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Executive Summary 

 On October 15, 2018, Sears (the “Company”, or the “Debtor”) filed for Chapter 11 bankruptcy, 

capping a fall from being the largest retailer in the US in the 1970s to a declining behemoth unable to 

successfully compete with big box stores and online retailers in the 2010s. The Company’s decline was 

exacerbated by a 2005 acquisition by Kmart, led by hedge fund manager Eddie Lampert. Lampert’s 

strategy of slashing capital expenditures, spinning off non-core assets, and raising the combined 

companies’ leverage to increase capital distributions to shareholders ultimately proved to be a losing 

formula. With limited liquidity and a heavy debt load, Sears was unable to make $134 million in debt 

payments due on October 15, 2018. While bankruptcy provided Sears with the opportunity to reduce its 

total debt and close unprofitable locations, the “new” Sears that emerged from bankruptcy in early 2019 

with Eddie Lampert still at the helm continues to struggle, resulting in more store closures and questions 

as to how long the Company can fend off becoming the latest brick-and-mortar retailer to liquidate.     

The Rise and Gradual Decline of Sears 

 Sears, Roebuck and Company, informally known as Sears, was founded by Richard Sears and 

Alvis Roebuck in 1893 as a mail-order catalog company that leaned on the growth in railroad 

infrastructure nationwide to serve non-urban areas. As the nation urbanized and became more connected 

through the invention of the automobile, Sears pivoted into opening its first department store in Chicago 

in 1925. Known as a frugal store that carried consumer staples, Sears thrived in comparison to its 

competitors, mainly independent department stores, during the Great Recession, surpassing 700 retail 

locations by the mid-1950s, including as a mall anchor in newly built shopping centers. In this post-war 

era of rapid economic growth, Sears rose to become the largest retailer in the country, a position that it 

would maintain until 1990. However, low-priced chains, Walmart, Kmart, and Target, all opened their 

first retail locations in the early 1960s, seeding their future positions as formidable competitors during the 

economically challenged 1970s.1  

While Sears had established a dominant position in urban areas and in malls, their existing real 

estate locations proved to be a detriment in participating in the trend towards off-mall locations in 

suburban areas, allowing the aforementioned competitors and other emerging players, such as Home 

Depot and Lowe’s, to benefit. Caught between discount retailers and upscale department stores, the 

Company struggled to generate retail sales growth. In response, Sears diversified into financial services 

through its purchases of Dean Witter and Coldwell Banker in 1981, its rollout of the Discover credit card 

in 1985, and its ownership of Allstate Insurance. The financial services operations, which contributed 

 
1 Sears Archives 
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over 60 percent of profits in the early 1990s, masked stagnation at its retail operations. Since the 

conglomerate failed to generate the top-line synergies that were touted (“stocks and socks”) as being a 

main driver of the strategic pivot, management eventually chose to separate the segments, spinning off 

Dean Witter and Allstate in 1993 and selling its credit card portfolio to Citi for $3 billion in 2003.2    

Exhibit 1: Sears and Major Competitors: Sales ($M) and Number of Locations, 1990-20183  

 

The Kmart Merger 

By the early 2000s, the success of the big box stores was hurting not only Sears, but also was 

causing issues for Kmart, which operated 2,114 stores and had 241,000 employees. Following poor 

holiday sales, on January 21, 2002, Fleming Companies, Kmart’s largest food distributor, stopped 

shipments to Kmart after the retailer did not make its regular weekly payment.4 The following day, Kmart 

filed for Chapter 11 bankruptcy with $16 billion in assets (at book value on January 2, 2002), representing 

the largest retail bankruptcy at that time. In the first day declaration, Kmart listed $10.3 billion in debt, 

including $2.4 billion in unsecured notes. As Kmart continued to perform poorly during its bankruptcy 

proceedings and as an issue arose over the accounting from payments from vendors, the prices of its bank 

debt and unsecured bonds continued to fall. Later in 2002, hedge fund manager Eddie Lampert notified 

Kmart that he had acquired over $1 billion of bonds and ~$400 million of bank debt at face value.5 

Through these purchases, Lampert, who ran ESL Investments and had previously achieved outstanding 

returns investing in retailers AutoNation and AutoZone, planned to gain control of the equity of the 

Company on emergence from bankruptcy.6 On May 6, 2003, Kmart emerged from bankruptcy with $750 

 
2 Howard 
3 Capital IQ 
4 Earnest 
5 Merrick 
6 Cohan 
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million in cash. While in bankruptcy, Kmart closed 599 locations, slashed $6 billion in debt, and laid off 

60,000 workers. Pre-petition bank lenders received a cash recovery of 40 percent. Unsecured note holders 

and trade vendors received new common stock (pre-petition equity holders were wiped out) issued at 

$14.05 per share for their claims, providing a recovery of 14 percent and 10 percent, respectively. 

Lampert not only owned 53 percent of the new equity, but also had been instrumental in hiring a new 

CEO, Julian Day, a former Sears president, offering Lampert significant influence over the Company.7 

Potential Cause of Sears’ Bankruptcy #1: Lampert’s Retail Strategy  

Lampert believed that retailers typically overinvested in their stores, which reduced their cash 

flows and increased their financing needs. In his view, retailers should cut expenses, such as advertising, 

reduce inventory, and decrease capital expenditures. As a result of these changes, in the short term, 

operating cash flows would increase and investing cash flows would decrease, allowing the Company to 

return more capital to shareholders through dividends and share buybacks. Kmart implemented this 

strategy after it emerged from bankruptcy. Operating income rose from $400 million in 2003 to $900 

million in 2004, boosting the stock by 543 percent in the 18 months after bankruptcy.8  

While Lampert was experiencing success with his Kmart investment, he also was purchasing 

shares of Sears, having accumulated almost a 10 percent stake, as he thought that Sears could achieve 

financial success if the Company initiated similar changes to those at Kmart. In addition, he thought that 

Sears may be a good fit for Kmart because Sears’ on-mall locations complemented Kmart’s off-mall 

locations. Lampert was not alone in his desire for Sears though: real estate investment firm Vornado 

announced on November 4, 2004, that it had taken a 4.3 percent stake in Sears because it believed that the 

Company’s share price was undervalued based on the real estate that Sears owned. However, with 

Lampert’s connections to both Kmart and Sears’ management teams, the companies agreed to a merger 

on November 11, which was designed as a purchase of Sears by Kmart (the terms were at a 10 percent 

premium to Sears’ pre-announcement share price). The combined firm would be named Sears Holding 

Corporation and Lampert would be named Chairman of the Board.9  

 

 

 

 

 

 
7 Berkowitz 
8 Bloomberg 
9 Kapner 
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Exhibit 2: Sears Holdings Corporation Capital Structure: Post-Kmart Merger, 04/30/200510 

 

The Eddie Lampert Years 

Exhibit 3: Sears Financial Information - 2006-Q3 201811 

 

 Having experienced short-term success at Kmart having minimized investment in store upgrades, 

reduced marketing costs, increased prices, and sold off excess real estate, Lampert established this 

strategy at Sears almost immediately. Although Chairman in title, Lampert acted as more of the day-to-

day head of the Company, which did not sit well with management: within one year of the merger, the 

CEO, CFO, and Chief Buyer had left the Company. Investors, however, had bought into the strategy, 

pushing Sears Holdings’ stock up 30 percent during the first year of the merger. While investors agreed 

with Lampert, the Company experienced a more difficult time finding a successful segment of core 

customers, which was meant to be between Walmart on the low end and Macy’s on the high end. With 

reductions in marketing and capital expenditures on brick-and mortar locations (Sears was spending only 

 
10 Quarterly Reports, Bloomberg 
11 Capital IQ 
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~$2 per square foot on annual maintenance compared to $6-$8 for other traditional retailers)12, Sears was 

hurting its ability to drive customer traffic, exemplified by its 5.3% decline in same-store sales in its first 

year post-merger. Lampert saw no major issue with same-store sale declines though as he wanted to 

reduce the number of unprofitable items that stores sold (e.g., eliminating all inventory of traditional TVs 

to be replaced by just flat-screen TVs). In addition, despite the sales and traffic declines, Lampert 

continued to defend his strategy. In a 2007 letter to investors, Lampert wrote that “unless we believe we 

will receive an adequate return on investment, we will not spend money on capital expenditures to build 

new stores or upgrade our existing base simply because our competitors do.”13 While sales were 

declining, the Company’s strategy allowed it to continue to generate substantial amounts of free cash 

flow, granting Sears the ability to repurchase $4.3 billion worth of shares in the 3 years ending February 

1, 2008 while reducing total debt outstanding from $4.5 billion to $3.4 billion. Sears Holdings’ stock 

peaked at $144 (~$23B market cap, not adjusted for spin offs - see Appendix for chart) in April 2007. 

