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Dear Cooperative Members:

BJ’s Wholesale Club, Inc. Natick, MA reported net earnings of $35.1 million ($.64/share) for the second fiscal quarter ended August 1, 2009 compared to net earnings of $36.5 million ($.61/share) for the same period last year when the company had more shares outstanding. Revenue for the second quarter was $2.57 billion versus $2.7 billion last year, a decline of 5 percent; same club sales declined 7.7 percent. BJ’s Wholesale operates 180 warehouse clubs in 15 states.

Barnes & Noble, Inc. New York, NY reported earnings of $12.3 million ($.21/share) for the second quarter ended August 1, 2009 compared with earnings of $15.4 million ($.27/share) last year. Sales for the second quarter were $1.16 billion compared with $1.22 billion one year ago, a decline of 5.3 percent; same store sales fell 6.9 percent for the quarter. Barnes & Noble, Inc. announced the purchase of Barnes & Noble College Booksellers from its chairman in exchange for $596 million. College Booksellers operates 624 stores on college campuses throughout the U.S. and posted revenue of $1.8 billion in its fiscal year ended May 2, 2009. The acquisition has been approved by the boards of both companies and is expected to close in October 2009. Barnes & Noble is the largest bookseller by revenue and operates 770 stores in the United States.

Bashas’ Supermarkets, Inc. dba Food City and AJ’s Fine Foods Chandler, AZ currently operating under Chapter 11 protection, has not announced a debtor-in-possession financing facility. Although Bashas’ is primarily a grocery chain, their AJ’s Fine Foods stores carry products from Gift & Home Industry vendors. Bashas’ operates 158 stores in 14 states and has announced plans to close 15 locations.

Belk, Inc. Charlotte, NC reported net income of $9.4 million for the second fiscal quarter ended August 1, compared with net income of $8.2 million in the same period last year. Earnings per share are not reported since the company is privately held. Sales for the second quarter were $760.3 million compared to $829.3 million last year, a decline of 8.3 percent; same store sales fell 9.4 percent for the second quarter. Belk, Inc. operates 307 department stores in 16 states.

Bon-Ton Stores, Inc. York, PA reported a net loss of $34.8 million ($2.04/share) for the fiscal second quarter ended August 1, 2009 compared to a net loss of $33.8 million ($2.01/share) in fiscal 2008. Revenue for the second quarter was $609.2 million versus $673.4 million last year, a decrease of 10 percent; same store sales fell 9.8 percent for the quarter. Bon-Ton Stores, Inc. operates 280 stores in 23 states under the names Bon-Ton, Bergner’s, Boston Stores, Carson Pirie Scott, Elder Beerman, Herberger’s, Younkers, and Parisian.

Borders Group, Inc. Ann Arbor, MI announced a net loss of $45.6 million ($.76/share) for the second quarter ended August 1, 2009 compared to a net loss of $11.3 million ($.19/share) for the same period one year ago. Sales for the second quarter were $616.8 million versus $749.4 million last year, a decline of 17.7 percent; comparable store sales fell 13 percent in the second quarter. Borders Group, Inc. is the nation’s second largest bookseller and operates 1,100 stores throughout the U.S. under the names Borders and Waldenbooks.

Coldwater Creek, Inc. Sandpoint, ID reported a net loss of $4.9 million ($.05/share) for the fiscal second quarter ended August 1, 2009 compared with net income of $3.1 million ($.03/share) for the same period last year. Net sales were $225.2 million for the second quarter versus $241.4 million last year, a 6.6 percent decline; same store sales fell 10.2 percent in the second quarter. Coldwater Creek, Inc. operates 355 stores throughout the U.S. as well as several catalogs. 

Cost Plus, Inc. Oakland, CA reported a net loss of $20.7 million ($.94/share) for the fiscal second quarter ended August 1, 2009 compared with a net loss of $26.6 million ($1.21/share) for the same period last year. Net sales for the second quarter were $183.4 million compared to sales of $210.6 million last year, a 13 percent decrease; comparable store sales declined 10.9 percent for the quarter. Cost Plus, Inc. operates 269 stores in 30 states.

DLFH Corporation 1920 16th Street Racine, WI 53402 has placed orders with Gift & Home Industry vendors and provided credit references that are unknown to the industry and cannot be verified (MCC Alert – July 31, 2009). DLFH Corporation is not a registered corporation in Wisconsin. Please alert your credit department to any orders placed by DLFH Corporation and inform MCC of any orders or inquiries that you receive.

