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Company Description:
Sears Holdings Corporation operates as a retailer in the United States. It operates in two segments, Kmart and Sears
Domestic. The Kmart segment operates retail stores that offer a range of products, including consumer electronics,
seasonal merchandise, outdoor living, toys, lawn and garden equipment, food and consumables, apparel, and in-store
pharmacies. As of January 31, 2015, this segment operated approximately 979 Kmart stores located across 49 states,
Guam, Puerto Rico, and the U.S. Virgin Islands. The Sears Domestic segment operates stores that provide appliances,
consumer electronics/connected solutions, tools, sporting goods, outdoor living, lawn and garden equipment, apparel,
footwear, jewelry, and accessories, as well as automotive services and products, such as tires, batteries, and home fashion
products. It also offers appliances and services to commercial customers in the single-family residential
construction/remodel, property management, multi-family new construction, and government/military sectors; appliance
and plumbing fixtures to architects, designers, and new construction or remodeling customers; parts and repair services
for appliances, lawn and garden equipment, consumer electronics, floor care products, and heating and cooling systems;
and home improvement services, as well as protection agreements and product installation services. As of January 31,
2015, this segment operated 717 full-line stores located across 50 states and Puerto Rico. Sears Holdings Corporation was
founded in 1899 and is based in Hoffman Estates, Illinois.
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Thesis
Sears Holdings Corporation has been struggling
financially and it is a surprise to still see them sticking
around. For the past five years, the corporation has been
on a decline in sales and has been forced to close down
stores and sell other assets over the past several years.
Management has taken a compensation cut to keep the
company alive. Overall, the story looks like a fiasco.
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Robert A Schrieshem, who is the CFO of Sears Holdings
Corporation, has a salary of $800,000 while the rest is in
compensation. Robert has over the past year lost his
bonus and stock award he once had, shrinking his total
compensation from about $5.2 million in 2012 to $1.3
million in 2015.

*Above shows Robert’s compensation, which has been significantly
less compared to previous years.

*Above shows the decrease in domestic sales compared to last year.

Management
Currently, Edward S Lampert, who is the CEO and
Chairman of Sears Holdings Corporation, does not have
a salary and has not had one for the past three years
Eddie has been with the company. He is though, being
compensated entirely in stock awards. This gives him a
really imperative incentive to revive the company;
otherwise his investment would be such a waste of time.

*Above shows Eddie’s Compensation of $1 in salary and $5
Million in stock awards.
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The executives are not the only one suffering from pay
cuts. A lot of employees that work in Sears or K-Mart
have been laid off or taken a salary cut due to the fact
they are unable to pay them the salaries at the same rate
or the stores are not generating a profitable margin
where they end up closing the stores entirely.

Store Closings/Sell Offs
Sears Holding Corporation has been selling off its assets
and closing down stores in order to decrease its
expenses, increase gross margins, and most importantly
to raise capital. Recently, the corporation has started
selling their properties to a REIT in order to make the
company profitable. Sears Holding Corporation has also
spin off Lands’ End, which is a clothing line, and most
of Sears Canada.

*Above shows Sears Holding Corporation spin-off and divestitures
for the past three years.
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operating expenses has exceeded revenue starting in
2012, resulting in negative net income.

*Above shows graph projection with each divestiture plotted.
Despite reducing its stores, the company is unable to
transform its business operations into a profitable
company as the company’s store sales still remain
negative.

Debt and Other Obligation
The unfunded pension obligation has been hurting the
corporation as it has increased year to year. This was due
to that fact that decreases in the interest rate used to
measure funding status and increase in mortality rates
used to compute the liability.

*Above graph shows revenue decreasing and operating expense
exceeding revenue at FY2012, resulting in a negative net income.
Other indicators on their financials include the amount
of cash the corporation has on hand. For 2015, Sears
Holdings has only 250 million compared to 1 billion
from last full year.
Other alarming indicators that are worth noting are the
free cash flows and EBITDA. Both of these have been
negative for the past years and have been getting worse
by the year.

Financials
Sears Holding Corporation has been suffering from
terrible financials for almost ten years. Looking at the
financials, revenue has been on a decline since 2007 and

*Above graph shows the decrease in cash & equivalents and free
cash flows.
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Future Outlook
Currently, Sears Holding Corporation does not look like
they have a good future despite the efforts to become
profitable again. Despite selling off stores and other
assets, the corporation is still operating at a loss. On top
of that, the competition in the department stores market
is outperforming Sears Holding Corporation. K-Mart is
being outperformed by companies such as Wal-Mart and
Target while Sears is not competing well with companies
such as Lowes and Best Buy. Not to mention, there are
almost five or more times as many Wal-Mart or Target
stores than a K-Mart store and the company is only
diminishing their market share in the industry. Same goes
with Sears compared to stores like Home Depot, Best
Buy, and Macy stores that you see almost everywhere
and Sears is nowhere to be in sight.

Conclusion
Despite the efforts to transform the corporation into a
profitable company, the trend has not stopped and
continues to show through the financials. The company
remains unprofitable and downsizing on stores is only
shrinking the market share in the industry that is already
highly congested with myriads of competitors. The
corporation is doing a good job raising capital by selling
stores and assets, but it is not translating into revenue
and most importantly net profit. For these reasons, Sears
Holding Corporation is a SHORT.
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