t ’ s  a l s o  i m p o r t a n t  t o  b e  c o n s c i o u s  o f  e x t e r n a l  c o n d i t i o n s  a n d  a d j u s t  y o u r  c r e d i t - g r a n t i n g  p o l i c y  a c c o r d i n g l y .

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

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

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

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