Harsco's Affirms Harsco's IDR at 'BBB-'; Outlook Negative
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CHICAGO--( BUSINESS WIRE )--Fitch has affirmed the long-term Issuer Default Ratings for
Harsco Corporation (Harsco) (NYSE: HSC) at 'BBB-' following the company's
announcement that it will sell its Infrastructure segment. The Rating Outlook is Negative.

Harsco will sell the Infrastructure business to a joint venture (JV) with Clayton, Dubilier
& Rice (CD&R). The transaction will combine Harsco's Infrastructure business with Brand
Energy & Infrastructure Services, Inc., which CC&R is simultaneously acquiring from First
Reserve. In return, Harsco will receive $300 million cash and retain a 29% equity stake in
the JV.

The newly formed JV, Brand Energy & Infrastructure Services, will be capitalized with
$1.7 billion of new debt, for which Harsco will not be a guarantor. The transaction is
expected to close by the end of calendar 2013, subject to customary closing conditions and
regulatory approvals.

The ratings and Outlook continue to reflect Fitch's expectation for the continuation of
negative revenue growth, pro forma for the transaction, over at least the near term. The
Metals & Mining segment, which represents roughly two-thirds of pro forma Harsco, is
operating amid low steel production levels and Harsco's exit from unprofitable contracts.

Sales in the company's Rail segment, which represents about 15% of pro forma sales,
are declining from the wind down of a large multi-year contract with the Chinese
government. Profitability will be pressured over the near term, given the higher profit profile
of this five-year contract.

The Industrial segment (20% of sales) is expected to be flat due to stable demand, as
a challenging developed market environment is being offset by increasing penetration in
international markets.

Nonetheless, the transaction should strengthen Harsco's credit profile over the longer
term by carving out a business that would have likely remained a drag on consolidated
operating results. The $300 million cash payment augments liquidity and supports
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investment and bolt-on acquisitions within the context of a still weak operating environment.

The sale will strengthen operating profit and margin, given Infrastructure has
represented more than 30% of consolidated sales and operated at a loss for 14
consecutive quarters. Fitch estimates operating income margin will approach 10%, pro
forma for the sale, versus just below 6% on a consolidated basis for the latest 12 months

(LTM) ended June 30, 2013.

Profitability also will strengthen upon the full realization of costs savings related to
restructuring, which Harsco expects in 2013. Harsco estimates completed restructuring will
yield $95 million in total savings in 2013 (a portion of which is related to Infrastructure) after

achieving $86 million in 2012, resulting in operating leverage when revenue growth
resumes.

The transaction will modestly strengthen annual free cash flow (FCF), albeit from
negative levels in each of the last two years. FCF growth could be offset by incremental
investments in growth initiatives. Also, the sale's terms require Harsco to make annual cash
or 'in-kind' payments approximating $15 million after-tax to CD&R, over at least the
intermediate term.

Credit protection measures should strengthen slightly, pro forma for the transaction.
Pro forma for the transaction, Fitch estimates total debt to operating EBITDA was
approximately 2.5 times (x) as of June 30, 2013. Fitch forecasts that total leverage will
remain in the 2.0x-2.5x range.

Fitch's expectations for modest FCF incorporates cash payments related to prior
restructuring programs, a slight uptick in capital spending, driven by M&M's shift in focus to
higher margin resource recovery and environmental services, and $34.1 million of cash
pension contributions.

Harsco's net pension obligations increased to $384 million at the end of 2012, up from
$344 million at the end of 2011, mostly from lower discount rates. Qualified and
non-qualified U.S. plans were 69% funded at the end of 2012, while international plans
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were 73% funded.

KEY RATINGS DRIVERS

Rating concerns include: i) top line growth challenges within context of excess global
steel capacity, exiting unprofitable contracts in M&M and uneven rail project spending; ii)
low operating margins through the cycle, which should strengthen pro forma for the sale,
and ii) meaningful customer concentration in M&M. Strengths include: i) strengthened
liquidity; ii) leading positions in a diversified set of end markets; and iii) commitment to
conservative financial policies and cash deployment through restructuring phase.

RATINGS SENSITIVITIES

Fitch could stabilize the ratings with expectations for the resumption of revenue growth
and positive FCF, driven by Harsco appropriately scaling its cost structures.

Negative ration actions could occur from: i) the continuation of negative annual FCF,
from more significant than expected revenue declines or inability to realize the full benefits
of current restructuring programs, or ii) slow international markets penetration in
conjunction with structural demand weakness in developed markets.