Dillard’s, Inc. Little Rock, AR announced a net loss of $26.7 million ($.36/share) for the second quarter ended August 1, 2009 compared with a net loss of $38.3 million ($.51/share) for the same period last year. Net sales for the second quarter were $1.428 billion compared to sales of $1.608 billion, a decline of 11 percent; comparable store sales fell 13 percent for the quarter. Dillard’s, Inc. secured a new credit line last month that excluded the CIT Group and provides a $1.2 billion facility with JP Morgan Chase as the lead bank. Dillard’s, Inc. operates 304 stores in 29 states.

Dollar General, Inc. Goodlettsville, TN has filed an initial public offering seeking to raise $750 million. If the IPO is approved by regulators, Dollar General, Inc, which was taken private by Kohlberg Kravis in 2007, will once again become publicly traded. If the IPO is successful, Kohlberg Kravis will receive a $200 million special dividend. Dollar General, Inc. operates 8,400 stores in 35 states.

Dollar Tree, Inc. Chesapeake, VA reported income of $56.9 million ($.63/share) for the second fiscal quarter ended August 1, 2009 compared to income of $37.6 million ($.42/share) for the same period last year. Sales for the second quarter were $1.22 billion from $1.09 billion last year, an increase of 12 percent; same store sales increased 6.8 percent for the second quarter. Dollar Tree, Inc. operates 3,717 stores throughout the United States.

Fred’s, Inc. Memphis, TN reported a net profit of $4.2 million ($.11/share) for the second quarter ended August 1, 2009 compared to a profit of $1 million ($.03/share) for the second quarter 2008. Sales for the second quarter were $434.2 million versus $447.1 million last year, a decline of 3 percent; comparable store sales fell 1.3 percent in the second quarter. Fred’s, Inc. operates 669 stores in 14 states.

Hancock Fabrics, Inc. Baldwyn, MS reported a net loss of $2.3 million ($.12/share) for the second quarter of fiscal 2009 compared to a net loss of $10.9 million ($.57/share) for the same period last year. Net sales for the second quarter were $59.6 million versus $63.8 million last year, a decrease of 6.5 percent; comparable store sales declined 4.2 percent for the quarter. Hancock Fabrics, Inc. operates 264 stores in 37 states. 

JC Penney Company, Inc. Plano, TX reported a net loss of $1 million ($0/share) for the second quarter ended August 1, 2009 compared to a profit of $117 million ($.52/share) for the same period last year. Revenue for the quarter was $3.94 billion compared with $4.28 billion in the second quarter 2008, a decrease of 8.6 percent; sales at stores open at least one year fell 9.5 percent. JC Penney Company operates more than 1,000 stores throughout the United States and has recently opened a flagship store in Manhattan. 

Jo-Ann Stores, Inc. Hudson, OH reported a net loss of $3.2 million ($.13/share) for fiscal second quarter ended August 1, 2009 compared to a loss of $11.7 million ($.47/share) for the previous year. Sales for the second quarter were $419.4 million compared to sales of $402.8 million last year, an increase of 4.1 percent; same store sales increased 1.8 percent in the quarter. Jo-Ann Stores, Inc. operates 758 stores in 47 states.

KB Toys, Inc. Pittsfield, MA filed for Chapter 11 protection in Wilmington on December 11, 2008 and was converted to a Chapter 7 filing (liquidation). CE Stores, an internet retailer, purchased the intellectual property of KB Toys, Inc. for $2.1 million at the bankruptcy auction. KB Toys will be another website that will exist after the demise of the brick and mortar company, similar to Linens ‘n Things, Mervyn’s, Sharper Image, etc.

Kmart/Sears Holding Corporation Hoffman Estates, IL has been served with a suit by federal regulators claiming that Charles Conaway, the former CEO of Kmart misled investors about Kmart’s finances prior to their bankruptcy filing in 2002. The SEC has accused Conaway of failing to disclose that Kmart was delaying payments to suppliers in order to conserve cash. The amount of the SEC suit is $22 million including for $5 million that was forgiven by the Kmart board and a payment for $3.9 million for tax liabilities to Conaway. 

