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Signet’s Profit Inflated by $3.5 Million Reserve
Release, Warns of Weak Holiday Quarter

Seasonally strong holiday quarter may be weaker than usual as jeweler
warns of shift in consumer behavior.
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This alert compares the language used in the company’s latest filing with the period before.
Research suggests changes in language, particularly in the risk factor section, is a powerful
indicator of future performance. Companies that change filing language, according to research,
underperform those that don’t by 30-50 basis points per month for the following year.

Signet Jeweler’s Quality of Earnings Declines, Warns Seasonally
Strong Holiday Quarter May be Slower
Signet Jewelers, a watch and diamond retailer, exceeded consensus estimates, raised full year
guidance, and is trading up 5% in the premarket. However, the quality of this quarter’s earnings
is lacking as the reversal of a valuation allowance accounts for nearly a quarter of net income.
In its latest 10-Q, Signet disclosed it’s now confident it will be able to recognize certain state tax
deferred assets it had created a reserve for the prior quarter. The company revealed:

“...recorded a $49.8 million tax benefit to release the valuation allowance against the
Company's state deferred tax assets in the second quarter of Fiscal 2022.”

The tax benefit added $3.5 million to the quarter’s net income, or 1.58%. Despite the rosy
outlook the company provided in its earnings release, the company is urging investors to lower
their expectations for the holiday quarter. In the latest quarterly filing, Signet disclosed the
holiday quarter— which accounts for between 35-40% of annual sales— may not be as strong
as investors are used to:

“However, in Fiscal 2022, Signet has experienced shifts in discretionary spending and
consumer behavior that may cause the fourth quarter to account for a lower percentage
of annual sales and profits.”

The company did renegotiate its receivables purchase agreement on better terms, which should
help if the holiday quarter is softer than usual. Earlier this year we exposed Signet’s strategy of
targeting subprime diamond buyers and flipping the receivables at massive discounts:
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● Signet Jewelers Flips Subprime Diamond Receivables at 33% Discount

https://b94742ca-8101-4639-ae40-08569fcbd131.filesusr.com/ugd/a6c7f3_d6b8e2a0064c4107a349d24713630b28.pdf

