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J.C. Penney: The Turnaround?

In September 2000, when a group of J.C. Penney retire "axtendedsan ii tati 2 t¢ st company’s
new CEO to attend their Florida convention, they did not expect 0 sh Allc  Qu. troi ad been on
the job only two weeks while Penney had been mired in trouble r i arlyt ue de \The tom, y’s stock,
which many of the former employees relied on for retirement savi s, had be. n fa_ ng wver' e lat few years
(Exhibit 1, “J.C. Penney Stock Performance”). But Questroni made it i\ \the :0i 2ni n an \gave a
passionate speech about rejuvenating Penney, the nation’s largest a »artment & are ¢ iri h left_ aany of
the angry retirees feeling confident that a turnaround was underway:.

Allen Questrom had a track record in turning arou;  arestigi s rete stc 1at 11 luded bringing
Federated Department Stores out of bankruptcy in the ri & .« and re\_ting | <ury cains N iman Marcus
and Barneys New York. But even for a vete: n like Questi. 1, ¢ . Pennc »ag 1 a huge challcige. Penney,
once the department store of choice for Middi /Ame" »wa_stru_ling to 5 place after being squeezed
by discounters such as Wal-Mart and Targe .on one s .= d i 9ode: tely pricec ~nains like Macy's and Kohl's
on the other. Revenues for fiscal 2000 werc 531¢ \bili n, . 4 I wer' yan 1999, and net income was a loss of
$568 million (Exhibit 2, “Financial Result. “f % C.\enn ") . M e disturbing was the fact that the
disappointing 2000 results were an extension tro \d' S the as. ‘ew' ars.

Questrom and his management tiugh th wth' had identified the central issue that could
comprise the cause of Penney’s woes. Pe ey was \ co. nle acentralized organization, subscribing to the
philosophy that those closest to the  stor, °r best L der. 20G- :ir demands. This philosophy dated back to
the very beginnings of the company . es ash Pel. ev i mself believed that those who knew the customer
— the store personnel — were kst al 2 t¢ e rmiif t. .n eds and desires. Now Questrom had to decide if
this best served the company’ e’ urr. ¢ ailic 1 el ronment. Consequently, processes such as buying,
product development, technc * Jy' G <im, ¢ tly, assortment and merchandise selection, were done at

the store level. On ti&hoth  he o) etting «. from the stores could be vital in making Penney’s
assortments the best the  cot 1% = & d cndanging this system could create major culture shocks
throughd. : the entire o, anizatic_, wr_h™ = cause more harm to the company than it was worth.
Asianiy o 0 mc ale in a Neiman Marcus catalog and acted like a mannequin in a
Bloomingdal & vi do \ i linly added color to the stodgy Penney organization. But the

question in the mir. s 0l nost anc /st. was whether he, as the first outsider to run the company in it's 99-year
history, could ii_fitt 2 m¢ h r=ec i ci nges and revive this 11402 store chain. Indeed, bringing in outsiders
in any position ti aug out’ re ey C_mpany was a rarity.

This case was prepared i \Re ndran R. Chary, under the supervision of Professor Alan Kane, as the basis for class discussion
rather than to illustrate e er \.iective or ineffective handling of an administrative situation. This case is for internal use within
the Columbia Business Scfi 1l only. It was based on a case written in 1996 by the Harvard Business School and parts of that
case were reproduced in this version.

1 Business Week: February 12, 2001, “Can an Outsider Fix J.C. Penney?”
2 1n 2001, Penney had 1140 department stores and 2600 Eckerd drugstores.



History

When James Cash Penney opened his first store in Kemmerer, Wyoming, in 1902, many courtesies
that today's customers expect from a retail store such as money-back returns, standardized pricing, high
quality merchandise, and friendly customer service were not widely practiceds. In namin{ his first store the
Golden Rule, Mr. Penney boldly proclaimed the idea of superior customer service, which . t his store apart
from his competitors.