Kirkland’s, Inc. Jackson, TN reported net income of $3.4 million ($.17/share) for the fiscal second quarter ending August 1, 2009 compared with a net loss of $1.7 million ($.09/share) for the same period last year. Sales for the second quarter were $87.7 million, the same as last year, and comparable store sales increased 6.1 percent. Kirkland’s, Inc. operates 291 stores in 32 states.

Kohl’s Corporation Menomonee Falls, WI announced a net profit of $229 million ($.75/share) for the second quarter ended August 1, 2009 compared to net profit of $236 million ($.77/share) for the same period last year. Net sales for the second quarter were $3.8 billion versus $3.72 billion in 2008, an increase of 2.2 percent; same store sales increased 0.4 percent in the quarter. Kohl’s announced that it would acquire 31 Mervyn’s stores as part of its 2009-2010 store expansion program. Kohl’s Corporation operates 1,022 stores in 49 states.

Macy’s, Inc. Cincinnati, OH reported earnings of $7 million ($.02/share) for the fiscal second quarter ended August 1, 2009 compared to $73 million ($.17/share) for the same period last year. These results include restructuring charges of $34 million ($77 million pre-tax). Sales for the second quarter were $5.164 billion compared with $5.718 billion last year, a decline of 9.7 percent; comparable store sales fell 9.5 percent for the second quarter. Macy’s has announced its intention to shift its merchandising focus to products that pertain to regional markets from a ‘one size fits all’ philosophy. Macy’s, Inc. operates 840 department stores in 45 states, DC, Guam, and Puerto Rico.

Michaels Stores, Inc. Irving, TX reported net income of $2 million for the second fiscal quarter compared with a net loss of $30 million for the same period one year ago. Earnings per share are not reported since the company was taken private in 2006 by Bain Capital LLC and Blackstone Group LP. Revenue for the second quarter was $807 million compared to $796 million last year, an increase of 1.4 percent; same store sales declined 0.8 percent for the quarter. Michaels Stores, Inc. operates 1,028 stores in 49 states and Canada and 163 Aaron Brothers stores.

99Cent Only Stores City of Commerce, CA reported net income of $9.5 million ($.14/share) for the first fiscal quarter ended June 27, 2009 compared to a net loss of $1.5 million ($.02/share) for the first quarter 2008. Net sales for the first quarter were $321.8 million versus $294.7 million, an increase of 9.2 percent; same store sales increased 7.2 percent for the quarter. 99Cent Only Stores operates 271 stores in 4 states (AZ, CA,TX, and NV). 

Nordstrom, Inc. Seattle, WA announced a net profit of $105 million ($.48/share) for the second quarter ended August 1, 2009 compared to a profit of $143 million ($.65/share) for the same period one year ago. Sales for the quarter were $2.14 billion compared with $2.29 billion last year, a decline of 6.2 percent; comparable store sales declined 9.8 percent for the quarter. Nordstrom, Inc. has completed a three year $650 million senior unsecured credit facility with a group led by Bank of America and Wells Fargo LLC. Nordstrom, Inc. operates 175 stores in 28 states.

Sears Holding Corporation Hoffman Estates, IL reported a net loss of $94 million ($.79/share) for the second fiscal quarter ended August 1, 2009 compared to a net profit of $65 million ($.50/share) last year. Revenue for the second quarter was $10.55 billion compared with revenue of $11.76 billion one year ago, a decline of 10.3 percent; same store sales fell 12.5 percent in the second quarter. Sears Holding Corporation was formed in 2005 through the merger of Sears Roebuck Company and Kmart Corporation. Sears Holding Corporation operates 3,800 stores throughout the world.

Stein Mart, Inc. Jacksonville, FL reported a profit of $1.5 million ($.04/share) for the second quarter compared to a loss of $8 million ($.19/share) for the same period last year. Sales for the second quarter were $287.5 million compared with sales of $311.7 million last year, a decrease of 7.7 percent; same store sales declined 4.5 percent in the second quarter. Stein Mart, Inc. operates 279 stores throughout the United States.

Target Corporation Minneapolis, MN reported net earnings of $594 million ($.79/share) for the second quarter ended August 1, 2009 compared with earnings of $634 million ($.82/share) for the same period one year ago. Sales for the second quarter were $14.6 billion compared to sales of $15 billion last year, a decline of 2.7 percent; comparable store sales fell 6.2 percent in the second quarter. Target Corporation operates 1,719 stores in 49 states. 