Potential Cause of Sears’ Bankruptcy #2: Shifting Retail Trends  

While Lampert was attempting to redefine the best way to run a retailer, another phenomenon 

was positively affecting the American economy. From 2003 until 2007, the value of brick-and-mortar 

retailers benefitted from a boom in real estate prices across the United States. Many investors believed 

that brick-and-mortar retailers could directly benefit through the sale of stores, and, in addition, they 

believed that the perceived market value of the real estate provided a floor on the enterprise value of 

companies since retailers could liquidate their assets if their operations were performing poorly. This 

thesis was the basis for Vornado’s investment in Sears in 2004 before its merger with Kmart, and in 2007, 

the thesis helped boost Sears’ shares as some investors estimated that its real estate was worth at least 

$150 per share.14 The financial crisis called into question the validity of that belief due to falling real 

estate prices, which were partially attributable to a rise in commercial real estate vacancies. Combined 

with an increased shift to online shopping, real estate was no longer seen as a major benefit to Sears - and 

other brick-and-mortar retailers - and could actually be viewed as a negative as leases increased the 

amount of future fixed payments that the Company was required to make (if locations were not Company 

owned). 

 

 

 

 
12 Bustillo 
13 Annual Report 
14 Barbaro 
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Exhibit 4: E-Commerce Retail Sales15            Exhibit 5: Sears Leases - 1/31/0916 

  

 E-Commerce was not a competing option when mall developers first began constructing malls in 

the 1950s. Driven by suburban growth, post-war economic prosperity, and a 1954 law passed by 

Congress allowing for the acceleration of depreciation for tax purposes, the first batch of malls opened in 

1956. The economic model for a mall was for the owner to charge expensive rents, but be able to generate 

enough high volume traffic for retailers to risk paying the costs. By having well-known anchor stores, 

malls could charge higher rents to smaller, supplementary chains. Over the next few decades, mall 

construction would remain popular, eventually hitting a peak of 19 new malls opened in 1990 (the year 

Sears lost its title as America’s largest retailer by sales). However, as middle class wages stagnated and as 

malls built decades earlier began deteriorating, the middle class shopper began to reduce their number of 

annual trips to the mall. In addition, while urban flight had been prevalent in the post-war years, in the 

new millenium urban areas experienced a revival, with young adults and companies moving from the 

suburbs to cities. With the rise of online shopping, mall traffic declined even further. In 2007, a new mall 

wasn’t built in the US for the first time since the 1950s. Between 2007 and 2009, 400 of the US’ 2,000 

largest malls closed.17 After the financial crisis, retail traffic continued to fall: traffic to retail stores during 

the holiday season (November and December) fell by half from 2010 to 2013.18 Without high traffic 

volume, owning or renting large footprints in malls became a liability for retailers. Instead, these trends 

(middle class wage stagnation, decline of malls, rise of E-Commerce) drove growth in online retailers 

(e.g., Amazon) and mass market retailers with off-mall locations with low costs on essential items, such 

as food (e.g., Walmart, Target).     

 
15 Ali 
16 Capitalized operating leases calculated by multiplying TTM operating leases expense by 7 
17 Esri 
18 Banjo 
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With retail trends already providing Sears with significant headwinds, the financial crisis 

exacerbated the Company’s flaws. Besides reducing the value of Sears’ real estate, the financial crisis 

also weakened other aspects of the Company’s strategy. First, Sears’ pricing was higher than that of 

competitors: average prices of nationally branded products in 2008 at Kmart and Sears Essentials (Sears 

off-mall discount locations) stores were 18 percent higher than those at Walmart.19 With the recession 

crimping savings, consumers turned to the lower cost alternative. Second, to free up money for capital 

distributions, Sears continued to spend less on the maintenance of its stores, with investments in capital 

expenditures declining from $570 million in 2007 to $497 million in 2008. As a result, Sears’ stores look 

outdated compared to those of its main competitors. With higher prices and poorer store upkeep, 

consumers turned away from shopping at Sears, with same store sales falling 8.0 percent, 4.7 percent, and 

1.3 percent in 2008, 2009, and 2010, respectively.  

Financial Engineering: Spin Offs 

Potential Cause of Sears’ Bankruptcy #3: Spin Offs of Potentially Profitable Segments  

With operating performance faltering, Sears’ spigot of “excess” cash that it could return to 

shareholders was also drying up. In order to attempt to jumpstart the Company’s languishing stock price, 

Lampert decided to initiate a series of spin offs beginning in 2011. The traditional corporate finance 

reason for a spin off is that a business segment is not receiving necessary management time and capital to 

thrive in a larger conglomerate. By separating the segment from the larger company into a standalone 

corporation, the segment can receive the adequate focus and capital that it wasn’t previously receiving, 

allowing shareholders to realize excess risk-adjusted returns. Since shares of the new spin off are supplied 

to shareholders of the larger company on a particular date, the expected improved performance of the new 

segment should accrue to current shareholders of the larger firm. More importantly to a cash-starved 

business such as Sears, three of the five spin offs were structured as rights offerings, allowing 

shareholders the ability to purchase the stock on a pro-rata basis from Sears. These rights offerings 

brought in much needed cash and bought Sears much needed time to complete a successful turnaround. 

Because ESL was Sears’ majority shareholder, it became the main provider of funds to Sears through 

these rights offerings, while receiving large stakes in the new independent companies. This propped up 

ESL’s main investment, Sears, and gave ESL the opportunity to participate in equity growth in the spin 

offs. However, while the spin offs provided necessary cash infusions or debt reductions to Sears, the 

subsequent performance of the equity of the spin offs was largely very poor, with all five 

underperforming the broader equity markets and two experiencing liquidations. 