In 1909, Penney established a headquarters office in Salt Lake City to cga. ‘ate_Ye hain's buying
and accounting operations. By 1912, there were 34 Golden Rule_stores with sale. xco diri »$ million. By
1914, the chain incorporated as the J.C. Penney Company, Inc., movel  » he !gua erst 1 n Salt Lake
City to New York City to be closer to its major sources of me lise, th o stre ture.  place, the
growth of J.C. Penney soared. By 1920, 197 J.C. Penney stores vi e iri opel iol. »at. nwic , wic total sales
of nearly $43 million. Between 1920 and 1930, J.C. Penney opei d more t. n 1, 50 ew| ores, nostly in
small towns. Although the Great Depression of the 1930s devas ted many, Amei :ar. w esses t was a
time of opportunity for J.C. Penney. With cash in short supply, | alue-const wus ¢ op, . oatror ed the
chain and by 1940, Penney had grown to 1,586 stores with sales excet_ing $300 i lio

With America's entry into World War 11, J.C. Penpe]  fted to" eet tl \cot.  'swa_ ime needs and
produced uniforms for the Cadet Army N:rses Corps ¢ = C er serv. 2 ur 5. Following :he war, J.C.

Penney responded to the rapid growth of sul. rbs by@amoc ling s store. ffering a wider selection of
merchandise. In 1949, J.C. Penney openedhits “irst st asly ed (anew -in shopping center,” which
was a forerunner of modern-day shoppir, \ mal's. 1. 1, ales or the first time surpassed $1 billion.

Penney was in a strong position nationwide. a4h ret ling. f ¢ oare and some soft home furnishings. By
1960, J.C. Penney adjusted its merchandise i 0" cli le he {lii s -- opliances, sporting goods, and home
furnishings, and offered its customers credit f¢ e’ st. me ¢ er: =cac s of cash-only sales.

During the 1960s, J.C. Penney s= ¢ 2x; :nde \ti x4 ‘erings to include styling salons, restaurants,
and automotive and garden centersgTo [ dvide si ope 3 W 1 even greater selection of merchandise and
shopping convenience, the first J Rer ey Catc 2g \ s Inuoduced in 1963. By 1970, Catalog sales
surpassed $200 million and the co. pa v i ade its © =t i ray into pharmacies with the acquisition of the
Thrift Drug Company. Durin ‘e 5 70s 1.C \Peri ey' ationwide name recognition, customer loyalty, wide

selection of merchandise, art" | @t n’ g lity nerciandise and customer service, positioned it as a mall
anchor. This was reflected by iles ac ing fr L billion to $11 billion.

[Furing the 1 oo Jo . Ponc s U dertook a dramatic restructuring program that included
moderniz. g store»anc emphas. ing | gh ste-level merchandise offerings more in line with consumer
buying pat. snsa’ it " Wi X, ¢ to Scovice, major appliances, paint and hardware, lawn and garden
merchandise_anc * 10 sV sce  ad. In 1988, J.C. Penney moved the Home Office, located in New

York City sin_\, 18 4, t. Dalias, " ex. bring the Home Office buyers closer to the selling organization in
the stores and ¢ \sp d u_.commt ice ans within the Company.

By the £ win ng " € u. 1990 J.C. Penney made the transformation from mass marketer to a
national departmer. stc ». F r the 1994 1 =al year, J.C. Penney’s total corporate sales were $21.1 billion with
catalog and departn’ at . ore ales of $18.8 billion. Net income exceeded $1 billion for the first time in the
company’s history. Ii 19y J.C. Penney acquired Eckerd Corporation, a strategic step toward creating one of
the nation's premier a,_ g store businesses. The acquisition built upon its Thrift Drug operation with the
prior acquisitions of Kerr Drug Stores in 1995 and of Fay's in 1996. As a result, J.C. Penney became the
nation's fourth-largest drug store chain.

3J.C. Penney web site



The Retail Climate

Competition in retailing had intensified in the late 1980s and through the 1990s. The development
of numerous regional malls had left most major metropolitan areas with more retail space than their markets
could support. In addition, new retail formats evolved; increased competition arose in haf 'goods from
power retailers such as Best Buy (major appliances and home electronics), lkea (knock down, « ntemporary
home furnishings), and Toys ‘R’ Us, which typically were located in freestanding locatiot \nec but not in
regional malls. Fiercely competitive discount chains such as Wal-Mart and Target now gatve. the' aore price-
sensitive end of the market. Popular chains of specialty stores such as The Limiteds,  wcre abi & Fitch,
and The Gap competed for apparel market share within the malls. Off price retaile. " ic_'oC_=C in malls,
such as T.J. Maxx, Marshalls, Loehmann’s, Ross Stores and others ws" “also fociaad p. nari ori . apparel
market. An explosion in factory outlets and factory outlet malls ha 1ased er’ e in sk € retail
competition. In essence, J.C. Penney was getting squeezed from all d = _uc 5