Harsco's liquidity at June 30, 2013 was adequate and included: i) $89 million of cash
and cash equivalents, and ii) $372 million of availability under a $525 million revolving bank
credit facility (RCF) expiring in 2017.

Fitch believes availability under the RCF have been reduced by Harsco's use of the
RCF to refinance $150 million of senior notes that matured on Sept. 16, 2013. Harsco may
use proceeds from the Infrastructure sale to repay borrowings under the RCF.

Expectations for modest annual FCF also should support liquidity. Cash deployment for

3/6



Harsco's Affirms Harsco's IDR at 'BBB-'; Outlook Negative

Written by Australian Business

acquisitions could accelerate following the sale but Fitch continues to believe share
repurchases will be minimal while Harsco focuses on organic growth.
Pro forma for refinancing the $150 million senior notes maturity on Sept. 15, 2013, total

debt at June 30, 2013 included:

--Borrowings under the RCF;

--$250 million of senior notes maturing in 2015;

--$450 million of senior notes due 2018.

Harsco's recent RCF amendment replaced the debt to capitalization financial covenant
of not more than 60% to a total debt to EBITDA covenant of not more than 3.5x.

Fitch has affirmed the following ratings for Harsco:

Harsco Corporation

--IDR at 'BBB-';

--Senior unsecured credit facilities at 'BBB-'";

--Senior unsecured debt at 'BBB-'.
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The short-term IDR and commercial paper (CP) rating of 'F3' have been withdrawn.

Additional information is available at ' www.fitchratings.com ".

Applicable Criteria and Related Research:

--'Corporate Rating Methodology' (Aug. 8, 2012).

Applicable Criteria and Related Research:

Corporate Rating Methodology: Including Short-Term Ratings and Parent and
Subsidiary Linkage

http://www.fitchratings.com/creditdesk/reports/report frame.cfm?rpt id=715139

Additional Disclosure

Solicitation Status

http://www.fitchratings.com/gws/en/disclosure/solicitation?pr id=802433

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING
THIS LINK: HTTP:/FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS . IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE
AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE '

5/6


http://cts.businesswire.com/ct/CT?id=smartlink&amp;url=http%3A%2F%2Fwww.fitchratings.com&amp;esheet=50712055&amp;newsitemid=20130918006497&amp;lan=en-US&amp;anchor=www.fitchratings.com&amp;index=1&amp;md5=2025b06057d660d5edd2fe400817acd1
http://cts.businesswire.com/ct/CT?id=smartlink&amp;url=http%3A%2F%2Fwww.fitchratings.com%2Fcreditdesk%2Freports%2Freport_frame.cfm%3Frpt_id%3D715139&amp;esheet=50712055&amp;newsitemid=20130918006497&amp;lan=en-US&amp;anchor=http%3A%2F%2Fwww.fitchratings.com%2Fcreditdesk%2Freports%2Freport_frame.cfm%3Frpt_id%3D715139&amp;index=2&amp;md5=a85407423d4c33062de351e93102d51f
http://cts.businesswire.com/ct/CT?id=smartlink&amp;url=http%3A%2F%2Fwww.fitchratings.com%2Fgws%2Fen%2Fdisclosure%2Fsolicitation%3Fpr_id%3D802433&amp;esheet=50712055&amp;newsitemid=20130918006497&amp;lan=en-US&amp;anchor=http%3A%2F%2Fwww.fitchratings.com%2Fgws%2Fen%2Fdisclosure%2Fsolicitation%3Fpr_id%3D802433&amp;index=3&amp;md5=e0cc5f66066445b25b440fd6459d91cf
http://cts.businesswire.com/ct/CT?id=smartlink&amp;url=HTTP%3A%2F%2FFITCHRATINGS.COM%2FUNDERSTANDINGCREDITRATINGS&amp;esheet=50712055&amp;newsitemid=20130918006497&amp;lan=en-US&amp;anchor=HTTP%3A%2F%2FFITCHRATINGS.COM%2FUNDERSTANDINGCREDITRATINGS&amp;index=4&amp;md5=f1ad91c2492ac2721efd4bf45fba389e

Harsco's Affirms Harsco's IDR at 'BBB-'; Outlook Negative

Written by Australian Business

WWW.FITCHRATINGS.COM

"\ PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE
OF CONDUCT" SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS
BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

6/6


http://cts.businesswire.com/ct/CT?id=smartlink&amp;url=http%3A%2F%2FWWW.FITCHRATINGS.COM&amp;esheet=50712055&amp;newsitemid=20130918006497&amp;lan=en-US&amp;anchor=WWW.FITCHRATINGS.COM&amp;index=5&amp;md5=7483954b93d80742e526de5d30a960c6

