 Quality of income and receivable turnover for Sears is discouraging, especially in the retail industry where credit sales play a substantial role in total revenues.  Sears is reporting an incredibly low number for their quality of income in 2002 (-0.367), primarily due to the excessive number of uncollected receivables.  Sears’ average collection period for 2002 is an appalling 406 days.  The company is also experiencing poor short-term liquidity and operating efficiency (money lost from inability to invest), yet they are quick to address that their disappointing credit issues are attributed to the poor status of the economy and unanticipated problems that developed with their Sears Gold Master Card portfolios.  In lieu of their poor receivables, Sears has securitized $23.8 billion on December 29, 2001 and $16.1 billion on December 28, 2002 as part of a “funding” strategy to accumulate some cash flow.  Sears has also been methodically attempting to remove all of their unproductive assets while focusing on brand-driven higher quality appliances such as Kenmore and Craftsman, and growing their on-line store.  
Inventory, like receivables, is a key player in the retail industry as it reflects how well a company is operating as well as its liquidity.  Companies recognize profits when inventory is sold; therefore, a low level of turnover portrays a sign of inefficiency since inventory usually has a zero rate of return.  Inventory turnover is crucial for companies in the retail industry, like Sears, since inappropriate levels of inventory could be hazardous where discounting has become such a big issue.  Inventory turnover for Sears’ retail segment is approximately 5.0 for 2002 while Sears’ inventory turnover is 5.12 for the same year.  Sears is managing their inventory very close to the industry norm and the supply of inventory is about 71 days on average.

Sears’ debt-to-equity ratio is 6.46 in 2002 and judging by this debt ratio, Sears has significantly more debt than most of its industry peers whose average is at 4.0.   In simple terms this means that for every $1.00 of equity that Sears has, they have $6.46 in liabilities.  Although this is a huge disparity, this may not be bad as long as the company can service its debt and play “catch-up,” but, taking their liquidity issues into consideration, this is something that will need further scrutiny.  In March 2003, Sears announced plans to evaluate strategic alternatives for its credit segment, including the possible sale of all or part of the business.  The company expected to conclude its review and to take any related actions in the second half of 2003.
  Interestingly, on October 8, 2003, Sears’ board of directors announced that Sears, Roebuck and Co. was authorized $3.0 billion in order to buy back the company’s common shares to implement its plan to return a segment of the earnings from the sale of its credit and financial products back to its shareholders.

Conclusion:

Sears is in an industry with a relatively small number of competitors, and based solely overall sales, it is one of the largest players.   Although Target and Sears and in related industries, they are separated by a “brand” factor which I believe, in the state of the current economy, Target hits the nail on the head.   The retail industry has had some volatility over the past few years due partially to the unsteady 2001-2002 economy which has been forcing consumers and businesses to pay closer attention to their bottom lines.  The most recent recession has changed where and how customers shop; shoppers head to discount chains while designers and department stores rework their strategy to go where shoppers are spending money.  Sears’ growth idea revolves around value and brands during a time where people are more concerned with cost and discounts.  As department stores de-emphasize brand names, some designers are setting their sights a little lower to find new markets, such as Target’s Mossimo brand.  Sales at Target climbed almost 9% while Sears saw little changes in its sales in lieu of its tightening the scope of its private-label portfolio by dumping several of its under-performing in-house brands and replacing them with a single line.  My recommendation would be to opt for Target’s stocks.  For Sears, I would recommend to wait out and see how the ratios, such as receivables turnover, fair next year to gauge the success of Sears’ turnaround strategy focusing on managing their receivables.




� http://www.prnewswire.com/news/
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