J. CREW GROUP INC.
BANKRUPTCY CASE STUDY
FILED ON 05/04/2020

CreditRiskMonitor’s warning of J. Crew Group Inc.’s (“J. Crew”)
bankruptcy risk was determined by a combination of factors:
Monthly Average FRISK® Score
The FRISK® Score Components
Management Discussion and Analysis
Company Report Detail
FRISK® Deep Dive
FRISK® Stress Index
Peer Analysis on Alternate Suppliers and Customers
Quarterly Performance Ratios
Quarterly Leverage Ratios
Quarterly Liquidity Ratios and Rates of Return
Annual Statement of Cash Flows
News Alerts: A Timeline of Concerning News Items
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MONTHLY AVERAGE FRISK® SCORE
CreditRiskMonitor’s FRISK® score had been warning of financial stress at
J. Crew Group, Inc. for more than a year. We issued a special High Risk
Report, dated Sept. 4, 2017 and a retail industry blog published Dec. 11,
2019, as conditions continued to deteriorate and become more troubling.
The company ultimately filed for bankruptcy on May 4, 2020.
First quarter reported
a net loss and
working capital deficit
widened from ABL
facility borrowings.

Requested investment
banking advisory to
facilitate its Madewell
IPO; distressed sales
are a major red flag.

Third quarter
operating income
declined by 65% yearover-year and net
losses continued.

Coronavirus pandemic
caused nationwide
store closures and
physical location
revenue stalled.

BANKRUPT!

The FRISK® score is
96% accurate* in
predicting the risk of
corporate
failure/bankruptcy over a
12-month horizon.
All FRISK® scores are
recalculated every night
for each subsequent
12-month period.

Moody’s downgraded
probability of default
rating to Caa3 and cut
speculative grade
liquidity rating to SGL-4.

New CEO hired nearly
five quarters after
previous Chief
Executive departed
from his position.

While the risk of bankruptcy varies at each FRISK® score, 96% of public
companies that eventually go bankrupt enter the FRISK® "red zone" prior
to filing. A FRISK® score of 5 or less is an important warning sign.
* FRISK® score accuracy of 96% is based on backtesting of U.S. public companies; results may vary by country.

Request a Personalized Demo
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THE FRISK® SCORE COMPONENTS
At the core of the CreditRiskMonitor® process is our 96% accurate
FRISK® score, which indicates a company's level of financial stress on a
scale of 1 to 10, based on the probability of bankruptcy over a 12-month
horizon. When available, the FRISK® score incorporates a number of
powerful risk indicators including:
A “Merton” type
model using
stock market
capitalization
and volatility

Financial ratios,
including those
used in the
Altman Z”Score Model

Bond agency
ratings from
Moody’s, Fitch, &
DBRS Morningstar

Crowdsourced CreditRiskMonitor® Usage Data
Crowdsourcing has enhanced the accuracy and timeliness of the
FRISK® score. We collect and analyze data patterns from thousands of
CreditRiskMonitor® subscribers, including professionals from more than
35% of the Fortune 1000 and other large corporations worldwide.
The crowdsourcing advantage is even more powerful in our FRISK® score
since many of the professionals who use our service are credit managers:
•

Credit managers control one of the largest sources of working capital
going into a company

•

They are not held to the same “Fair Disclosure” restrictions that
prevent non-disclosed information sharing on public companies

•

Credit managers use a variety of non-public information sources such
as their own company’s management and sales representatives to be
alerted to concerns in a public company’s performance

•

It is commonly known credit managers confidentially share information
with other credit managers, thus collectively, their behavior helps to
provide advanced insight to financial problems in public companies