The apparel preferences of the American public were also' 1 transitic_\ dur. g9 s | ne fri qe.
Apparel sales lost momentum from the strong growth they enjoyed’ 1 mid 19¢ 5. i e mpac. of
women entering the workforce and investing in professional wardrobes: ad passed. ‘Cas al¢ v had b n
introduced in the workplace, and more Americans were working at hori \, In the la 1,19/ s, v 2 “dot-c. ”
culture encouraged a further departure from formal clothes and/ enewe¢. mpha 3G *  sing 'own. e
customer became “value-oriented,” not necessarily preferrin: r price. oints wut. g a ' ightened
interest in quality, service, and convenience with ¢ greater interc. * n* ‘est fasi_ »ns t n in traditione styles.

In response to these changes, J.C. Pehney's stra vat 0 fu us on hi,  margin businesses as a
value-oriented, national department store with, more.en 1ac \oi fast. an than I its original positioning.
Adopting the decision to reposition J.C. Penne, was Yot asy © r i 2 cC pany’s senior management, since
the company had been very successful in retailin. = asi. 2 a. | sta; 2 i ms.. =xecuting this strategy was even
more challenging. The central buying organizatic. iac 0" arn i .p. chat »more fashionable merchandise
for which demand was less predictable. The' are ' \pal ne. \ma. \ge . in turn, had to accept some of the
sales uncertainty that came with trendier n ne e, | el 2y |50 tdced the challenge of establishing
relationships with more fashion oriented na onc, bri d v ok [0 do so, they had to overcome their
existing image as a conservative seller asic and mai_ 'y p. vate. el merchandise, and the pressure these
vendors faced from some existing aci .. = \ aich dia aot' @ant to be selling the same merchandise as
Penney’s. Furthermore, Penney wauld ave. 2 { signemve s’ wn private brand lines with more fashion in
mind to attain customer credibility 2 sc ers i e fc nic. riented apparel.

While J.C. Penney’aschie. ton: =t. s facec iy of the same challenges, they were able to better
adapt to the changing reta qat. due® 2 =ir { gan.. .donal structure, which was much more centralized.
Penney on t' = other hand| ced a i uch' ec ./ allenge in changing its strategy since a significantly larger
group of emf wees h' fo' bscribe’ ad a us. e new strategy. Penney’s competitors had also managed
to establish a L tterde  tic fasi. an ¢ d higi-end merchandise. This meant that they did not face the
same level of ¢ mp  tic \fi sce. v 5 like Target and Walmart and from the start, differentiated
themselves as cai ting ‘0 U market iste o 5. As a result, J.C. Penney’s efforts to move higher along the
fashion hierarchy v re' «pec d ta be  rc ¢y road. (Exhibit 3, “Fashion Hierarchy in Apparel Market”).

The J.C. Penney Organization in 2000

By 2000, J.C. Pen: 1y, nc., had three main businesses — J.C. Penney Stores, Eckerd Drugstores, and
J.C. Penney Direct Market g Services, and operated more than 1,140 department stores in all 50 states,
Puerto Rico, and Mexico. The chain as a whole had more store space, with 118 million square feet, than any

4 Salmon, W.J., J. Blasberg, D. Wylie, “J.C. Penney”, Harvard Business School, April 5, 1996



U.S. department store. The majority of the space was in premier shopping malls. Virtually all store locations
had catalog desks. J.C. Penney catalog, including eecommerce, was the nation's largest catalog merchant of
general merchandise. In addition, the company operated 35 Renner department stores in Brazil.
Merchandise offerings for department stores and catalog consisted of family apparel, j wvelry, shoes,
accessories, and home furnishings.

Eckerd Drugstores was comprised of approximately 2,600 drugstores locg ', iri. he' ‘outheast,
Sunbelt, and Northeast regions of the United States. Eckerd sold pharmaceuticals{ ‘ate. ol ducts, as
well as general merchandise.

J.C. Penney Direct Marketing Services was a direct marketi niza nat' varke d i ealth,
accident, disability, and credit insurance, as well as membership s ces jrod ts. t I arket | to" cious
credit card files by direct-response solicitation primarily in the Ui ed States, Canc 3, wustr ‘a, ar. the
United Kingdom.