Tuesday Morning Corporation Dallas, TX reported a net loss of $1.6 million ($.04/share) for the fourth quarter ended June 30, 2009 compared to a net loss of $2.5 million ($.06/share) last year. For the fiscal year, Tuesday Morning Corporation posted a loss of $44,000 ($0/share) compared to a profit of $14.5 million ($.35/share) for the same period last year. Revenue for the fourth quarter was $188.7 million versus $196.5 million one year ago, a decrease of 4 percent; revenue for the fiscal year was $801.7 million compared to $885.3 million, a decline of 9.4 percent; same store sales fell 6.6 percent for the fourth quarter and 12.5 percent for the fiscal year.  Tuesday Morning Corporation operates 857 stores in 45 states.

TJX Companies, Inc. Framingham, MA announced record earnings and sales results for the fiscal second quarter ended August 1, 2009. TJX reported net income of $262 million ($.61/share) in the quarter compared with net income of $200.2 million ($.48/share) in fiscal year 2008. Net sales for the second quarter were $4.7 billion compared to sales of $4.5 billion, an increase of 4 percent; same store sales rose 4 percent for the quarter. TJX Companies, Inc. operates 822 TJ Maxx, 811 Marshalls, 322 Home Goods, and 141 AJ Wright stores through the United States and Canada.   

Williams-Sonoma, Inc.  San Francisco, CA reported a net profit of $399,000 ($0/share) for the second fiscal quarter ended August 2, 2009 compared to net profit of $18.4 million ($.17/share) for the same period one year ago. Revenue for the second quarter was $672.1 million compared with revenue of $819.6 million in fiscal 2008, a decrease of 18 percent; comparable store sales declined 15.3 percent in the second quarter. Williams-Sonoma, Inc. operates 617 stores throughout the U.S. under the names Williams-Sonoma, Pottery Barn, Pottery Barn Kids, PB Teens, West Elm, and Williams Sonoma Home.

ECONOMIC

The U.S. Commerce Department reported total retail sales fell 0.1 percent in July after increasing a revised 0.8 percent in June. Excluding the motor vehicle component, retail sales fell 0.6 percent in July. The ‘cash for clunkers’ rebate program, a $4,500 credit for used vehicle trade-ins in exchange for more fuel-efficient models, improved automotive sales in July by 2.4 percent.  The International Council of Shopping Centers reported retail sales declined by 5 percent in July, the 12th consecutive monthly decline, and the Goldman Sachs retail composite index fell 7 percent for the month. Let’s review the same store sales numbers for July (MCC Bulletin – August 7, 2009): BJ’s –9%, Bon-Ton –9.8%, Costco –7%, Dillard’s –12%, JC Penney –12.3%, Kohl’s +0.4%, Macy’s –10.7%, Neiman Marcus –27.3%, Nordstrom –6.9%, Target –7%, and TJX +4%. 

Wal-Mart now reports on a quarterly basis.

Many retailers, although not primarily in the Gift & Home Industry, rely on back-to-school sales in August. In spite of the ‘tax-free’ shopping days that many states provided to shoppers, the BTS sales have not been encouraging. The National Retail Federation  predicts an 8 percent reduction in overall retail spending this year and Shopper Trak fore-casts a BTS sales decline of 10 percent. 

Consumers appear to be value-driven and are shopping the sales, surfing the internet for price comparisons, and using discount coupons extensively. The off-price retailers are doing comparatively well in this market while luxury retailers and department stores are posting the worst comparable store sales numbers. The U.S. toy industry sales declined 2 percent in the first six month of 2009, from $7.95 billion in 2008 to $7.8 billion.

Consumer spending is predicated on a combination of economic and psychological elements: discretionary income, employment (present and future), housing, savings, investments, etc., all of which contribute to the consumer’s feeling of well being or lack of same. In July consumers spent 2.4 percent more on cars and trucks and less on appliances, books, electronics, furniture, and music than they did in June 2009. The predominant theory is that consumers are reducing their overall spending and replenishing their savings and investment accounts that were diminished last year. Consumer spending is vital to reviving the economy. If job losses stabilize, housing sales improve, and the equities markets continue to reach new highs, consumers will have more confidence to spend beyond their basic needs.