 
19 Barbaro 
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Exhibit 6: Sears Spin Offs – 2011-201520  

 

Orchard Supply 

In June 2011, with Sears’ stock near a one-year low, the Company announced that it would be 

spinning off its home improvement and gardening products retail business, Orchard Supply Hardware, 

effective at the end of 2011 (each Sears shareholder would be entitled to one share of common equity in 

Orchard Supply). Following the announcement, Sears’ stock moved modestly higher immediately after 

the news (+1 percent), and it would continue to rise by 6 percent in total in the two following weeks, 

suggesting that shareholders approved of the decision. Sears had acquired the 87-store Orchard Supply in 

1996 when the Company was looking to expand in the home-improvement industry. In 2005, after the 

merger with Kmart, Sears divested 19.9 percent of Orchard Supply to the private equity firm, Ares 

Management, for $58.7 million in cash. In connection with the sale, Orchard Supply issued $405 million 

in debt, which was used to fund a $450 million dividend to a Sears subsidiary. Arguably, this dividend 

recap saddled Orchard Supply with too much debt, rendering it unable to fund the necessary investments 

to compete with fast-growing home improvement chain rivals such as Home Depot and Lowe’s. By the 

time of Sears’ decision to spin off Orchard Supply in 2011, it had experienced four consecutive years of 

comparable store sale declines. In addition, on the closing of the spin off on January 3, 2012, the company 

remained highly leveraged: it owed $262.4 million in debt (a senior secured credit facility, a real estate 

term loan, and a senior secured term loan) and capital lease obligations on adjusted EBITDA of only $45 

million, for a leverage ratio of 5.8x. With its leverage ratio brushing up against its maintenance covenants 

(6.0x), Orchard Supply remained unable to make the necessary investments to compete even as a 

standalone company. With operating performance remaining poor, Orchard Supply filed for Chapter 11 

bankruptcy in June 2013, a mere 18 months after the completion of the spin off. At the time of the filing, 

ESL still owned 40 percent of the equity, which became worthless as of the filing. While a majority of its 

stores were purchased for $205 million by Lowe’s, who acted as a stalking horse bidder in the auction of 

 
20 Capital IQ 
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Orchard’s assets, there was not a happy ending for Orchard Supply: in 2018 Lowe’s decided to close or 

convert all Orchard Supply stores.21 

While a decline in operations as either a standalone company or as part of Sears would 

theoretically affect the shareholders in the same manner (by a decline in the present value of the future 

earnings of Orchard Supply), Sears, and thus its majority shareholder ESL, benefitted by the spin off from 

being able to reduce the debt outstanding at Sears by $262.4 million. Although the debt was issued by the 

Orchard Supply subsidiary, was not guaranteed by the parent or any other subsidiaries, and therefore was 

non-recourse to Sears, Sears’ other subsidiaries would have been negatively affected, through lower credit 

ratings and / or higher interest rates, if the parent company allowed a majority-owned subsidiary to 

default. This is the reason that Sears’ CFO Robert Schriesheim called the deal a “deleveraging 

transaction” for Sears when explaining the rationale for the spin off.22 With Sears’ credit rating already at 

B- in 2011 and with external liquidity becoming more important as internal cash flow declined, Sears’ 

ability to spin off struggling portions of its business and the associated liabilities directly benefited Sears 

and its largest shareholder because the spin offs reduced the domino effect of a subsidiary debt default 

hurting the rest of its subsidiaries. 

Sears Hometown and Outlet Stores  

Shortly after the completion of the Orchard Supply spin off in early 2012, Sears announced that it 

would also be spinning off Sears Hometown and Outlet Stores (SHOS) and Sears Canada. SHOS 

consisted of 1,118 stores that primarily sold appliances, apparel, and other goods in smaller locations than 

traditional Sears stores, generating a total of $2.5 billion in revenue. Unlike the Orchard Supply spin off 

which was structured as a stock dividend, the SHOS spin off would be structured as a rights offering in 

which Sears shareholders would get the right to buy one share of the new company for each share of 

Sears that they owned. Thus, unlike Orchard Supply, Sears would be directly receiving a cash infusion 

($346.5 million in proceeds from the rights offering and a $100 million cash dividend to Sears). In the 

rights offering, which occurred in November 2012, ESL purchased 62.5 percent of the new SHOS shares, 

matching its equity share in Sears and increasing its cash infusions into the parent company. As a brick-

and-mortar retailer with consecutive years of declining same store sales, SHOS was arguably capitalized 

in an appropriate manner: with limited debt ($22 million) relative to adjusted EBITDA ($110 million in 

FY2012). Despite the conservative capital structure, SHOS experienced a similar fate to other brick-and-

mortar retailers, with years of declining same store sales and store closures, driven by tough competition 

from Home Depot and Lowe’s and declining sales of longtime Sears’ brands Kenmore and Craftsman. By 

the time of Sears’ bankruptcy filing in 2018, SHOS had lost 92 percent of its equity value. In 2019, Sears 

 
21 SEC Filings 
22 Cahill 
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and SHOS came full circle, with ESL purchasing the 42 percent of the SHOS shares that it didn’t own for 

$36 million, essentially remerging the two companies (in connection with the acquisition, SHOS sold 

assets, including its Outlet business, for $133 million to Franchise Group).23 Hometown stores now have 

375 locations, down from 943 stores at the time of the spin off.24 

Sears Canada 

At the same time that Sears was preparing to spin off SHOS, it was also preparing to partially 

spin off Sears Canada. Sears Canada had originally started as Simpson-Sears in 1952 as a joint-venture of 

the Canadian Simpsons department store chain and Sears. In 2005, Sears purchased a majority stake in 

Sears Canada, boosting the Company’s stake to 73.1 percent, with Bill Ackman’s Pershing Square Capital 

owning 17.3 percent, and the rest of shares remaining publicly traded. Pershing Square sold its shares to 

Sears in 2010, just as Sears Canada’s strong operating run was ending. Same store sales fell 6.3 percent in 

2010 and 7.7 percent in 2011, as Walmart and Target expanded their locations in Canada. Still, Sears 

Canada was generating ~$4.0 billion in sales at 442 locations when Sears was planning its partial spin off. 

In the spin off, structured as a stock dividend to shareholders, Sears’ stake would be reduced from over 90 

percent to 51 percent. While Sears Canada was competing in a more challenging environment, it 

continued to pay dividends: $753 million in 2010 and $611 million in 2012 and 2013, much of which 

went to Sears and ESL. 

With Sears Canada struggling though, by 2014, Sears was searching for a buyer for its 51 percent 

stake. After failing to find a buyer, Sears turned to the same maneuver that it used with SHOS: a rights 

offering to its own shareholders. In November 2014, Sears received $380 million in gross proceeds from 

the rights offering, reducing its stake to 11.7 percent. By participating in the offering, ESL boosted its 

stake in Sears Canada from 27 percent to 46.7 percent. Much like SHOS, the rights offering acted as a 

source of additional liquidity for the struggling parent company, with ESL pumping in more money to 

attempt to buy Sears more time to turn around its business. While Sears was being given cash to stay 

afloat, the same could not be said for Sears Canada. With lower amounts of capital due to the dividend 

payouts, the company could not fight off years of declining sales and stores. With operating leases and 

pension benefits (the pension was still underfunded by $270 million by late 2017) acting as fixed costs for 

the business, it sought creditor protection in June 2017. Finally, in October 2017, Sears Canada received 

court approval to liquidate its assets, allowing the company to close the remaining stores and lay off its 

11,240 employees. 
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Lands’ End 

While Sears had both acquired and divested most of its stake in Sears Canada during the time 

ESL was the majority holder, Sears’ $1.9 billion cash acquisition of Lands’ End in 2002 came shortly 

after ESL became a minority shareholder in Sears. The thesis for the acquisition was that Lands’ End 

shops could be established at Sears locations, boosting the presence of Lands’ End’s high-margin apparel. 

In turn, while receiving rent payments for those locations, Sears could also gain a new high-end customer 

base. However, those top-line synergies failed to materialize, as Lands’ End catalog-driven merchandise 

sold poorly in Sears’ promotional-driven brick-and-mortar locations. With Sears looking to monetize its 

assets, the Company initiated a spin-off of Lands’ End (LE) in 2014 (0.300795 shares of Lands’ End for 

each share of Sears held). At the time, LE was generating $150 million of adjusted EBITDA on $1.6 

billion in sales at 274 shops at Sears and 16 standalone Lands’ End stores. In addition, LE was still 

producing $79 million in net income, a reason it most likely was not one of the first segments from which 

Sears separated. In connection with the spin off, LE issued a $515 million senior secured term loan 

facility from which it paid a $500 million cash dividend to Sears, providing meaningful liquidity to the 

Company. Following the spin-off, ESL maintained its 62 percent stake in LE as Lands’ End’s sales 

continued to decline, driving LE shares down by 42 percent as of Sears’ October 2018 bankruptcy. 