Women accounted for more than 80% of the apparel purche s in J.C. i nne| sto. s.” This¢ s
reflected by the amount of store space devoted to women. In a.typical J.. \Penngmst 2.1 » Wi nen'ssei. g
area had increased to over 52,000 square feet, nearly 41% of | total. I an's a¢ aul. or 31 00 square
feet, nearly 27%, while 16% was devoted to Children's, and 1. % . dome a_ ! Lei¢ .

The stores and merchandising organiza: »ns at Pel 2y v, re, in SO Jects, similar to those at
other large retail chains in the United Stat»s. ~Allen trc_\ We \Chairma.. ¢ the Board and Chief
Executive Officer. Vanessa Castagna, the ct f opfratic 010 er ho i »norted to Questrom was responsible
for the J.C. Penney stores, catalog and interi. t4 i o ing « \C tagr \was an Executive Vice President
(EVP) of Stores, and an Executive Vice Presidc ' ‘erc_andic 1g.

Reporting to EVP Stores were Re. al't qior. ‘ic. Pres em (RSVP) and through them, the entire
store organization. Store Managers report. < DI rict' ‘ari er  nd the District Managers reported to the
RSVPs. Each Store Manager supervisad 2| ssistant, ‘tore ai 5 (ASM), an HR Manager, an Operations
Manager, and the Visual Merchandi  ‘an. er (VM ). i »paru.ent Managers and Assistant Department
Managers reported to Assistant Stor, wvi ag. s (Exhil. \4, | Drganizational Chart™). The sales associates at
J.C. Penney, who were known [ ithe  exc ot nal L abi. \reported to Department Managers. Some of the
ongoing management of thess  sta . h° ev < w : he led by selling supervisors (reporting to the HR

Manager). They established i * rly_ =t .s foi " personnel and were responsible for training. (Exhibit
5, “Tenure and Remung® ion. © M at. of the . ’enney Store Organization”) One of the well-known
facts about Penney was NG 2nure 1 s st e oryanization.

I. the ha o1 ce buyir. \org iza. | reporting to the EVP of Merchandising either directly or
indirectly  =aref\( ral hai isir . Managers (GMMs), Vice Presidents (VP) of Merchandise
Developmel \ari. il toi are iing (DMMs). Reporting to the VP of Merchandise Development
were Fashiori Dir. tors and Bra. | I\ v Jers. The DMM on the other hand oversaw the merchandising
operation and" oeisea. /erghar isir. \Managers (MM), Buyers, Assistant Buyers and Marketing Program
Managers (MPN_ \ hile" ve. in ti_ . merchandising organization was focused on assortment selection
and purchasing, t\ re_qone iliv. sariea. 2 terms of the product entities and groups (Exhibit 6, “Job Roles
at J.C. Penney”).

The primary. iff¢ ance between the organizational structure of Penney and its competitors was the
split responsibility fo. ‘mcrchandise selection and ordering. Consistent with the philosophy of store
autonomy, Penney stor. 'personnel played an important role in choosing the merchandise assortment that
suited their particular customers. Penney’ management believed deeply that those closest to the customer
could best assess the unique aspects of local consumer preferences. Although encouraged to purchase
inventory through headquarters, department managers sometimes purchased directly from other approved
SOurces.



J.C. Penney executives knew that the dollars of expense for the merchandising organization both
centrally and at the stores was higher than at most of their competitors. They believed, however, that the
benefits derived from maintaining a strong central merchandising organization with significant product
development capabilities and talented merchandising personnel in individual stores far outwei¢ ed the added
financial burden.

Merchandising Responsibilities

As mentioned above, responsibility for merchandising wa betw.  the  entr. \me ' ndising
organization and the individual stores. Within the merchandising ¢ .. tion. ¢ st ad B \nd"  nagers
were the individuals most directly responsible for implementing ti fasiiion | -atey 'hile Buye. were
charged with the negotiation and purchase of merchandise from ven ors arounc the v rlc Bri d Ma gers
were involved with the design and sourcing of high quality, private | and merc_andis_\ L and ( and
Managers worked closely to ensure that the private brand merchandise. omplemei. ad th n& ocdlly bet Jed
assortments. In addition, the Buyers were charged with conveyii. \ informac 0 | ou. the ava ble
merchandise to the Assistant Store Managers and Departmer. “Managei. who ( tel. | the, merchandise
that would be purchased for their individual stores.