Consumer spending increased 0.2 percent in July from the previous month according to the Commerce Department. Consumer spending declined at a 1.2 percent annual rate in the second quarter following a 0.6 percent increase in the first quarter of 2009.

Personal spending rose 0.4 percent in June and the personal savings rate fell to 4.2 percent from 6.2 percent in May. Consumers paid down their credit card and other debt in June for the fifth consecutive month. Outstanding consumer debt fell by $10.3 billion, at an annualized rate of 4.9 percent in June, following a 2.6 percent reduction in May and an 8.2 percent decline in April, the largest quarterly drop since 1943. At the end of 2008, total household debt in the U.S. stood at $13.8 trillion or 97 percent of total gross domestic product.    

The producer price index fell in July by 0.9 percent following three months of increases. The Institute for Supply Management reported that manufacturing activity contracted at the slowest rate since August 2008. The ISM index rose to 48.9 in July from 44.8 in June, indicating an increase in orders for manufactured products. Orders for durable goods, products intended to last longer than three years, rose 4.9 percent in July, following a 1.3 percent decline in June. The Commerce Department reported the consumer price index was unchanged in July from June 2009 and prices were 2.1 percent lower than June 2008. The CPI decrease in the past twelve months was the largest in nearly 60 years and indicates the retail inflation rate is minimal or even negative.

Oil prices reached $75 a barrel in August and retreated to $70 by the end of the month. Gasoline prices averaged $2.61 a gallon in August. The U.S. dollar, when weighed against six major currencies, fell to its lowest level since September 2008. Approximately $100 billion of the $787 billion stimulus package that was passed by Congress last year has filtered into the economy thus far. The Federal Reserve Board left the short term interest rates (federal funds rate) unchanged at zero to 0.25 percent. 

The Commerce Department confirmed that the U.S. economy contracted by only one percent in the second quarter, following a 6.4 percent contraction in the first quarter 2009, as measured by gross domestic product.

The Conference Board’s consumer confidence index increased from 47.4 in July to 54.1 in August, reversing a two-month decline. The Reuters/University of Michigan consumer sentiment index fell from 66.0 in July to 65.7 in August. 

Ben Bernanke, chairman of the Federal Reserve Board, has announced that the recession is ending. This assessment comes two years after the Fed began its emergency lending programs to banks in response to the subprime crisis. Germany and France, the two largest economies in Europe, are reporting improved economic results in the second quarter and the Asian economy (China, Japan, Hong Kong, Singapore and South Korea) is showing signs of improvement. The United States accounts for approximately 25 percent of the world’s economic activity.

Ben Bernanke has been appointed by President Obama to a second four year term as chairman of the Federal Reserve Board. Bernanke has been criticized for mishandling the bailouts, miscalculating the extent of the credit default problem, and for the large amounts of money being used in the various stimulus plans. Overall, Ben Bernanke has proven to be a competent manager of the greatest financial crisis that has hit the United States since the Great Depression.  Ironically, Bernanke’s MIT doctoral thesis was on the Great Depression so he has studied this subject extensively and is qualified to make the necessary decisions to avoid this course of events.

Economy Lite

Economists are known for various forecasting tools and economic models that are designed to predict certain aspects of the economy. Some critics analogize these techniques as a combination of voodoo and reading tea leaves. Lawrence Summers, President Obama’s top economic advisor and former president of Harvard University, announced the recession is probably over since the number of Google searches for ‘Great Depression’ has declined from earlier this year. It looks like we are now out of the woods.

Employment

The U.S. unemployment rate was 9.4 percent, corresponding to 14.5 million people, in July. The states with the highest unemployment rates were MI (15%), RI (12.7%), NV (12.5%), CA (11.9%), OR (11.9%), and SC (11.8%). Unemployment rates rose in 26 states in July and the number of states with at least 10 percent unemployment remained at sixteen. The U.S. economy needs to create 127,000 jobs each month in order to absorb only the new job seekers coming as a result of population growth and immigration.

Nationwide, 247,000 jobs were lost in July and 6.7 million jobs lost since the recession began in December 2007, the largest number of Americans unemployed since World War II. Manufacturing jobs accounted for one-third of the job losses followed by construction jobs. The growth professions are health care, elder care, education, management and technical consulting, and food/drinking establishments. There is a ‘lag-time’ between an economic recovery and an improvement in hiring. Businesses want to see positive economic signs before adding the expense of hiring and training new workers. 