Read more in Credit Research Foundation’s quarterly journal article,
“Assessing Public Company Financial Risk by Crowdsourcing the Research
of Credit Professionals”
Request a Personalized Demo
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DO NOT MISS THIS – MANAGEMENT DISCUSSION AND ANALYSIS (MD&A)
Making misleading or fraudulent statements in an MD&A is against the law –
and Sarbanes-Oxley subjects CEOs and CFOs to heavy fines or even jail time for
doing so. A vital feature of the CreditRiskMonitor service is the ability to quickly
access a Company’s Management Discussion and Analysis (MD&A) history. Let it
sink in: there are no two people in the world with better knowledge of a
company’s liquidity risk than the CEO and CFO. More than any credit manager.
More than any trade group. And they’re personally liable if they’re lying.
According to the Financial Accounting Standards Board (FASB), “MD&A should
provide a balanced presentation that includes both positive and negative
information about the topics discussed.”
You MUST understand
trends, commitments,
demands and
uncertainties likely to
result in a material
change in Liquidity and
Capital Resources, like if
they can continue as a
going concern. If you
don’t, you need help.

Request a Personalized Demo

Management indicated
at least six credit
amendments and
involvement with offbalance sheet financing,
as well as the pursuit of
strategic alternatives. All
common bankruptcy red
flags. Contact your
account manager about
the MD&A report.
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COMPANY REPORT DETAIL

The FRISK® score is
a 96% accurate method by
which to monitor public
company bankruptcy risk.
Payment performance, captured by
the Days Beyond Terms (DBT) index,
which is very similar to D&B’s PAYDEX®
score, is not an effective indicator of
financial stress for publicly traded
companies since they often continue
to pay on time right up until
their bankruptcy filing. This is
what’s commonly called the
“Cloaking Effect.”

Request a Personalized Demo
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FRISK® DEEP DIVE
Per the FRISK® score, this company had a 10 to 50 times greater risk of
bankruptcy than the average public company.

Broader Retail Apparel
Industry (shown in grey)

J. Crew’s FRISK® score
remains stuck at a
bottom-rung “1”

The FRISK® score
relative to the
broader Retail
Apparel industry
raised an additional
red flag signaling
heightened risk
relative to peers, as
well…
MAKING IMMEDIATE
ATTENTION
REQUIRED.

One of the component inputs to the FRISK® score is subscriber
crowdsourcing, which integrates the aggregated research behavior of credit
and other risk professionals on the CreditRiskMonitor web-service. Beginning
in March 2019, numerous subscribers began exhibiting click patterns that
reflected concern about the financial viability of J. Crew Group. Some of
those patterns, for example, included exhaustive research and detailed
financial analysis, which often coincide with potential credit policy
adjustments, among other risk management actions. In the second quarter
of 2019, reported on Sept. 13, inventory financed by vendors was 60.5%, a
substantial decline from 72.1% in the same period of the previous year.
Given J. Crew’s already severely distressed financial position, the
coronavirus pandemic only exacerbated the company’s deterioration in
operating performance and credit quality. Subscribers maintained an
unfavorable view on the company, especially in early 2020, leading all the
way up until its Chapter 11 bankruptcy filing on May 4.
Subscriber crowdsourcing consistently provides unique, real-time insight for
credit assessments on public companies.

Request a Personalized Demo
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FRISK® STRESS INDEX

The average probability of failure for SIC code 5621 (Women’s
clothing stores) has increased 368% since 2007. J. Crew Group was
among the weakest names in the industry as evidenced by its
FRISK® score of 1.
Request a Personalized Demo
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PEER ANALYSIS ON ALTERNATE SUPPLIERS AND CUSTOMERS
The Peer Analysis
expands to provide a
ranking of a company’s
competitors, which can
help provide options
for alternate suppliers
or new customers

J. Crew demonstrated bottom quartile ranking in key financial
ratios (shown in red) versus its industry peers.
Request a Personalized Demo
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QUARTERLY PERFORMANCE RATIOS
Despite
comparable store
sales growth,
EBIT margins
remained thin