Buyers had either entered J.C. Penney as an/ ‘sista . Bt 2r or he ed experience in buying
positions at other companies. Very few hai ariy dire Zer. ace' ithin J.C: nney stores until the late
1980’s when Department Managers were rec_tited<ror, the. or. . to" ) Assistant Buyers. Buyers were paid
a salary and a bonus based on their sales and", 12ss. har, 1 pe_or. ance \ Buyer’s salaries, bonuses, and total
remuneration were competitive with that of bu it otk < larg, de, artni at store chains.

Historically, Buyers had been resp’ “ale’ ar ai_ah. =s ¢ dev .oping private brand merchandise. As
the company strove to become more fashi. v we 1, hi vel velopment of private brand became more
complex. To differentiate itself fram cc petitor. \J.C_ Per. created the Merchandise Development
Organization in 1990 to create coor! ad | llection of © 'vate brand merchandise. The position of Brand
Manager was created to focus on| lev. 9f g hish' wali , value driven, fashion merchandise. Brand
Managers were almost all expel  ace¢ duy: s, ad v re’, dasalary and bonus comparable to and based on
the same targets as Buyers. ¢} - .ri 2 ev. ‘.0 he private brand development role, could concentrate
on buying merchandise and cc roli. g <entory.

Marketing Pro. i Ma hgers ‘v M were communication links between Divisional Merchandise

Managers, 3uyers 7234 B. .nd Mari_ers' personnel. MPMs were promising Assistant Store Managers
who rotate \ foras al’| thre ah | =adquarters before pursuing careers in either the store or central
buying orgai zat. 5. ‘he ar. | for each merchandise classification. In women’s sportswear, for

example, thel \wt 2 M Ms Tor . su. . _ortswear, career sportswear, and special sizes. They acted as the
“stores’ repres ta. e to thepbuy rs ' ad the buyers’ representative to the stores,” and coordinated such
efforts as produ, \m. ketr [ ns, | <turing, and national advertising. They facilitated communication to
the stores (partic 'ari, \thre gh e sate ‘te broadcasting presentations and seasonal merchandising CD’s
described below), | e oea. tsual preseri ition guides, developed (with the Buyers) the content and timing
of advertising progr. ns,. nd nade sure the stores were aware of upcoming sale events.

The Store’s Role in Determining Assortments

In addition to ordering merchandise for their stores, Department Managers also had departmental
responsibility for training the sales staff on merchandising matters, selling, handling customer problems,
making sure that new merchandise was presented properly on the selling floor, setting up sale events, taking
markdowns on slow-selling inventory and taking seasonal physical inventory. They also had to determine
their sales targets for future seasons. Department Managers were typically recent college graduates who had

5



successfully completed a one-year training program, which consisted in part of gaining practical store
experience under the tutelage of seasoned Department Managers.

Typically, an individual had been a Department Manager for less than one year, and had been
assigned their current merchandise entity for 18 months. The average remuneration for/Department
Managers was about $35,000, 15 - 30% of which was a bonus related to sales increases. ' Yepartment
Managers generally were interested in pursuing careers either within the store or central buyii + org nization.

Department Managers gained valuable assistance in buying from their veteran, {  far hey also
counseled with regional and district personnel in choosing inventory. Because of thi il i tec X, 2rience,
however, Department Managers relied most heavily on the Business P™»aing Marager: PN\ th & sistant
Store Manager, and the Store Manager for direction and advice.

Every week each Store Manager gathered his/her staff togeth to aiscus upc. mi 1 eviatsse 1as
special promotions or special broadcasts on the satellite network from | »adquartei . In ' 'di an,” D’s v re
periodically sent from the buying organization to the Department Man, ers, Assi¢ \nt S re gers ¢ d
Store Managers, which showed the new merchandise selections for thel \to choos frori ‘foi . ir stor
Store managers reviewed all pre-season sales estimates and promational p. as to mak. sur. the' departmi
Managers and Assistant Store Managers were doing their job prop.