However, more recently, LE has strung together a series of quarters of same store sale growth and has 

replaced Sears with Kohl’s as the retailer in which its shops are located. 

Seritage Growth  

         By 2015, Sears’ business had continued to deteriorate. To counteract the negative effects of 

declining sales and store traffic, the Company had been cutting costs and selling assets to improve its cash 

position. Despite these actions, suppliers were demanding more stringent payment terms. As Sears was 

running out of assets to monetize, the Company turned to its real estate to access capital. As previously 

mentioned, for years investors (e.g., Pershing Square with JCP) had purchased the equity of retailers 

partially based on the thesis that the liquidation value of the real estate was greater than the current 

enterprise value of the retailer, thus providing a backup catalyst to realize the company’s true value. With 

hundreds of owned or operated stores, Sears could theoretically sell its owned real estate or below-market 

leases to generate cash. In fact, the second largest shareholder of Sears, Fairholme Capital Management, 

which owned ~17 percent of Sears’ equity in 2015, believed that the decline of malls had been “greatly 

exaggerated” as malls could swap retail outlets for restaurants, fitness centers, movie theaters, and auto 

showrooms. As a result, the real estate of anchor tenants would be of great value due to their footprint and 

locations.25 

 
25 Krouse 
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Given this backdrop, Sears, which was now directly led on a day-to-day basis by Lampert who 

had taken over as CEO in June 2013, announced in November 2014 that it was considering spinning off 

up to 300 of its 712 company-owned stores into a separate entity (a real estate investment trust) in which 

Sears’ shareholders could purchase stakes. Sears would then lease the stores back from the REIT and 

continue to operate them. On the announcement, Sears’ shares jumped 31 percent, providing the positive 

reinforcement for Sears to move forward with the plan. On July 6, 2015, Seritage, whose Chairman was 

also Lampert, made its stock market debut, having raised $1.6 billion from Sears shareholders in the 

rights offering, which, along with debt raised, was used to fund the $2.7 billion purchase of 254 properties 

from Sears, which would continue to use 243 of them. Once again, ESL was the primary entity funding 

the offering. Seritage’s operating performance was largely tied to Sears as the Company paid lease 

payments on 243 of its 254 properties. Therefore, it is not surprising that the REIT struggled with high 

vacancy rates as Sears closed locations. However, the REIT has bounced back, including creating joint 

ventures for the real estate to be used in mixed-use developments. Even still, the stock was down 1% from 

its stock market debut until Sears’ bankruptcy filing, significantly underperforming the S&P 500 over that 

time. Interestingly, in early 2017, Sears’ shareholders sued Lampert and other directors of Seritage 

Growth Properties for asset stripping of Sears. The lawsuit alleged that the sale-leaseback transaction was 

“financially and structurally” unfair, that it was set up to benefit only Lampert at the expense of Sears’ 

shareholders because Lampert stood to benefit regardless since he was standing on both sides, and that the 

deal would lead to the insolvency of Sears as its real estate assets were “stripped away” by Lampert at an 

“unfair” price. While the Boards of both companies approved the transaction, Lampert’s position as 

Chairman of each could have resulted in undue influence. As a result, Sears agreed to a $40 million 

settlement with its shareholders, while not admitting that the lawsuit was valid.  

Exhibit 7: Sears Spin Offs – Capital Raised For Sears ($M)26 

  

 While the spin offs provided over $4 billion in cash to Sears, through rights offering funded 

heavily by ESL, the sale of assets, and cash dividends, the cash infusions inevitably were not enough to 

save the Company. One often-heard criticism is that ESL benefitted by separating the best assets from 

Sears and then purchasing large equity stakes in these new companies. However, as displayed in Exhibit 

 
26 SEC Filings 
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6, all five spin offs experienced negative equity returns during a time period in which the broader equity 

markets were rising. With all five exposed to similar retail trends as Sears, especially the rise of E-

Commerce, the most likely explanation is that ESL, in good faith, attempted to buy its main investment, 

Sears, time to restructure, while purchasing stakes at fair market prices in these spin offs. However, ESL’s 

investment thesis in Sears and the other spin offs turned out to be wrong (as of October 2018), as 

evidenced by their poor equity performance. Put simply, ESL overestimated the value of Sears and the 

importance of its real estate in an ever-digital world.   

Financial Engineering: Loans From ESL 

Potential Cause of Sears’ Bankruptcy #4: Capital Structure Maneuvering 

            With segments having been spun off, stores having been closed, and losses piling up (the 

Company reported a net loss of $580 million just in the fourth quarter of 2015), Sears had begun to issue 

debt to finance their cash shortfalls. With a CCC+ credit rating (S&P’s credit rating for the firm from the 

end of 2012 until 2017) and limited market demand for its debt even at high interest rates (>8 percent), 

ESL began to finance some of Sears’ borrowing. From 2012-2014, ESL had funded commercial paper 

and short-term loans (less than six months) backed by some of Sears’ real estate. In addition, ESL funded 

approximately half of a $625 million, 8 percent unsecured notes offering due in 2020. In April 2016, one 

month after Sears issued a $750 million first-lien loan due in July 2020 in which Lampert personally 

funded $200 million, entities owned by ESL financed $125 million of a $500 million loan facility that 

Sears raised using 21 of its properties as collateral. The facility’s maturity was July 2017, but still carried 

an annual base interest rate of 8 percent. In August 2016, the ESL entities provided another $300 million 

of debt financing, secured by a junior lien against working capital, with an offer to third party investors to 

provide an additional $200 million on the same terms and conditions. In January 2017, the ESL entities 

provided another $500 million loan secured by Sears’ properties at an 8 percent interest rate, plus other 

fees, with the loan due in July 2020. Although the Company repaid $101 million of loans provided by 

ESL after selling several properties, ESL extended $200 million of 6-month secured loans in October 

2017 at an annual interest rate of 11 percent. Furthermore, in 2018, it was revealed that ESL had provided 

the financing on $1 billion of $2.1 billion in syndicated loans owed by the Company. In total, ESL entities 

and Lampert owed $2.6 billion of debt, or about 50 percent of Sears’ debt balance, by the time of Sears’ 

bankruptcy filing in October 2018.27 

While providing debt financing to Sears was allowing the Company to remain a going concern, 

and thus for ESL’s equity investment to not be worthless, ESL was most likely also positioning 

 
27 SEC Filings 
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themselves to be in position to credit bid for the Company if it were to file for bankruptcy. With most of 

its funding of Sears’ debt occurring in 2016-2018 when the Company was in dire straits (as displayed in 

Exhibit 14, the implied BRE of its Z’’ score was already D in 2016), ESL most likely recognized that the 

Sears of early 2016 with over $3 billion of debt (and climbing) and with over one hundred unprofitable 

locations was not going to survive long-term (for a retailer the benefits of bankruptcy include not only the 

ability to reduce debt outstanding, but also to close any current or projected unprofitable locations that 

may be a drag on the retailer’s operations). Therefore, if ESL still believed in Sears as a business, the fund 

needed to be in a better position to win control of the Company in bankruptcy. Critics contend that ESL 

provided the financing on favorable terms to Sears specifically to gain power in potential bankruptcy 

proceedings. However, lenders who provide the most favorable terms are the ones who should be selected 

by companies to provide financing. If no financing or more expensive financing were provided, Sears 

would have ended up in bankruptcy proceedings earlier. As ESL was the lender who was willing to offer 

the capital at the best terms, ESL was taking the risk that potentially not only would its loans not be 

repaid, but also that the equity of the entity partially won through a credit bid would actually not be of 

value.    

