NEIMAN MARCUS GROUP
BANKRUPTCY CASE STUDY

FILED ON 05/07/2020

CreditRiskMonitor’s warning of Neiman Marcus Group LTD LLC’s (“Neiman
Marcus”) 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 and Other Events
FRISK® Stress Index
Peer Analysis on Alternate Suppliers and Customers
Quarterly Performance Ratios
Quarterly Leverage Ratios
Quarterly Liquidity Ratios and Rates of Return
Year-over-Year Statement of Cash Flows
News Alerts: A Timeline of Concerning News Items
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This Bankruptcy Case Study contains financial statement information for Neiman Marcus that predated
management’s decision to cease filing with the Security and Exchange Commission on June 21, 2019.
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MONTHLY AVERAGE FRISK® SCORE
CreditRiskMonitor’s FRISK® score had been warning of financial stress at
Neiman Marcus Group LTD LLC for more than a year. We issued a special
High Risk Report, dated Jan. 8, 2018 and in-depth analysis published Feb. 5,
2019, as conditions continued to deteriorate and become more troubling.
The company ultimately filed for bankruptcy on May 7, 2020.
Proposed unregistered
offering of second lien
notes to pay down term
loans as well as fees and
expenses on other debts.

Bond trustee and private
equity firm sued over alleged
illegal asset transfer of
Mytheresa, which would
reduce available collateral.

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.

Third quarter net sales
declined 9%, EBIT fell by
20%, and net losses
expanded by about 57%
year-over-year.

After no longer filing with
the SEC, or “going dark,”
sources indicated that
total EBITDA declined by
13% year-over-year.

Would permanently close all
off-price retail stores and
coronavirus would cause
remaining locations to be
shut effective immediately.

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.

Prior to going dark, the
MD&A provided several
disclosures of increased
cash usage, multiple layers
to its debt stack, and that
its protective interest rate
swaps would expire in late
2020. Contact your
account manager to
discuss these important
red flags.
Request a Personalized Demo
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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 AND OTHER EVENTS
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)

Neiman Marcus’ FRISK® score
flat-lines at the highest
possible bankruptcy risk

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.

In early February 2019, CreditRiskMonitor advised that trade creditors should
be prepared for a potential bankruptcy restructuring. In addition to the
FRISK® score warning, another key consideration was the company’s weak
trailing 12-month interest coverage ratio at a troubling 0.8x, after including its
allocated expenditures for store remodeling and development at Hudson
Yards in New York City.
Over the remaining span of 2019 and 2020, the company’s negative and
restrictive covenants disallowed for any additional borrowings. Rapidly
burning through cash, unable to access equity, and receiving creditor
pressures from the potential asset transfer of Mytheresa, Neiman Marcus had
no meaningful options left available to sustain liquidity.
By March 2020, the coronavirus pandemic led management to close its entire
store base. This unforeseen event deepened its ongoing cash flow deficit and
consequently forced the company into default and a bankruptcy
restructuring by May.

Request a Personalized Demo
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FRISK® STRESS INDEX

The average probability of failure for SIC code 5311 (Department
Stores) has increased 159% since 2007. Neiman Marcus 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

Neiman Marcus 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
Posted net
sales declines
year-over-year
and recurring
net losses

Request a Personalized Demo

Poor interest
coverage ratio
and high cash
burn rate
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QUARTERLY LEVERAGE RATIOS
Total debt to
assets ratio
steadily trended
higher, indicating
increased balance
sheet risk

Unremitting
negative tangible
net worth over the
last five fiscal
quarters

Request a Personalized Demo

Double-digit
total debt to
EBITDA ratio
commensurate
with extremely
speculative
borrower
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QUARTERLY LIQUIDITY RATIOS AND RATES OF RETURN
Majority of
working
capital tied to
merchandise
inventory

Cash and
quick ratios
indicated
liquidity
deficiency

Unable to
generate
any positive
returns

Request a Personalized Demo
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ANNUAL STATEMENT OF CASH FLOWS
Cash from
operating
activities
turned
negative

Request a Personalized Demo
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NEWS ALERTS: A TIMELINE OF CONCERNING NEWS ITEMS
Moody’s assigned a Caa2 rating to Neiman Marcus Group’s senior secured term loan and Ca to its second and
third lien notes; a transaction used to satisfy a distressed exchange.
05/20/2019

Moody’s Investors
Service

Moody’s assigns Caa2 to Neiman’s proposed senior secured term
loan

Brick and mortar sales collapsed and online sales stagnated, two major blows to the prospects of a recovery.
SG&A deleveraging and higher coupon payments added to the retailer’s losses as well.
06/11/2019

CRMZ News Service

Neiman Marcus posts a bigger loss and CEO ‘not satisfied’ with
results

Neiman Marcus announced the hiring of a new President and Chief Merchandising Officer, in the hopes of
reinvigorating luxury merchandising offerings and the product mix.

09/03/2019

CRMZ News Service

Neiman Marcus Appoints Lana Todorovich as President and Chief
Merchandising Officer

Neiman Marcus had planned to lay off 100 corporate staff from its Dallas, Texas headquarters to save on
operating costs; announcements of operational restructurings are a common red flag.

11/14/2019

CRMZ News Service

Neiman Marcus Axes Nearly 100 Jobs Amid Restructuring

Despite reporting higher sales and expecting its cash position to improve, executive management disclosed in a
private earnings call with creditors that operating margins had deteriorated even further.

12/18/2019

CRMZ News Service

Neiman Marcus Earnings Fall, But Cash Position Stabilizes

Mass store closures ensued following the outbreak of the coronavirus pandemic and Neiman decided to skip
its interest payment to Marble Ridge Capital LP. The company also reportedly made bankruptcy preparations.

04/16/2020

Reuters America

Luxury department store retailer Neiman Marcus Group skipped
bond payment: letter

Neiman Marcus entered into a restructuring support agreement with more than two-third of its lenders, aimed
at reducing the company’s unsustainable debt load. Creditors would agree to provide $750 million as an exit
package, with $675 million classified as DIP financing.

05/07/2020

Dow Jones & Company,
Inc.

Request a Personalized Demo

Neiman Marcus, the Retailer to the Rich, Stumbles Into
Bankruptcy

| 13

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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