Department Managers were encouraged ¢ \ order all m ha dise frc_ yhe quarters but, © ith the
consent of the Store Manager, were authorized™ » pur se © rece . from headquarter-approved
suppliers to meet unique store needs. Because the introdt ol ae s cllite brc. isting system and later
the distribution of CD’s had enhanced Departn’ nt Mana rs™ an. denc \in the central Buyer’s selections,
they now relied more on headquarters for the maji_i*/ « \ite s oI 2re

Another important source of guidancesfor'  par. ne. : Ma, ge \ was the Business Planning Teams.
Each district had five or six Business Planning ms' rgal. tec ay nrchioadise division. A designated Store
Manager called an “entity manager” providel gec erc \gui 2nc ¥ each Business Planning Team. An
experienced Assistant Store Manager chaman fi m withi \ a ¢ stric. ore was designated Business Planning
Manager (BPM) and the other members 2 fLm were ¢pei nceu Department Managers from within the
district. The District Manager with the & orc al' f the Re ‘2nec. Manager selected the BPM and other team
members.

Being named BPM was re. gni ar. a Ase Store Manager’s abilities. The BPM’s job was to
gather suggestions from the/ ma {to ug =stT uyn. trategies for all district personnel to follow when
ordering merchandise for t . iepc fmei 5.\ Th ¢ were also always available to respond to questions.

Department N, nagers gaftei | gathert | at' he VI's store to view and discuss the broadcast from
headquarters or'" aew,(. e mition’ om aeir . yer before placing orders.

Under the ire. on® fthico. 4,° < am’s mission was to build sales and profits within the district.
Typically, the team" \co me: led app »pi. te purchase quantities and the emphasis to be given to major
items. In addition, " xe © am. we sld” den fy sales opportunities, communicate to MPM'’s at corporate,
encourage all stores wi :in' e a_fric. parti pate in major events, recommend newspaper advertising, and
coordinate merchandis. q i atte. \ sucn as p ce point emphasis, clearances, overstock and markdown
activities, and resolution \_de_very »roblems.

Technology and Communication with the Stores

In 1914, when a central buying office was originally set up in New York City, Mr. Penney had
concerns about diminished store autonomy, but strongly felt that merchandise buyers needed to be close to



their suppliers to understand trends. Store managers also recognized the contribution of the central buying
office, but maintained that ultimately they knew best how to stock their stores. Indeed, one of the major
challenges J.C. Penney executives continued to face was how to maintain the benefits ofsdecentralization
while offering more assortments which included difficult to purchase, fashion forward m :chandise. To
surmount this challenge, J.C. Penney made extensive use of market research, and info:mati. a technology.
This included the use of a system of satellite direct broadcasting and later, a system, of' ami_unicating via
compact diskette with the ultimate goal being online interactivity between he: ari s, early 4,000
suppliers, and Department Managers at 1,140 stores. These technologies enriched: - nec et the flow of
merchandise information between headquarters and store personnelsa help them pe cipe 2 it. 1 <ing more
timely and accurate buying and merchandising decisions.

The satellite system included three central broadcast stuc s at'the' lalle he dque ters ¢ d large
screen monitors in most stores. A major and continuing cC sumer re =arci \pi. ara | ana, direct,
instantaneous communication between Buyers at headquarters and | e Departi. 2nt i an n the tores
were its primary uses. The consumer research program had been i roduced v \help Bu o make' otter
decisions. When Buyers or Brand Managers needed feedback on « warticilart me | r it n, they" uld
broadcast directly to focus groups at sixteen geographically & demog ohica : a. te st res. At'each
store, consumers representative of J.C. Penney’s customers’y. choseri .nd p d tc. ther ¢ \an evening
meeting in a specially designed facility. There e fashions i oe" sted we »br dcast through he satellite
system on large screen monitors. Buyers and Bii ad M »ers. sed’ e resuls dback to achieve a better
feel for fashion direction.

The satellite system was also used tC aoc ca¢ “fac ‘ol sho. s” to store personnel four months
before each season. Since the stores had fina. ol 2 ¢ \whe m_icha dise to stock, it was crucial in the
hectic fashion world to have an accurate #nd' oid" or. muni atic \ system between Buyers and stores.

Within two weeks of the fashion shows, s ere’ 2n¢ 2lec onic ly through PCs back to the Buyers,
usually in time to adjust final production ¢ ci_rari \shi airi =2 dules for private brand merchandise and
final orders for national brand merchaadise.. -or the' arly ariic. g, for example, the broadcast was done in

September, allowing the Buyers to r fir. ! adjusti_antc o trieir orders for production in October and
November.