On The Cusp of Bankruptcy 

In the years leading up to the bankruptcy filing, Sears faced the same problems as other retail 

department stores, particularly those with large brick-and-mortar footprints. The retail department store 

market was already highly competitive, but the growth in E-Commerce increased competitive pressures 

even more. As highlighted earlier, as E-Commerce grew in popularity, mall traffic fell. Additionally, with 

online retailers possessing fewer fixed costs than brick-and-mortar retailers, online retailers could 

undercut traditional retailers on price. In order to remain competitive, traditional retailers, such as Sears, 

had to cut prices, reducing margins and making many once profitable locations now unprofitable. In fact, 

during the five-year period leading up to the bankruptcy filing (October 2013 to October 2018), Sears 

closed approximately 71.7 percent of its stores. However, same stores sales growth continued to plummet 

even for the stores that remained open. Same store sales decreased by 13.6 percent during fiscal year 2017 

(15.2 percent for Sears branded stores, 11.4 percent for Kmart branded stores). As shown in Exhibit 8, the 

majority of the decrease in revenue came from continuing stores and consolidation of operations.28  

Exhibit 8 also helps to illustrate the other massive problem Sears was having: liquidity. Sears’ 

free cash flow to the firm was negative during this five-year period. Part of the reason for this was the 

massive contraction in trade terms. According to Sears’ management, vendors demanded reduced 

 
28 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

39 
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payment schedules and required cash in advance, resulting in nearly a 78 percent reduction in trade credit. 

This forced the Company to finance inventory on their balance sheet (as the Company’s cash conversion 

cycle grew), which limited their ability to purchase necessary inventory. This further corroded Sears’ 

liquidity position as the borrowing base on their revolver was based on a percentage of inventory. As 

Sears’ free cash flow continued to shrink, their cash requirements continued to rise. The Company had 

about $440 million of annual cash interest payments, and approximately $1.7 billion of their $5.6 billion 

in funded debt was set to mature in fiscal year 2018 and 2019.29 

Exhibit 8: Sears Operating Performance and FCFF in Years Leading Up to Chapter 1130 

 

Prior to filing for bankruptcy, Sears undertook various out-of-court restructuring activities, 

including the previously mentioned spin offs and ESL financing, in order to transform the Company’s 

business and generate sufficient liquidity. These activities also included undertaking several strategic 

operational initiatives, selling various assets, and refinancing certain debt facilities. First, Sears looked to 

reduce operating expenses by reducing store size, store footprint, and corporate overhead. This led to the 

Company closing 300 unprofitable stores alone during fiscal year 2018. However, Sears was still not able 

 
29 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

40 
30 SEC filings  
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to reduce SG&A to a manageable level before its bankruptcy filing.31 One of the other moves that Sears 

took to increase liquidity was mentioned previously - the Seritage Growth Properties transaction in 2015, 

which generated about $2.7 billion of proceeds for Sears.  

Second, Sears continued to sell off its assets. During 2017, Sears agreed to sell Craftsman, one of 

their most successful and profitable brands, to Stanley Black & Decker. Under terms of the arrangement, 

Sears received $525 million at closing, and would receive an additional $250 million three years after the 

deal closed. As part of the deal, Stanley Black and Decker also agreed to give Sears 2.5-3.5% of all 

Craftsman sales over the next 15 years. In August 2018, Sears received a non-binding letter of interest 

from ESL to acquire Kenmore, SHIP, and the Parts Direct Business of Sears Home Services division. 

However, Sears and ESL were not able to finalize an agreement before the bankruptcy filing.32 

Finally, Sears undertook a number of actions with respect to their debt obligations in order to 

generate significant liquidity. Over the years preceding the bankruptcy filing, Sears reached agreement 

with their lenders, including ESL, to extend the maturity of some of their debt facilities and eliminate a 

portion of their cash interest expense. Next, Sears extended the maturity and later paid in full their pre-

petition ABL Term Loan Facility. In addition, the Company increased borrowings under the Prepetition 

ABL Credit Agreement and increased the advance rate under the Second Lien Credit Facility. The 

Company was also able to push back the maturity date for $169.8 million of Second Lien Notes. Sears 

also eliminated approximately $60 million of annual cash interest expense under the Second Lien Notes 

Exchange, the Holdings Unsecured Notes Exchange, and the SRAC Unsecured Notes Exchange.33 

Despite the Company’s best efforts, Sears couldn’t generate sufficient liquidity. Sears had $134.0 

million of debt due on October 15, 2018. Without the ability to repay that debt and with over $1.0 billion 

of debt set to mature over the next year, the Company filed for bankruptcy on October 15, 2018 (the 

“Petition Date” or “Commencement”).  

Sears’ Bankruptcy 

As of the time of filing Sears had approximately $5.1 billion in gross funded debt (including $400 

million of L/C facilities not included in Exhibit 10), with approximately $927 million being unsecured 

debt. According to the Pension Benefit Guaranty Corporation (“PBGC”), Sears also had approximately 

$1.5 billion in unfunded pension obligations as of the Petition Date.34  

 
31 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

41 
32  Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at 

page 42-43 
33 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

42 
34 PBGC website (https://www.pbgc.gov/news/press/releases/pbgc-statement-on-sears-bankruptcy-filing)  

https://www.pbgc.gov/news/press/releases/pbgc-statement-on-sears-bankruptcy-filing
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Exhibit 9: Sears’ Public Company Comparables: Q3 201835  

 

 The chart below illustrates the Debtors’ capital structure as of the Petition Date. The figures are 

all as of the Petition Date, except when noted otherwise. 

Exhibit 10: Sears’ Capital Structure as of the Petition Date36 

 

 
35 Capital IQ 
36 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at 

pages 28-29; Bloomberg used for pricing  
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There are a couple of important items to note about the pre-petition capital structure. First, every 

debt facility is guaranteed by multiple debtors. Second, all of the debtors in the bankruptcy are direct or 

indirect subsidiaries of Sears Holdings. This is useful to remember, as the Debtor’s organizational 

structure - displayed below - is relatively complicated.  

Exhibit 11: Sears Capital and Corporate Organization Structure Chart37 

 

Prior to Commencement, Sears undertook various measures to ensure a seamless transition into 

Chapter 11. The Company appointed two new independent directors and hired Moshin Y. Meghji as 

Chief Restructuring Officer. Even more critically, Sears board formed a special committee (the 

“Restructuring Committee”) to oversee the restructuring process. The Restructuring Committee was 

solely made up of outside, independent directors and was given full decision-making authority with 

respect to any transactions with ESL or transactions in which ESL may have a conflict of interest. Why 

was this restructuring committee so important? According to the first day declaration by Robert A. 

