ACUITY BLOG

KMOWLEDNGE FARTHNERS

Corporate America: On a Bankruptcy Boom
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The story so far

Corporate bankruptcies in the US are surging, with no signs of a slowdown. A total of 637
companies filed for bankruptcy in 2023, the most so far in this decade. Despite this spike, the
level is still far from the peak during the Great Recession or for that manner, at any time

before.
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Economic headwinds such as high interest rates, tight labour markets and pressure from the
“back to normal” trend have exerted additional pressure on cash-strapped companies that
were floating on pandemic-related funds. 3Q saw the most bankruptcies in 2023, although
there was some relief in October and November. A number of large corporates with large
liabilities are likely to cave in because of high interest rates, creating uncertainty in the
market and could result in loss of tens of thousands of jobs.



https://www.acuitykp.com/blog/corporate-america-bankruptcy-boom/
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Chapter 11 filings gained pace in 2023, especially those by companies with more than
USD1bn in assets. In 2022, only 16 companies with more than USD1bn in assets filed for
bankruptcy; Pennsylvania REIT is the latest to join the list of famous corporations filing for
bankruptcy, including WeWork, SVB Financial, Bed Bath & Beyond and Rite Aid.

® Companies in the consumer discretionary and industrial sectors top the list, with 82
filings each, followed by companies in the healthcare sector, with 81 filings

® The big retailers buckled due to high operating costs and interest rates, and pandemic-
induced challenges such as a drop in consumer demand and disruptions to the value

chain




Key bankruptcies with >USD1bn in liabilities

Announced Assets at Initial
Company date Filing ($mn) Reason
Pennsylvania REIT 12710/ 2023 0.51 Post pandemic impact
We Work 11/06/2023 =1,000 After news on companies using more of its office-sharing space soured
Air Methods 10/24/2023 =>1.000 High interest rates + labor costs and & ban on "surprise” medical bills
Akumin 10/22/2023 100-500 Filed and went private with Stonepeak Partners
Rite Aid 10015/ 2023 =1,000 Lawsuits sllegations that the chains helped in surging the opioid criziz
SmileDirectClub 09/28/2023 500-1,000 To seek capital to fulfil $20mn investment commitment for a deal
Amyris 08/09/2023 ~2,267 To sell its consumer brands to improve the company’s liquidity position
Yellow 08/06/2023 =>1.000 Mounting debt load pressurized to wind up
PGX Holdings 06/04/2023 100-500 Lost a court case over its billing for credit repair services
Wesco Aircraft Holdings 06/02023 ~2073 Depreszed demand for aircraft maintenance
Diebold Holding 06/02023 =1,000 Reached an agreement to reduce the company's overall debt by 52.Tbn
Vice Group Holdings 05/1%/23 ~1:321 Antenna stopped payment for a production deal
Envision Healthcare 05/15/23 ~358 High labor costs and a long battle with insurer UnitedHealth Group
Kidde Fenwal 05/14/23 100-500 Lawsuits for water contamination around U.S. airports and military bases
Monitronics International 05/14/23 =1,000 > $1bnin debt due in 2024; filed to help implement its restructuring
LTL Management 04-04-2023 =1,000 To present a reorganization plan for proposed 58.8bn settlement
SVB Financial Group 0325 ~4,078 To seek asset buyers, afier SVB was taken over by the US regulators
Diamond Sports Group 03/14/23 ~T16 Expensive broadcast rights agreements and declining sports viewers
Avaya 02114/23 =>1,000 To secure a financing of $780mn as it restructures its business
Serta Simmons Bedding 0V 23/ 23 ~78 To eliminate most of its debt
Farty City Holdco 0117123 =1,000 High inflation took & toll on consumer spending

Source: SEP Global

What the future holds

Increased borrowing costs resulted in ¢.346 corporate defaults as of end-June 2024, and the
list seems to be growing. Cash-strapped companies looking to refinance may have to reissue
bonds at the current elevated rates and not at fixed coupons, with such floating-rate debt
affecting earnings and profit margins. According to Fitch’s latest report, defaults by high-
yield bonds reached 2.8% by end-2023, c.4x the 2021 default rate (0.7%). Defaults are seen
across sectors, but companies in the consumer products, healthcare and industrial sectors
are defaulting the most, driven primarily by high leverage, strained cashflow, elevated capex
and reduced access to capital markets.
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The federal funds rate, on the other hand, has been stagnant at 5.33% after a steep hike, with
the US Federal Reserve waiting until September 2024 to cut its key interest rate due to
strong resilience of the US labour market and a series of stronger-than-expected inflation
data. Despite the cut, high borrowing costs are likely to remain a burden, causing defaults to
increase in 2024 to 5-5.5%, before declining in 2025. Higher-for-longer interest rates would
put downward pressure on free cashflow and limit financial flexibility and borrowing capacity
for issuers seeking to address near-term maturities and other liquidity-related challenges.

How Acuity Knowledge Partners can help

We have two decades of experience in partnering with leading market players across market
cycles. We combine analytical rigor with process expertise, helping corporate and investment
banks improve operational efficiency and grow revenue. We have been collaborating with
clients’ restructuring teams to implement customised front-office solutions by leveraging
industry-best practices, technology automation and our global pool of subject-matter experts.
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* 62 new US corporate bankruptcy filings in May; consumer sector filings rise | S&P
Global Market Intelligence (spglobal.com)

*® S. business bankruptcies rose 30%, court stats show | Reuters

® Yes, bankruptcies are on the rise in the US - but there’s no need to panic | US small
business | The Guardian

® Corporate Bankruptcies Are Set to Reach a Decade-Long High - The New York Times
(nytimes.com)
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® Default, Transition, and Recovery: Higher Rates For Even Longer Could Push The U.S.
Speculative-Grade Corporate Default Rate To 5% By September 2024 | S&P Global
Ratings (spglobal.com)

® S. HY Default Rates Grinding Higher as High Rates Challenge Refis (fitchratings.com)

* Wave of Bankruptcies, Corporate Debt Defaults Could Spark a Downturn
(businessinsider.com)

® US corporate bankruptcies fall in November with 34 new filings | S&P Global Market
Intelligence (spglobal.com)

® Rising corporate bankruptcies and debt defaults are another headwind for the economy,

experts warn (businessinsider.in)

® Bankruptcy Filings Rise 13 Percent | United States Courts (uscourts.gov)

®* Fed May Be Done With Rates Hikes, but Get Ready for More Defaults in 2024
(businessinsider.com)

® US Advisory Firms to Benefit from Rising Bankruptcies, Restructuring Volumes

(fitchratings.com)

® https://www.visualcapitalist.com/comparing-the-speed-of-u-s-interest-rate-hikes/

® https://www.forbes.com/advisor/investing/fed-funds-rate-history/

® https://data.imf.org/regular.aspx?key=61545855

* Federal Funds Effective Rate (FEDFUNDS) | FRED | St. Louis Fed (stlouisfed.orq)

® Leveraged Loan, High Yield Default Rates to Rise in 2024, Fall in 2025
(fitchratings.com)
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About Acuity Knowledge Partners

Acuity Knowledge Partners is a leading provider of high-value research, analytics and business intelligence to the financial services sector. The
company supports over 650+ financial institutions and consulting companies through a team of over 6,000+ subject matter experts who work as an

extension of the clients’ teams based out of various global delivery centres.

We empower our clients to drive revenues higher. We innovate using our proprietary technology and automation solutions. We enable our clients to

transform their operating model and cost base.
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