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VIRGIN AUSTRALIA HOLDINGS 
BANKRUPTCY1 CASE STUDY

FILED ON 04/21/2020

1. Bankruptcy throughout this case study refers to a proceeding in Australia called Voluntary Administration, which 
has several similarities to the U.S. Bankruptcy code.
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CreditRiskMonitor’s warning of Virgin Australia Holdings Limited’s (“Virgin 
Australia”) bankruptcy risk was determined by a combination of factors:
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CreditRiskMonitor’s FRISK® score had been warning of financial 
stress at Virgin Australia (ASX: VAH) for more than a year. We issued 
an airline industry blog published March 11, 2020 as conditions 
continued to deteriorate and become more troubling.

The company ultimately filed for bankruptcy on April 21, 2020.

MONTHLY AVERAGE FRISK® SCORE

BANKRUPT!

The FRISK® score is 
96% accurate2 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.

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.

2. FRISK® score accuracy of 96% is based on backtesting of U.S. public companies; results may vary by country.

Request a Personalized Demo

Negative FY19 earnings 
guidance on lower 
traffic given timing of 
Easter Holiday and 
local election period.

Virgin Australia to 
remove hundreds of 
employees after 
posting a full year 
loss of $349 million.

Three senior executives, 
including the CEO, CFO, 
and COO are replaced and 
middle management 
receives salary freezes.

Debt issuance planned 
to repurchase Velocity 
stake as PE backer 
requests an exit from 
its 35% stake.

Fitch Ratings warned on 
growing pressures to 
APAC airliners due to the 
spread of the coronavirus, 
particularly in Australia.

Virgin Australia 
hired restructuring 
advisor and halts 
interest payments 
amid coronavirus.

https://www.creditriskmonitor.com/resources/blog-posts/leveraged-airliners-downgraded-coronavirus-bankruptcy-risks-surge
https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA


|  3

Crowdsourced CreditRiskMonitor® Usage Data

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

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”

Bond agency 
ratings from 

Moody’s, Fitch, & 
DBRS Morningstar

Request a Personalized Demo

https://www.creditriskmonitor.com/resources/brochures/creditriskmonitor-crowdsourcing-overview?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=HRR+BCS+COMPANYNAME
https://view.highspot.com/viewer/5e4712e7c714330458be5ac6
https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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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

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA


|  5

FRISK® DEEP DIVE

ADJUSTED MARKET CAP VOLATILITY

ASX: VAH

The FRISK® score 
relative to the broader 
Airline industry raised 
an additional red flag 
signaling heightened risk 
relative to peers, as 
well… 

MAKING IMMEDIATE 
ATTENTION REQUIRED.

One of the inputs of 
the FRISK® score is a 
company’s market 
cap volatility, 
adjusted for 
dividends, over the 
course of a year. 
Incorporating this 
information allows us 
to capture the 
“wisdom of markets” 
on a daily basis. 
This ensures our 
subscribers are 
getting the most up to 
date view of the risks 
they face since stocks 
tend to be more liquid 
and faster moving 
than bond prices and 
ratings.       

Broader Airline Industry
(shown in grey)

Virgin Australia’s declining 
FRISK® score falls deeper 
into the red zone

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

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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FRISK® STRESS INDEX

The average probability of failure for SIC code 4512 (Air transportation,
scheduled) has increased 196% since 2007. Virgin Australia was 
among the weakest names in the industry as evidenced by its FRISK®

score of 1. 
Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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PEER ANALYSIS ON ALTERNATE SUPPLIERS AND CUSTOMERS

Virgin Australia demonstrated bottom quartile ranking in key 
financial ratios (shown in red) versus its industry peers.

The Peer Analysis 
expands to provide a 

ranking of a company’s 
competitors, which can 

help provide options 
for alternate suppliers 

or new customers

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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QUARTERLY PERFORMANCE RATIOS

Ineffective 
hedges and 

impairments led 
to steep EBIT 

losses

Significant net 
losses and 

cumulatively 
negative free 

cash flow

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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QUARTERLY LEVERAGE RATIOS

High financial 
leverage became 

uncontrollable and 
debt-to-assets 
subsequently 
reached 79%

Quarterly 
shareholders’ 

equity and tangible 
net worth rapidly 
declined overtime 

and turned 
negative

High reliance on 
short-term debt 
indicated funding 

issues and 
refinancing risks

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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QUARTERLY LIQUIDITY RATIOS AND RATES OF RETURN

Working 
capital 

weakened 
due to more 

finance 
leases

Meager 
quick and 

current ratios 
decline 
further

Anemic 
returns on 
equity and 

assets

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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ANNUAL STATEMENT OF CASH FLOWS

Decline in
cash from 
operating
activities

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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NEWS ALERTS: A TIMELINE OF CONCERNING NEWS ITEMS

Moody’s Investors Service stated that Virgin Australia’s earnings update was a credit negative event, which would 
increase the company’s debt/EBITDA from 4.8x towards a higher-end 5.5x.

05/17/2019 Moody’s Investors 
Service

Moody’s – Virgin Australia Holdings Limited: Virgin’s trading update is 
credit negative

Private equity backer, Affinity Equity Partners, planned to sell its minority investment of 35% in Virgin Australia’s 
Velocity Frequently Flyer program. The acquisition required Virgin Australia to raise $700 million, which would be 
entirely debt financed, to repurchase the stake. 

07/10/2019 Australian Associated 
Press Virgin Australia frequent flyer backer to exit

Executive shakeup took disturbing turn for the worse as four new C-suite leaders were appointed, including the 
CEO, CFO, COO, and CCO. Simultaneous executive changes in combination with financial stress are one of the 
leading red flags prior to corporate failure.

08/27/2019 Reuters Virgin Australia Appoints Keith Neate as CFO

In addition to raising $425 million, Virgin Australia would issue another $325 million to fund the Velocity 
transaction and its ongoing cash flow shortfalls.

10/27/2019 Australian Associated 
Press Virgin Australia raises issues size of notes offering

Virgin Australia’s FRISK® score was downgraded to “1,” indicating up to 50x higher risk of bankruptcy versus the 
average public company. This reading was much worse than the airline industry’s average FRISK® score of “5”.

02/28/2020 CRMZ News Service Virgin Australia Holdings Ltd: FRISK® score downgraded to 1

Virgin Australia management announced that it would reduce flight capacity and had in excess of $1 billion in cash 
and no debt maturities until late 2021. However, the coronavirus pandemic caused an unprecedented collapse in 
air travel, which upended its ability to satisfy short-term obligations within weeks of the public statements.

03/12/2020 CRMZ News Service Virgin Australia announces steep cuts as coronavirus hits demand

Virgin Australia was placed into Administration on April 21, 2020 and later filed a Chapter 15 Bankruptcy Petition in 
U.S. bankruptcy courts. 

04/21/2020 Reuters Virgin Australia Says Entered Voluntary Administration

Request a Personalized Demo

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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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.

ABOUT THIS REPORT/CONTACT CREDITRISKMONITOR®

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

https://www.creditriskmonitor.com/request-demo?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
https://www.creditriskmonitor.com/resources?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
https://www.creditriskmonitor.com/contact-us?&utm_source=PDF&utm_medium=PDF&utm_content=HRR+BCS&utm_term=HRR+BCS&utm_campaign=BCS+VIRGIN+AUSTRALIA
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