Riecker (the “Riecker Declaration”), the company’s CFO, Sears’ reorganization plan centered around 

selling approximately 400 profitable stores as a going concern in a bankruptcy auction, with ESL serving 

as the stalking horse bidder. As of the Petition Date, ESL still owned approximately 49.7% of Sears 

Holdings outstanding common stock and $2.6 billion of debt.38  

 
37 Declaration of Robert A. Riecker Pursuant to Rule 1007-2 of Local Bankruptcy Rules for the Southern District of 

New York at page 70 
38 Declaration of Robert A. Riecker Pursuant to Rule 1007-2 of Local Bankruptcy Rules for the Southern District of 

New York at pages 5,8 
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As of the Petition Date, Sears was burning approximately $125 million in cash a month in the 

course of operating the Debtor’s business, partially due to operating 142 non-profitable stores that it 

planned to close as part of the in-court restructuring. As a result, Sears lacked the necessary capital to 

operate in chapter 11 and avoid irreparable harm to the Debtor’s estates before a bankruptcy auction could 

take place. In order to ensure that the Company had sufficient liquidity for Sears to survive as a going-

concern and to maximize the value that Sears would receive in a bankruptcy auction, the Debtor asked the 

court to approve two Debtor-in-Possession (or “DIP”) financing facilities for a total of $650 million of 

new capital. The first DIP was a $1.83 billion asset-based credit facility (the “DIP ABL Facility”), which 

provided the Debtor with $300 million of new liquidity. The DIP ABL Facility was provided by First 

Lien Lenders and was secured by the same collateral as the Prepetition ABL Facility (the “ABL 

Collateral”), as well as senior liens on any unencumbered collateral and junior liens on any previously 

encumbered collateral (excluding the ABL Collateral). The second DIP was a $350 million (all of which 

was new money) multiple-draw junior term loan (the “Junior DIP Facility”). The Junior DIP Facility was 

provided by Cantor Fitzgerald (as administrative agent) and was secured by a junior lien on the 

Prepetition ABL Collateral, a lien on certain unencumbered collateral (pari passu with the DIP ABL 

Facility), and a lien only junior to the Carve-Out, Senior Permitted Liens, and DIP ABL Liens on the 

other unencumbered assets. The Debtor believed that the Junior DIP Facility was necessary to give the 

Company enough capital to run the larger store footprint, while the auction process was ongoing to sell 

the profitable stores and close the unprofitable stores. Both DIP financing facilities were approved by the 

bankruptcy court.39  

As mentioned previously, Sears went into bankruptcy planning to sell approximately 400 4-wall 

EBITDA positive stores as a going-concern in a bankruptcy auction. The Company mentioned that they 

were in discussions with ESL to serve as the stalking-horse bidder. About a month after the Debtor filed 

for bankruptcy, Sears filed a global bidding procedures motion, in order to get the bankruptcy court’s 

permission to run a bankruptcy auction (“363 Sale”). During the two-month long sale process, ESL 

submitted the only qualified, going-concern bid for the Sears enterprise (which ended up being 425 

stores). ESL and the Company, with direction from the Restructuring Committee, engaged in many 

rounds of negotiations from the weeks leading up to the bankruptcy auction until all the way to the end of 

the three-day auction. After the Restructuring Committee rejected ESL’s bid on three separate occasions 

during the sale process, the Restructuring Committee voted to approve ESL’s bid for a total purchase 

price of $5.2 billion. Approximately $1.4 billion of the purchase price came in the form of cash, while the 

remaining $3.8 billion came in the form of credit bids and the assumption of certain other liabilities. ESL 

 
39  Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at 

pages 44-45 
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planned to convert about $621 million of the assumed liabilities into an exit facility ($350 million Junior 

DIP Term Loan plus $271 million L/C facility). In addition, ESL planned to refinance obligations owed 

under the DIP ABL Facility with an $850 million new ABL facility guaranteed by ESL.40  

A number of different constituents, such as landlords, the unsecured creditors, the PBGC, and 

others, objected to the sale agreement between ESL and the Company. The Debtor entered into 

negotiations with certain of these creditors in order to have them withdraw their sale objections and to 

ultimately get the sale approved by the bankruptcy court. A 363 Sale allows a debtor to sell assets free 

and clear of liens. The PBGC objected to the sale “on the basis that the bankruptcy court could not 

approve a ‘free and clear’ sale of any non-debtor assets (including the Kenmore-Craftsman-Diehard 

(“KCD”) notes or the KCD IP), and that the buyer must allocate the consideration associated with each 

acquired asset.”41 The PBGC claimed that KCD had a $146+ million  administrative expense claim for 

unpaid royalty payments that would need to be paid in full for the plan to be confirmed. As the Debtor 

had limited assets available to pay administrative expense claims, Sears felt compelled to resolve the 

dispute.42  

Since the Debtors and the PBGC were also in dispute about the termination of the pension plans, 

Sears decided to take care of both issues in the same settlement agreement. The PBGC and the Debtors 

reached a settlement where the PBGC agreed to waive their objection to the sale, agreed to a consensual 

termination of the pension plans, and granted a release of all pension funding and Unfunded Benefit 

Liability Claims (“UBL Claim”) against all Debtors, except for the claims agreed to in the settlement. In 

return, the PBGC received a general unsecured claim against each individual Debtor in the amount of 

$800 million. This was to satisfy the $1.4 UBL claim asserted by the PBGC at Commencement. In 

addition, the PBGC received a beneficial interest in the Liquidating Trust, which was secured by $97.5 

million of net proceeds from specified causes of action.43 After reaching a settlement with the PBGC and 

certain landlords that objected to the sale, the bankruptcy court approved the sale transaction on February 

7, 2019.44  

 
40 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at 

pages 56-60 
41 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

71 
42 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

71 
43 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

73 
44 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

73 
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Following the conclusion of the bankruptcy auction, Sears’ plan was to wind down the remaining 

assets of the Debtors’ estate and distribute the proceeds they received from the sale of their assets to the 

creditors. The Company’s plan of reorganization called for all of the Debtors’ assets to be transferred into 

a liquidating trust and for all debtor entities to be dissolved. Almost a month after filing the disclosure 

statement for the Company’s original Plan of Reorganization, the Debtor filed an amended plan of 

Reorganization (the “First Amended Plan of Reorganization”). The different classes of claims and the 

expected recovery for each class is summarized in the table below. As the secured creditors were all 

expected to be paid in full, the PBGC, General Unsecured Creditors (“GUCs”), and ESL Unsecured 

Creditors were the fulcrum securities. 

Exhibit 12: Sears First Amended Plan of Reorganization Summary ($ in millions)45 

 

Certain second lien creditors objected to Sears First Amended Plan of Reorganization with 

respect to the value of pre-petition administrative claims under section 507(b) of the bankruptcy code 

(“507(b) Priority Claims”). In addition, Transform Holdco LLC (“Transform”) - the entity established by 

ESL to be the “new” Sears - and the Debtor were in dispute over certain items in the Asset Purchase 

Agreement (“APA”). While the bankruptcy court ruled in favor of the Debtors in the dispute with the 

second lien creditors, and the majority of the APA disputes were mostly resolved, thirty-one parties 

objected to the First Amended Plan of Reorganization. Substantially all of the objections were related to 

the Company’s ability to satisfy administrative expense claims. While the Debtors believed that they were 

administratively solvent, the Company admitted that there was a timing mismatch between when the 

administrative claims were due and when Sears would receive the proceeds from certain assets to pay off 

those claims. Therefore, the Debtors reached an agreement with the administrative expense claims 

creditors so that the Debtor could proceed with the confirmation hearing. This settlement was part of the 

Debtors’ second amended and modified plan of reorganization (the “Second Amended Plan of 

 
45  Disclosure Statement for First Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 18 
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Reorganization”).46  Below is a summary showing a recovery for each of the classes under the Second 

Amended Plan of Reorganization. The court approved the plan on October 15, 2019, exactly one year 

after the filing.  

