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Gregory Bull/Associated
PressEdward Lampert, the
chairman of Sears.

Andy Clark/ReutersA customer
at Sears in North Vancouver,
British Columbia. Earnings in
the fourth quarter are off by
more than 50 percent.

DECEMBER 27, 2011, 10:09 PM

After Weak Holiday, Sears to Shut 120 Stores

By AZAM AHMED

Christmas was anything but merry for Sears Holdings.

On Tuesday, the retailer, which operates both Sears and
Kmart stores, announced plans to shut up to 120 locations
after a sharp drop in sales this holiday season.

While the closings represent a fraction of the total stores, they underscore the retailer’s
precarious financial position. The company, which has been slow to renovate rundown
stores and improve customer service, expects earnings to fall by more than 50 percent in
the fourth quarter, far worse than expected.

“They’re not going out of business tomorrow. But here is a company that is deteriorating
in front of our eyes, and it could cost a lot of jobs,” said Gary Balter, an analyst at Credit
Suisse. “Somebody should be worried about that.”

Sears has been limping along for years.

In 2005, the hedge fund manager Edward S. Lampert
pushed the retailer to merge with Kmart, figuring that the
combination would realize savings and bolster profits. His
bet drew comparisons to the strategy of Warren E. Buffett,
the chairman of Berkshire Hathaway, who takes
concentrated positions in companies that he believed would increase in value and
generate cash. Sears Holdings was thought to be something of a Berkshire vehicle — a
public entity through which to acquire businesses.

But the merger has been an albatross for Mr. Lampert, who is chairman of Sears. Since
their 2007 peak, shares in Sears had dropped from $192 to less than $46 in December.
On Tuesday, the stock fell 27 percent, to close at $33.38.

“The customer just doesn’t think of Sears at the top of their mind anymore,” said Mary
Ross Gilbert, a managing director at Imperial Capital.

The weakness stands in contrast to competitors, which have seen a steady improvement
in sales. Macy’s, Target and Home Depot have all increased revenues through the third
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quarter. Sears reported a loss during the same period.

Even J. C. Penney, facing its own woes, shows signs of revitalization. In June, the retailer
hired Ron Johnson, the mastermind behind Apple’s retail strategy, as its chief executive.
This month, J. C. Penney bought a stake in Martha Stewart Living Omnimedia, with
plans to introduce in-store boutiques around the home brand. Shares of J. C. Penney are
up 10 percent this year.

The holiday season has been especially dark for Sears. So far this quarter, same-store
sales are off 5.2 percent at Sears and Kmart locations that have been open for more than
a year. By comparison, the industry is expecting holiday sales to rise 3.8 percent,
according to the National Retail Federation.

Sears’s main customer base — typically more working class — has been hit hard in the
current economic downturn. Many have put off big-ticket purchases like home appliances
until the employment outlook improves.

“Sears is one of the top appliance sellers in the United States,” said Paul Swinand, an
analyst at Morningstar. But “appliances and electronics have been doing poorly since the
recession.”

When the environment does improve, analysts say consumers could still shun Sears. Its
uninviting stores and out-of-the-way locations remain a major challenge, and Sears has
not invested in overhauling its look.

The company shells out about 1 percent of revenue on capital expenditures. Competitors
like Target, Walmart, Lowe’s and Home Depot, meanwhile, spend closer to 2 percent to 3
percent on facilities.

With sales slumping, Sears is looking to close stores to save money. The closings are
expected to generate up to $170 million as the company sells inventory. Sears also plans
to adopt a more severe approach to closings going forward, rather than trying to improve
“marginally performing stores” as the company has done in the past.

It’s part of a broader effort to bolster its balance sheet. Sears plans to reduce its overall
inventory, which could bring in another $300 million. It plans to cut fixed costs, which
could include rental and administrative expenses, by up to $200 million.

“These actions will better enable us to focus our investments on serving our customers
and members through integrated retail — at the store, online and in the home,” Lou
D’Ambrosio, the company’s chief executive, said in a statement.

But analysts are not convinced such efforts will be enough. For one, Sears has hefty
pension and retirement burdens, which will continue to drain cash. And the company has
already tapped a line of credit for $483 million, which it hadn’t done at this time last
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year.

“I think they are a lot worse than people were thinking,” said Mrs. Ross Gilbert of
Imperial Capital. “They are really close to a liquidity crisis.”
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Associated Press

NEW YORK — After a disastrous holiday shopping season, the parent company of Sears and
Kmart will close at least 100 stores to raise cash — a move that sparked speculation about
whether the 125-year-old retailer can avoid a death spiral fed by declining sales and deteriorating
stores.

Sears Holdings Corp., a pillar of American retailing that famously began with a mail-order
catalog in the 1880s, declared Tuesday that it would no longer prop up "marginally performing"
locations. The company pledged to refocus its efforts on stores that make money.

Sears' stock quickly plunged, dropping 27 percent.

The closings are the latest and most visible move by Eddie Lampert, the hands-on chairman who
has struggled to reverse the company's fortunes.