The Labor Department reported that the average annual wage increase in 2009 was 2 percent, an historic low since 1980 when records began being kept. U.S. worker productivity grew at an annual rate of 6.4 percent in the second quarter 2009, the fastest rate in six years. Improved productivity, defined as how much a person produces for each hour worked, lowers labor costs and usually means that businesses will layoff fewer workers.

Green Shoots: The economy lost fewer jobs in July than in any month since before Lehman Brothers collapsed last year. U.S. worker productivity rose at the fastest pace in 6 years and it is through productivity that the standard of living rises.

Housing

Construction starts for single family homes rose to an annualized rate of 598,000 in July, a 2.7 percent increase from June 2009, accounting for 84 percent of the total housing market. Home sales increased 7.2 percent in July, the largest monthly increase in ten months according to the National Association of Realtors. New home sales rose 9.6 percent in July, the fourth consecutive monthly increase. Home prices rose 2.9 percent in the second quarter for the first time in three years according to the S&P/Case Shiller index. This index measures home prices in all nine U.S. Census divisions.

Mortgage delinquencies reached a record level in the second quarter with 9.2 percent of all borrowers becoming delinquent on their home mortgages. An additional 4.3 percent of U.S. homeowners were somewhere in the foreclosure process during the second quarter. More than one half of the mortgages in the foreclosure process were prime loans and the other half was comprised of sub-prime and Alt-A loans. This is the highest level of mortgage delinquencies and foreclosures since 1972 when records began being kept. 

As of March 31, approximately 26 percent of all home mortgages had balances that were greater than the value of the home, representing about 14 million properties. The areas of the country that were hardest hit by negative home equity were San Jose, San Francisco, Seattle, Washington DC, Salt Lake City, and northern NJ.  More than 15 million home mortgages are underwater for a total of $49 billion.

Green Shoots: Residential real estate prices appear to be stabilizing and sales of both new and previously owned homes are improving. An $8,000 tax credit for first-time home buyers and people who have been out of the market for three years expires on November 30, 2009. Mortgage rates for 30-year fixed rate loans fell to 5.12 percent and the 15-year rate was 4.56 percent.

Stock Market

August was an exceptionally good month for the stock market. Fed Chairman Ben Bernanke announced the economy is on the brink of recovery and the equities markets responded jubilantly. The DJIA ended the month at 9,496, the S&P 500 at 1,021, and the Nasdaq at 2,009. Since March 2009, the DJIA has gained 45.1 percent, the S&P 500 is up 50.9 percent, and the Nasdaq has risen 58.4 percent.

Some recent remarks on the market: “The prospects for a return to (economic) growth in the near term appear good.” Ben Bernanke; and “If you wait until you see the robin, spring will already be over.” Warren Buffett, chairman of Berkshire Hathaway.

Green Shoots: The DJIA has risen 45 percent from March 2009. The ‘wealth effect’ predicts that consumers will spend approximately 4 percent of their ‘paper wealth’ created by market increases.

Deficits and Debt

The July 2009 budget deficit rose to a record $180.7 billion and the budget deficit for the fiscal year ended September 30, 2009 has been revised to $1.6 trillion. The Congressional Budget Office estimates the FY 2009 budget will comprise 11.2 percent of the GDP.  The administration has revised its estimate for a cumulative 2010 – 2019 deficit to $9 trillion from $7 trillion previously estimated. The $9 trillion deficit exceeds the total of all the previous deficits since the U.S. was founded in 1776.

The Commerce Department reported the trade deficit (imports minus exports) decreased 4 percent from $26 billion in May to $27 billion in June, the most recent month for which figures are available. The lower trade deficit is indicative of the higher international demand for American products. The U.S. trade deficit with China grew to $18.4 billion in June.

BANKS,  CREDIT  CARDS, INSURANCE, AND LOANS

Banks

Thus far in 2009, 84 banks have failed or been closed by the Federal Deposit Insurance Corporation. By contrast, in 2008, there were 25 bank failures and in 2007, 3 banks failed. Most of the bank failures are a result of lower lending standards from 2005 – 2008, on both business and real estate (residential and commercial) loans. A recent report by the Treasury Department stated that U.S. banks and other financial institutions could lose a total of $2.7 trillion by 2010. The FDIC may soon need more federal funds to rescue failing banks.