In addition to the seal » fal it ¢ s,”) aerewere numerous informational broadcasts per year
to the stores for each merchari. e ¢ ec . The 'pose was to explain to store personnel both fashion
ideas and other selling fe©  »s ¢ . nev_n. rche disc. store merchandising personnel also received periodic
up-to-date /aformation £ cc s ¢ 2 fas ‘0. e’ lopments since J.C. Penney executives believed in keeping
store leader ip in t', “fi hion de ‘sior: ‘oC ouring the broadcast, questions could be phoned into the
Buyers. Que iiona it v re wesi for cctails on a particular item, clarification of fashion trends, or
coordination & ori " Ne ilti- % wers could be broadcast to the entire audience.

The bro. !ca. s w2 later ¢ rtic_ v replaced by CD’s, where diskettes produced at headquarters were
distributed to all i »ve tstc 2 g st nel™ ar viewing on personal computer. The diskette provided the same
level of informatioi_\bt allc. ea e pe. onnel the freedom to view offerings at their convenience. The
CD system broke the fot. \sto. \assortment. ‘own into approximately 150 merchandise divisions with further
distinctions within eac_\ di_sior resulting in"600 to 700 merchandise categories per store. Stores were also
classified into nine grot s ¢ nending on sales volume with purchase recommendations varying by store size.
Appropriate diskettes wi 2 <ent to each store. As a result, viewing time by store merchandising personnel
was shortened because, u:.iike the broadcast, it was only necessary to view the segments pertaining to one’s
volume class within a merchandise division.

Before each broadcast and along with each diskette, the stores received a rather complete
supplementary package for the forthcoming broadcast. This package included supplementary information
when the broadcast could not adequately convey subtleties of color, texture, or pattern of particular items.
Worksheets and selling and display suggestions were also a part of the supplementary package.



Private Brand Merchandise

J.C. Penney’s core customer, the middle-income consumer, preferred high-quality, attractive
merchandise, but wanted it at a reasonable price. The private brand strategy was an effectiva way to address
both the price and quality concerns of the customer. National name brands were perceived a. status symbols,
which lacked uniqueness, while private brands represented value and fair price. For inftanc . Stafford and
Worthington, two of Penney’s private brands, were considered to be good values by cuisto. ars.

In the stores, Penney’s brands were displayed adjacent to national bi v .\ C asi ners could
compare their look, feel, and price, and make their own choicesanBy te late nii ies, on. \¢  Penney’s
private label lines such as Worthington were close behind nationg ads st s L Cle hori nd Jones
Apparel Group.

J.C. Penney’s successful private brand program had a very ¢ sitive effe. on’, o1 _:sil e gro, | profit
dollars per item were much higher than on national brands. To furtl r enhance ts pr. ate 1 busi =sses,
J.C. Penney supported it with a major TV advertising campaign.

Private brands were particularly important to J.C. Penf i since v 1 chaii. wa jglir_to estatiish a
fashion-forward image and faced very stiff competition on s¢r € the nc_onal © anG.. >m di_ounters like
Target and Wal-Mart and moderate priced chaii: like Kohl's.

The M_rchandi ng 2l nii y Cycle

The first step in J.C. Penney’s merchar 2 an_ng ¢ _:le. «as ¢ wveloping the “open-to-buy’s for a
season for both, private brand and nationally £ .dec m_ char, ise \ Th.re were four seasons per year for
planning purposes—Spring, Summer, Fall "k alide ‘he | ani. 1g process started at the end of the
previous year’s comparable season when [ o sm at N na s the stores estimated sales for the same
season next year. After review by sanior| ‘ore me¢ age _en. yers used these plans to establish initial
wholesale purchase quantities.

A Buyer would commel the orive e’ sanc ala. g process for apparel about eight months before
store delivery. Initial design f¢ ing lirr shlule to it the stores” in January, for example, took place
the previous April. Thiswas st 1ai v urdo -and foreign markets had been shopped to determine
concepts and trends for ¢ s, orice ar. sillt uet By the middle of May, Buyers and Brand Managers
determinedneeded quar, < ar ' dis is. d ¢ zcific requirements and approximate purchase prices with
selected pri te branghyma ufacture &, T\ =sc ufacturers sometimes relied on Penney to purchase fabrics
directly fromi e mil Mec wmmopl s 0, natic 4l brand merchandise were also contacted at about the same
time to discus. aee ¢ 4 \se tiri »e' quirements.