Request a Personalized Demo

Continuous
net losses,
poor interest
coverage, and
negative free
cash flow
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QUARTERLY LEVERAGE RATIOS
Total debt to
assets exceeded
100%, indicating
extremely high
financial leverage

Negative tangible
net worth impaired
options for
additional
borrowing

Request a Personalized Demo

Double digit total
debt to EBITDA
ranked in the
bottom quartile of
retail industry
peers
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QUARTERLY LIQUIDITY RATIOS AND RATES OF RETURN
Working
capital
position
collapsed

Meager
cash, quick,
and current
ratios

Unable to
generate
any positive
returns

Request a Personalized Demo
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ANNUAL STATEMENT OF CASH FLOWS
Negative
cash from
operating
activities

Request a Personalized Demo

| 12

NEWS ALERTS: A TIMELINE OF CONCERNING NEWS ITEMS
Following J. Crew’s fourth quarter earnings report, executive management admitted strategic missteps that
comprised of misallocated spend on new brands and carrying excess inventory.

03/22/2019

CRMZ News Service

J. Crew Debt Drops After Company Admits Strategic Missteps

J. Crew reached out to debt restructuring lawyers for a second time amid the retailer’s unrelenting business
challenges, excessive debt, and shrinking liquidity cushion.

03/29/2019

CRMZ News Service

J. Crew Is Turning To Debt Restructuring Lawyers Again, Sources
Say

Moody’s Investor Services downgraded notes rating to Caa2, and changed their outlook from positive to
developing. The rating change reflected high financial leverage, approaching maturities, the company’s limited
scale, and its end-market exposures to discretionary consumer expenditures.

05/03/2019

Moody’s Investors
Service

Moody’s affirms J. Crew’s CFR, downgrades notes rating to Caa2
and PDR to Caa2-PD

J Crew. CEO stated in the first quarter conference call that gross margin declined 290 basis points due to
inventory liquidation. The CFO also affirmed that quarterly inventory increased by 21% versus Q1 2018, despite
limited sales growth; this would drive further margin dilution and adversely affect operating cash flows.

05/29/2019

CQ Transcriptions LLC

Q1 2019 J Crew Group Inc. Earnings Call - Final

Q2 2019 financials show that gross profit decreased 7.3% year-over-year, operating income turned negative,
and the net loss widened significantly. And despite considerable inventory growth, accounts payable declined,
reflecting slippage in inventory financed by vendors.

09/19/2019

CRMZ News Service

J. Crew Group Inc. – updated financials available

J. Crew received authorization from creditors on the Madewell spinoff to stabilize its balance sheet, however,
market conditions for the IPO proved to be unfavorable and the process was halted.

12/02/2019

CRMZ News Service

Cleared to Spin Off Madewell, J. Crew Reports Widening Q3 Loss

To implement a Transaction Support Agreement with creditors, J. Crew Group filed for Chapter 11 bankruptcy
restructuring, which would entail most of the company’s outstanding debt being converted into equity.

05/04/2020

PR Newswire

Request a Personalized Demo

J. Crew files for bankruptcy protection
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ABOUT THIS REPORT/CONTACT CREDITRISKMONITOR®
CreditRiskMonitor® is a financial risk analysis and news
service that helps credit, supply chain and financial
professionals stay ahead of and manage risk quickly,
accurately and cost effectively. More than 35% of the
Fortune 1000, plus over a thousand other large
corporations worldwide, rely on our financial risk
coverage of over 58,000 global public companies.

CreditRiskMonitor® Bankruptcy Case Studies
provide post-filing analyses of public company
bankruptcies. Our case studies educate subscribers
about methods they can apply to assess bankruptcy
risk using CreditRiskMonitor’s proprietary FRISK® score,
robust financial database and timely news alerts.

Request a Personalized Demo and Risk Assessment
Read more Bankruptcy Case Studies, High Risk Reports and
other resources

Contact us at:
845.230.3000
creditriskmonitor.com/contact-us
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