CIT  Group

Last month the CIT Group, one of the largest lenders to businesses in the Gift & Home Industry and the largest financial factoring company in the U.S., negotiated a $3 billion deal with its bondholders and averted a bankruptcy filing. The CIT Group then entered negotiations with its bondholders to secure a $1 billion restructuring of its debt.

The CIT Group reported a second quarter loss of $1.6 billion compared to net income of $47.9 million for the comparable period last year; for the year-to-date (26 weeks), CIT posted a loss of $1.96 billion versus a loss of $192.9 million in 2008. The CIT Group stated that if future debt restructuring efforts were unsuccessful, the company may seek bankruptcy protection.

CIT currently lends to or factors the accounts receivable of approximately 2,000 vendors that ship to more than 300,000 stores, many of which are in the gift, home, apparel, furniture, and textiles sectors.

Credit Cards

Credit card companies reduced the credit limits on 58 million customers between April 2007 – April 2008. Approximately 73 percent of these reductions had no new negative credit information in their files and this group had a median credit score of 760 according to FICO (Fair Issac Corp.). 

Issuers of business credit cards are curtailing credit limits at a record pace. Businesses are also seeing their interest rates raised and additional fees added to their accounts. Many of the interest rate increases have been in the double digits. Commercial card issuers have become apprehensive about the new regulations pertaining to consumers, although the Credit Card Holders’ Bill of Rights that was passed earlier this year will not apply to business credit card agreements. 

Many small businesses rely heavily on business and personal credit cards because small business loans have become more difficult to obtain, especially for those businesses without extensive collateralized assets. The National Small Business Association reported in 2008 that 57 percent of small business owners experienced a line reduction or cancellation of a business credit card.

The irony of the credit card curtailment by banks to small businesses is that many of these banks have received TARP or other stimulus funds for the purpose of making business loans. Every economic recovery has been led by small businesses hiring unemployed workers. If small businesses cannot obtain working capital, either through business loans or credit card limit extensions, then this economic recovery will be protracted.

Credit Insurance

Nearly every day MCC receives a call or email from Industry vendors pertaining to credit insurance cancellation or reductions on shipments to major retailers. No doubt the problems that CIT Group is experiencing (see article) is contributing to the tightening of terms by other credit insurance providers. Credit insurance is extended based on the financial stability of the retailer, recent financial statements, recent payment practices, the insurer’s history with the retailer, the state of the industry, and the credit insurer’s total exposure to both the retailer and to the industry in which the retailer operates. 

Credit insurers evaluate the financial statements of publicly traded retailers that are filed with the Securities Exchange Commission. In addition, credit insurers can frequently obtain the financial statements of privately held retailers subject to the execution of confidentiality agreements. These financial statements are not generally available to the creditor community and because of the non-disclosures, the insurer cannot release the retailer’s financials to their client. As a result of this process Gift & Home Industry vendors are finding their requests for credit insurance are being denied, often without elaboration, by the credit insurer.

MCC evaluates the financial statements of the publicly traded retailers, verifies payment trends of both public and privately held retailers, and we can also incorporate our knowledge of the credit insurance cancellations. There may be alternative ways to address these situations and avoid losing the order. For a discussion of this subject, please refer to the May 2009 newsletter (Credit Insurance Alternatives).

Subprime Corporate Loans

By now everyone has heard the stories of subprime loans in the residential real estate markets and the problems they have created for individual homeowners, banks, investors, insurers, and the general economy. An area of subprime lending that has not been publicized is the impending defaults of corporate bonds and leveraged loans.

Moody’s Investors Service calculated that 27 percent of corporate speculative-grade debt issuers had a rating of ‘Caa’ down to ‘C’, the lowest credit ratings available. MIS is projecting a default rate of 14 percent among these lenders by the end of 2009. Moody’s estimates that leveraged companies will need to refinance $26 billion in commercial loans this year, $44 billion in 2010, and $120 billion in 2011.  Standard & Poor’s is predicting a default rate for speculative grade (junk) corporate debt of 14.3 percent in 2010, a record high. 

So how did corporations get into this mess? Very much in the same way that the subprime residential mortgage situation developed. The commercial loans that generated the highest fees were the most risky and the least secured by collateral. The lenders became more aggressive with appraisals as commercial real estate prices were rising in most areas of the country. These loans were then packaged by the lenders and sold to REITs, institutional, and to individual investors. 