Exhibit 13: Sears Second Amended Plan of Reorganization Summary ($USD in millions)47 

 

There is one other event of interest that happened during the bankruptcy. A lawsuit was brought 

by the unsecured creditors committee (“UCC”) against ESL, Eddie Lampert, and certain other ESL 

affiliates and employees. As stated in the Second Amended Plan of Reorganization, immediately upon its 

formation, the creditors’ committee launched an investigation into various pre-petition transactions.48 

These transactions included the five listed above in Exhibit 3 as well as certain other financial 

transactions. The reason that the UCC wanted to investigate is because the committee believed that Sears 

received inadequate consideration for each of those transactions. The UCC also believed that each of the 

transactions occurred while Sears was already insolvent. In their complaint, Sears claimed that each of the 

transactions were either actual or constructive fraud.49 While ESL told the Debtor that the UCC’s claims 

are baseless, the case is still ongoing.  

 
46 Debtors Memorandum of Law in Support of Confirmation of Modified Second Amended Joint Chapter 11 Plan of 

Sears Holding Corporation and its Affiliated Debtors at page 22 
47  Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at 

page 296 
48 Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings Corporation at page 

54 
49  
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Could Sears’ Bankruptcy Have Been Predicted? 

Exhibit 14: Sears’ Z’’ Score And BRE: 2000-2018 

  

As depicted in the above exhibit, Sears’ Z’’ score slowly declined over 18 years from 6.81 in 

2000 (BRE of A-) to -2.51 in 2018 (BRE of D). This gradual fall aligns with the story that has been 

outlined in which the Company was not endangered by a single event, such as a poor LBO or an 

economic downturn, but was slowly hurt by shifting societal trends (e.g., off-mall shopping, rise of E-

Commerce) and management decisions (e.g., maintaining higher prices than competitors on similar 

goods, reductions in capital expenditures, capital distributions to shareholders when the company was still 

generating operating profits, increases in leverage, etc.). However, the Z’’ score did provide a more 

accurate representation of the company’s credit rating than S&P, in particular from 2013-2017 as Sear’s 

Retained Earnings / Total Assets and Equity Book Value / Total Liabilities ratios worsened. In addition, 

with EBIT and EBITDA both negative each year from FY2013-FY2018, traditional metrics, such as the 

leverage ratio and interest coverage ratio are rendered meaningless, emphasizing just how poorly the 

business was doing. As noted in the financial engineering section and as shown in the financial data in 

Exhibit 3, debt began to balloon in FY2017, with ESL and other funding sources propping up the 

Company. Finally, with the Z’’ score having predicted a default over two years prior to the actual filing, 

investors could have used this model to their benefit, either through shorting the stock (though the short 
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interest was close to 20 percent even at the end of 2014 which would have made it expensive50), shorting 

one of the company’s bonds, or through purchasing CDS (though the CDS spreads in early 2015 implied 

a 66 percent probability of default within five years51).  

As evidenced by the high short interest and wide CDS spreads, investors had been betting against 

the Company for years before its bankruptcy filing. Could the bankruptcy have been avoided? One 

narrative of Sears’ downfall is that ESL’s financial engineering (e.g., the spin offs which provided ESL 

with large stakes in Land’s End and Seritage Growth Properties, substantial loans to the Company with 

ESL ending up financing approximately half of the $5.1 billion in debt outstanding in order to increase 

ESL’s seniority in the capital structure and control over the collateral) and poor operating decisions 

resulted in Sears’ decline into bankruptcy. In this narrative, if ESL had refrained from its financial 

engineering and made different operating decisions, such as investing in the stores and matching 

competitor prices, then Sears could have been a shining example in the brick-and-mortar retail scene, 

much the way Walmart and Home Depot have been. However, these successful retail companies have 

been the exception rather than the rule. Other brick-and-mortar retailers that anchored malls have also 

struggled: JCPenney, Macy’s, Neiman Marcus, Lord & Taylor, Bed Bath & Beyond. In this light, 

Lampert’s decision to return capital to shareholders rather than invest in stores appears to have been a 

good corporate finance decision. Sears’ bankruptcy (and subsequent struggles discussed in the next 

section) may not be an anomaly, but may be part of the end of an era for big box retailers located in 

suburban malls.     

Transformco (a.k.a. “New Sears”) 

In February 2019, ESL formed the company Transform SR Brands, LLC (doing business as 

Transformco) to acquire the assets of Sears Holding. Following the bankruptcy court’s approval of Sears 

Holdings’ asset sales to Lampert’s Transformco in February 2019, Transformco acquired 425 stores (223 

Sears and 202 Kmart) for $5.2 billion. The stores not purchased by Transformco (“New Sears”) were 

immediately liquidated. 

While the New Sears emerged from bankruptcy with significantly less debt than when the 

original Sears entered, debt accounted for 46% of its total capital, arguably still too high for a mall-based 

brick-and-mortar retailer. Specifically, after the sale of Sears’ assets to Transformco in Chapter 11, the 

New Sears emerged with $850 million in new asset-backed loans from Bank of America, Citigroup and 

RBC. In addition, ESL forgave $1.3 billion in loans made to the pre-bankruptcy Sears Holdings, while 

$621 million of existing debt was rolled over to New Sears. The new company also took over an 

 
50 Bloomberg 
51 IHS Markit 
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additional $592 million of liabilities tied to the Company’s entities. In order to maintain retail operations, 

the New Sears also assumed $166 million of payment obligations for inventory ordered during Chapter 11 

bankruptcy and $139 million of 503(b)9 claims – inventory delivered to Sears in the 20 days before the 

bankruptcy filing. In the end, New Sears emerged from Chapter 11 with total debt and debt-like items of 

~$2.4 billion.  

Given the tough economic landscape for on-mall, brick-and-mortar retailers - in our opinion the 

primary culprit for Sears’ descent into bankruptcy - it is unsurprising that New Sears has struggled since 

emerging from bankruptcy. As previously mentioned, in June 2019, Transformco announced the 

acquisition of its 2012 spin off, Sears Hometown and Outlet Stores, as the Hometown stores continued to 

face strong competition from Home Depot and Lowe’s. In August 2019, six months after the sale of 

assets to Transformco, New Sears announced that 26 Sears and Kmart stores would close. Then, in 

November 2019, it announced the closure of 96 more stores, leaving the company with only 182 stores 

projected to remain open by the end of April 2020. Finally, in December 2019, continuing actions from 

the past decade of selling assets for cash, Transformco sold Sears’ DieHard brand of automobile batteries 

to Advance Auto Parts for $200 million. Under this agreement, Sears and Kmart stores will continue to 

sell DieHard branded batteries, while Advance Auto Parts will have exclusive rights to the DieHard brand 

in the automobile and commercial vehicle supplies and services industries.  

While a 2004 Business Week cover proclaimed him as the “next Warren Buffett,” Eddie Lampert 

and his investment reputation have been all but destroyed by the downfall of Sears. While ESL managed 

over $16 billion at its peak, the fund now manages only its stake in Sears, a $117 million stake in 

Autonation, a $77 million stake in Lands’ End, and a $9 million stake in Seritage Growth Properties.52 

Despite the downfall of Sears, Lampert is estimated to still be worth $1 billion.53 Could the New Sears 

prove Lampert’s long-term belief in the Company to be correct? Or will Sears continue to slide into what 

seems to be an inevitable liquidation of its remaining assets?  

 

 

 

 

 

 

 
52 As of December 31, 2019 according to a SEC Filing 
53 Forbes 
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Appendix 

Exhibit 14: Sears’ Stock Price: Feb 2003 - Oct 2018 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



28 

 

References 

Ali, Fareeha. (2020). A Decade in Review: Ecommerce Sales vs. Retail Sales 2007-2019. Digital 

Commerce 360. Retrieved from https://www.digitalcommerce360.com/article/e-commerce-sales-

retail-sales-ten-year-review/ 

Banjo, Shelly and Drew FitzGerald. (2014). Stores Confront New World of Reduced Shopper Traffic. The 

Wall Street Journal. Retrieved from https://www.wsj.com/articles/stores-confront-new-world-of-

reduced-shopper-traffic-1389919360 

Barbaro, Michael, Geraldine Fabrikant, and Gretchen Morgenson (2008). Saving Sears Doesn’t Look 

Easy Anymore. New York Times. Retrieved from 

https://www.nytimes.com/2008/01/27/business/27eddie.html 

Bloomberg. (2020) Market Prices.   