As rivals Wal-Mart and Target Corp. spruced up stores in recent years, Sears Holdings
confronted falling sales and perceptions of dowdy merchandise.

Some analysts wondered if it was already too late, questioning whether the retailer can afford to
upgrade stores as it burns through its cash reserves.

The sales weakness "begins and some would argue ends with Sears' reluctance to invest in stores
and service," Credit Suisse analyst Gary Balter wrote in a note to clients.

"There's no reason to go to Sears," added New York-based independent retail analyst Brian
Sozzi. "It offers a depressing shopping experience and uncompetitive prices."

Spokesman Chris Brathwaite said no one had determined which stores would close or how many
jobs might be cut. He disputed doubts about the company's survival, noting it still has $2.9
billion available under its credit lines.

"While our operating performance has not met our expectations, we have significant assets,"
including inventory, real estate and valuable proprietary brands such as Kenmore and
Craftsman, Brathwaite said.

Sears and Kmart were both retail pioneers. Sears' catalog and department stores were fixtures of
American life stretching back to the 19th century before being hurt in recent years by
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competition from steep discounters and by missteps that included forays into financial services
and the decision to sell off a lucrative credit card business.

Kmart helped create the discount-store format that Wal-Mart Stores Inc. came to dominate.

Some customers complained that they have a hard time connecting with the Kmart and Sears of
today.

Preschool teacher Sara Kriz, picking up hair conditioner at a Kmart on Tuesday in Manhattan,
said she used to shop at Kmart often but now goes there only once every few months: "Only
when I have to," she said.

"It seems easier to go to Target and Wal-Mart to get the same thing at the same price," Kriz
added. "The stores are cleaner, and they're better stocked."

Sears Holdings has watched its cash and short-term investments plummet by nearly half since
Jan. 31, from about $1.3 billion to about $700 million.

The projected closings represent only about 3 percent of Sears Holdings' U.S. stores. And the
company has actually added stores since the Sears-Kmart merger in 2005. It has about 3,560
stores in the U.S., up from 3,500 right after the merger, thanks to the addition of more small
stores.

But the company hinted that more closings could be on the horizon as it focuses on honing the
better-performing stores.

The closings announced Tuesday were expected to generate $140 million to $170 million in cash
as the company sells those stores' inventory. Selling or subleasing the properties could generate
more money.

In addition to the closings, the company announced that revenue at stores open at least a year
fell 5.2 percent for the eight weeks ended Dec. 25, a crucial time because of the holiday shopping
season.

Kmart's layaway program, meant to help cash-strapped customers buy presents by paying for
them a little at a time, faltered as Wal-Mart brought back layaway for the holiday season after
getting rid of the program in 2006. Sears stores reported softer sales of home appliances, usually
a strength.

The company predicted that fourth-quarter adjusted earnings will be less than half the $933
million reported for the same quarter last year. It also expects a non-cash charge of $1.6 billion
to $1.8 billion in the quarter to write off the value of carried-over tax deductions it now doesn't
expect to be profitable enough to use.

Part of Sears Holdings' problem is the weak economy that is hurting virtually all retailers that
cater to low- and middle-income shoppers, who are being forced to cut back on spending.

But both Lampert and Lou D'Ambrosio, who was named CEO in February, have said the
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company needs to keep up with the changing retail landscape, where shoppers are going online
for convenience and finding better prices on their smartphones even once they're in the store.

Andrew Jassin, co-founder at retail management consultancy Jassin Consulting Group, said his
fashion supplier clients that sell to Sears aren't limiting orders, but they're watching to see what
steps the company will take next.

"People are generally questioning the survivability long-term," Jassin said.

Hedge fund manager Lampert engineered the combination of Sears and Kmart in 2005, about
two years after he helped bring Kmart out of bankruptcy. Skeptics criticized the combination as
the marriage of two weak companies that would only hurt each other.

But both stores were once giants.

Sears, which started with a lone Minnesota watch seller in 1886, helped define the mail-order
catalog industry, selling shoes, clothes, guns and even ready-to-assemble homes to farmers
across the country.

Kmart, which started as a five-and-dime in Detroit in 1899, once commanded a retail empire
that included Waldenbooks, Borders, OfficeMax and Sports Authority before spinning them off.
A long sales decline and an ill-advised price war against Wal-Mart led to its 2003 bankruptcy
filing, which let Lampert gain control of the company.

Analysts and investors were initially enthused by speculation that Lampert was combining the
companies to unlock the value of their real estate. But years passed without a big move to do that
— and commercial real estate values took a painful hit in the Great Recession.

Lynn Crosbie, shopping at a Sears store in Portland, Ore., said she wasn't surprised by news of
the closings.

Crosbie said she goes to Kmart for stocking stuffers and was disappointed this year by messy,
understaffed stores.

"The quality has gone downhill," she said, looking around the nearly empty store. "Even the
cashiers aren't as happy or friendly."

___

Associated Press Writers Anne D'Innocenzio in New York and Sarah Skidmore in Portland, Ore.,
contributed to this report.

—Copyright 2011 Associated Press
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