Lending terms were liberalized to permit ‘interest-only’ payments followed by ‘toggle-PIK’ (payment-in-kind) options which enabled borrowers to pay interest only loans by adding the interest to the amount of the loan. Because of this feature many loans that would have defaulted were kept alive. Then commercial property values began to fall, vacancies increased, and many borrowers could not make their payments. Unlike most home mortgages, leveraged loans and junk bonds become due at once and are not scheduled to be paid off during the life of the loan. Commercial property loans are estimated to total $3.5 trillion.

The recession has further impacted the demise of office, retail and industrial space. Many landlords are making incredible concessions to their tenants in order to maintain occupancy levels that enable the borrower to comply with the loan covenants. The International Council of Shopping Centers reported “ghost boxes” or large stores left unoccupied by retail bankruptcies, have increased 50 percent from 2007 to 2008, with square footage vacancies in the tens of millions. 

A new retail concept is the “Pop-Up” store in which vacant retail space is rented for short periods of time to retailers and other companies that are trying to introduce a new product, brand or concept. The pop-up store is short term in duration, lasting from a few days to several months. Pop-ups are considered a form of product/concept advertising. Companies that are experimenting with pop-up stores are Ford Motor Company, Lexus, Fusion Studio D (Cosmetics), JVC (electronics), etc. 

RETAILER  DATABASE

There are a series of buttons under the ‘Members’ section of the website: bankruptcy, store closing, collection, NSF checks, and disputes. The number of entries in each respective category changes as the retailer database is updated and the cumulative total is located in the center of each button. MCC members can review each category and scroll through the updated information on a daily basis. This data will be held and displayed for 90 days.

Substantiating Bankruptcies and Store Closings

We are seeing more Chapters 7, 11, and 13 filings as well as no asset insolvencies than at any time in recent years. MCC is annotating the individual retailer credit record to reflect the closing of that business. The larger bankruptcy filings are posted on the MCC website under the Alerts/Bulletins section. Please continue to notify MCC of any evidence of cessation of business activity that you receive. We will need hard facts pertaining to a business closing: bankruptcy filing form or case number, date and court; letter from the retailer, retailer’s attorney; letter from collection attorney stating business is closed etc. Only an MCC staff member can enter Chapter 7, 11, 13 and store closings so please inform us of these occurrences by email: customer.service@mcccredit.com.  

MCC is enforcing the mandatory A/R submission requirement by all member companies. If your company does not submit A/R data for 2 consecutive months, your database access privileges will be denied. Thank you in advance for your cooperation in forwarding your company’s A/R data to MCC.

EMPLOYMENT   INTERCHANGE

The MCC Employment Interchange is provided at no cost either to the person seeking employment or to the company that employs the individual. Over the years the Employment Interchange has placed hundreds of professionals within the Gift & Home Industry. Last month there were two placements from the Employment Interchange. If you are interested in being included in the Employment Interchange, either by name or anonymously, please provide MCC with a copy of your resume, the position you are seeking, and your geographical preference. The following industry professionals are seeking employment:

                          Name                         Position                                 Location

                      June Baker                     Credit/Office Manager          Torrance/L.A

                      J. Michael Salter            Sales/Marketing Manager     Open

                      Applicant #2                  General Manager                   Open

                      Applicant #3                  Accounting Manager             NY/WA (state)

                      Applicant #4                  Credit Manager                      Non-Resident

NON-RESIDENT CREDIT MANAGER

Within the past few years there has been a trend toward Gift & Home Industry vendors utilizing professionals who do not work at the company’s home office. Examples of non-resident employees are product designers, sales managers, and credit managers. In certain situations, non-competing vendors can share a credit or sales manager without incurring the entire cost of the person’s compensation.

This month we have one non-resident credit manager. This individual has 20 years experience in the G&H Industry and can begin work immediately. MCC has known this professional for many years and we recommend him without reservation. For further information on this individual or on any of the industry professionals listed in the Employment Interchange, please contact our office.

In spite of the green shoots on the landscape, these are challenging times for all businesses, especially in the Gift & Home Industry. If we can assist you in any way, please don’t hesitate to call. Have a good Labor Day weekend.

James Dempster 