Bustillo, Miguel. (2011). Sears Suffers as It Skimps on Stores. The Wall Street Journal. Retrieved from 

https://www.wsj.com/articles/SB10001424052970204517204577042442598865710 

Berkowitz, David M. (2004). Kmart: A Case for the Bankruptcy History Books? The Hedge Fund Journal. 

Retrieved from https://thehedgefundjournal.com/kmart-a-case-for-the-bankruptcy-history-books/  

Cahill, Joe. (2013). The sorry tale of a Sears spinoff. Crain’s Chicago. Retrieved from 

https://www.chicagobusiness.com/article/20130417/BLOGS10/130419887/orchard-supply-

hardware-drowns-in-debt-after-sears-spinoff 

Capital IQ. (2020). Company Financial Data. 

Cohan, William. (2018). Inside the Strange Odyssey of Hedge-Fund King Eddie Lampert. Vanity Fair. 

Retrieved from https://www.vanityfair.com/news/2018/03/the-strange-odyssey-of-hedge-fund-

king-eddie-lampert-sears-kmart 

Debtors Memorandum of Law in Support of Confirmation of Modified Second Amended Joint Chapter 

11 Plan of Sears Holding Corporation and its Affiliated Debtors In re Sears Holding Corporation., 

et al., No. 18-23538-RDD (Bankr. S.D.N.Y. September  13, 2019), ECF No. 5144. 

Declaration of Robert A. Riecker Pursuant to Rule 1007-2 of Local Bankruptcy Rules for the Southern 

District of New York.  In re Sears Holdings Corporation, et al., No. 18-23538-RDD (Bankr. 

S.D.N.Y. October 15, 2018), ECF No. 3. 

https://www.digitalcommerce360.com/article/e-commerce-sales-retail-sales-ten-year-review/
https://www.digitalcommerce360.com/article/e-commerce-sales-retail-sales-ten-year-review/
https://www.wsj.com/articles/stores-confront-new-world-of-reduced-shopper-traffic-1389919360
https://www.wsj.com/articles/stores-confront-new-world-of-reduced-shopper-traffic-1389919360
https://www.nytimes.com/2008/01/27/business/27eddie.html
https://www.wsj.com/articles/SB10001424052970204517204577042442598865710
https://thehedgefundjournal.com/kmart-a-case-for-the-bankruptcy-history-books/
https://www.chicagobusiness.com/article/20130417/BLOGS10/130419887/orchard-supply-hardware-drowns-in-debt-after-sears-spinoff
https://www.chicagobusiness.com/article/20130417/BLOGS10/130419887/orchard-supply-hardware-drowns-in-debt-after-sears-spinoff
https://www.vanityfair.com/news/2018/03/the-strange-odyssey-of-hedge-fund-king-eddie-lampert-sears-kmart
https://www.vanityfair.com/news/2018/03/the-strange-odyssey-of-hedge-fund-king-eddie-lampert-sears-kmart


29 

 

Disclosure Statement for Amended Joint Chapter 11 Plan of Sears Holdings Corporation and its Affiliated 

Debtors. In re Sears Holding Corporation., et al., No. 18-23538-RDD (Bankr. S.D.N.Y. May  6, 

2019), ECF No. 3895. 

Disclosure Statement for Modified Second Amended Joint Chapter 11 Plan of Sears Holdings 

Corporation and its Affiliated Debtors. In re Sears Holding Corporation., et al., No. 18-23538-

RDD (Bankr. S.D.N.Y. July 9, 2019), ECF No. 4478. 

Adversary case 19-08250. Complaint against Edward S. Lampert, ESL Investments, Inc.,et al. In 

re Sears Holding Corporation., et al., No. 19-08250-RDD (Bankr. S.D.N.Y. April  17, 2019), 

ECF No. 1. 

Earnest, Leslie and Laura Loh. (2002). Kmart Seen on Brink of Bankruptcy. Los Angeles Times. 

Retrieved from https://www.latimes.com/archives/la-xpm-2002-jan-22-mn-24117-story.html  

Esri, Natasha Geiling. (2014). The Death And Rebirth of the American Mall. Smithsonian Magazine. 

Retrieved from https://www.smithsonianmag.com/arts-culture/death-and-rebirth-american-mall-

180953444/ 

Forbes. (2019). Retrieved from https://www.forbes.com/profile/edward-lampert/#54a11762546d 

Howard, Vicki. (2017). The Rise and Fall of Sears. Smithsonian Magazine. Retrieved from 

https://www.smithsonianmag.com/history/rise-and-fall-sears-180964181/ 

IHS Markit. (2015). Sears CDS bearish after Radioshack bankruptcy. Retrieved from 

https://ihsmarkit.com/research-analysis/17022015-Credit-Sears-CDS-bearish-after-RadioShack-

bankruptcy.html 

Kapner, Suzanne. (2019). How Sears Lost the American Shopper. The Wall Street Journal. Retrieved 

from https://www.wsj.com/articles/how-sears-lost-the-american-shopper-11552647601 

Krouse, Sarah. (2017). Bruce Berkowitz Seeks Return to Glory By Betting on Sears. The Wall Street 

Journal. Retrieved from https://www.wsj.com/articles/fund-manager-makes-contrarian-bet-

loading-up-on-sears-1498734001    

Merrick, Amy and Mitchell Pacelle. (2003). A Kmart Debtholder Pushed Quick Exit From Chapter 11. 

The Wall Street Journal. Retrieved from https://www.wsj.com/articles/SB105216829484994800  

https://www.latimes.com/archives/la-xpm-2002-jan-22-mn-24117-story.html
https://www.smithsonianmag.com/arts-culture/death-and-rebirth-american-mall-180953444/
https://www.smithsonianmag.com/arts-culture/death-and-rebirth-american-mall-180953444/
https://www.forbes.com/profile/edward-lampert/#54a11762546d
https://www.smithsonianmag.com/history/rise-and-fall-sears-180964181/
https://ihsmarkit.com/research-analysis/17022015-Credit-Sears-CDS-bearish-after-RadioShack-bankruptcy.html
https://ihsmarkit.com/research-analysis/17022015-Credit-Sears-CDS-bearish-after-RadioShack-bankruptcy.html
https://www.wsj.com/articles/how-sears-lost-the-american-shopper-11552647601
https://www.wsj.com/articles/fund-manager-makes-contrarian-bet-loading-up-on-sears-1498734001
https://www.wsj.com/articles/fund-manager-makes-contrarian-bet-loading-up-on-sears-1498734001
https://www.wsj.com/articles/SB105216829484994800


30 

 

Pension Benefit Guaranty Corporation (2018). PBGC Statement on Sears Bankruptcy Filing. 

Retrieved from: https://www.pbgc.gov/news/press/releases/pbgc-statement-on-sears-bankruptcy-

filing 

Sears Archives. (2020). Sears Brands, LLC. Retrieved from 

http://www.searsarchives.com/history/chronologies/chronology_brief.htm 

SEC Edgar. (2020). Company Name. 

 

 

 

 

 

https://www.pbgc.gov/news/press/releases/pbgc-statement-on-sears-bankruptcy-filing
https://www.pbgc.gov/news/press/releases/pbgc-statement-on-sears-bankruptcy-filing
http://www.searsarchives.com/history/chronologies/chronology_brief.htm