By mid-_ ne_or s .month pr. ¥ to delivery, unit recommendations for private brand merchandise
were established & \cc ar a i ¢ de” By' uly 1, unfinished fabric emerged from the mills to be treated and
dyed by Septembel \Pi. duct rivate Hrand merchandise, often in the Far East, took place in October
and November. By 2ct abei. finisiied goc s would leave by ship in time for distribution to the stores.

For national ' :an..merchandise, typically purchased n smaller quantities, the detailed ordering
process would not begii unul October when J.C. Penney buyers visited suppliers and viewed merchandise.
Orders for 50% to 75% ¢ = anticipated needs from these vendors were placed at this time. The balance was
not ordered until the individual J.C. Penney stores had reviewed these selections. Final merchandise
commitments by style, color, and size were ultimately placed in early December for January and later delivery.

5“Open to Buy” is the budget available for inventory purchases



Management Team

Allen Questrom, Chairman axd CEO, and Vanessa Castagna, Chief Operat‘ng Officer for J.C.
Penney Stores, Merchandising, and Catalog headed the management team. Quest \xm had a modest
upbringing in blue-collar Waltham, Massachusetts, where his father owned a machint :hoy. (Exhibit 7, “Allen
Questrom Resume”). After graduating from Boston University, Questrom joirnd F lere 2d's Abraham &
Straus division as a management trainee in 1965. He worked his way up to Divis.  “E \ ti nsforming both
Atlanta-based Rich's Department Stores and the glitzy Bullock's Department St.* s¢ LG A geles. In 1984,
he left Federated on a sabbatical to travel around the world wit s wife,£%2lli."" /hei_hie » me Chairman
of Federated, he did a masterful job in turning the company ar nd b g L 2m ¢ tow akruptcy. He
then abruptly retired in May, 1997, a year early, and shocked| llec. ues| 1o e tailii \ inG_ ‘ry by suing
Federated for $47 million in back pay, but lost the suit. Questr¢ 1 joinied J. . Pe. aey 'n S temi. < of 2000.

Vanessa Castagna had more than 27 years of retailing ex, »rience ari_was, 0. ntly & qior Vice
President and General Merchandise Manager at the Wal-Mart st_es divisiC_\, Sh- ha & reput. n as an
outstanding merchandising executive.

‘urnarainGg. sst s

In their turnaround strategy, Q estrom & . \ I nag ment teai. nad to address several issues
towards improving the performance of Pe ney. Alt hugi =o. \cuti 1g through store closings and downsizing
were important elements towards improviri G tak ity, 1 ' ere’ ot the ultimate solution. Questrom and
his team had to revive the chain by giving',  ale =2s, cially the voui jer customers, a reason to shop in the
store again. Questrom’s desire was to ¢ ul. \the ‘mu_2 or¢ niz ion to position J.C. Penney more boldly as
a fashion and quality department store 2l ng '« is sate v reguired convincing suppliers to sell Penney
products similar to those being sold tc toies s th ¢ M. overcoming objections from such stores. It
also meant encouraging the centr.  wye  to offe_the' orec ssortments, which were more fashion forward
and slightly higher in price, ar. ¢ o saging s e © 2rsonnel to stock and prominently display such
merchandise.

In spite of the ¢.* mc ¢ . sys. m  Questrom and Castagna remained concerned with the
execution of this str w. © ore e chagfisi. ersonnel, they thought, were still somewhat reluctant to
emphasize fashionab rck. ndis_ai ' ul 'er tre current organization, store personnel carried significant
weight' \ merchandis g decis. ns. | The ctance on the part of store personnel to adequately emphasize

fashiona. 2 mer. adi »inuturr affe. od'< porate buying practices. Buyers hesitated to place large orders
with vend, s e\ fa 2V ad to wait for store reaction to the next broadcast or CD presentation
(which cot ! b s i uch oo e . weeks away) and hope that the items would be received well and

ordered by © 2 L »pal. nent M aag S. In essence, the split merchandising responsibilities resulted in too
many decisiol. ma s e d ¢ e uel 'y slowed the ordering process for fashion-forward merchandise, where
speed was critic ',

Additionc v, e li iited knowledge and experience of Department Managers was a concern for
headquarters’ Buye . | hen selecting both private brand and nationally branded merchandise, Buyers had to
know what would p: v well on screen and what would appeal to Department Managers. If video failed to do
justice to an importe .t item, they might send out a swatch of material with the supplementary package.
Because they were now presenters, Buyers also had to communicate effectively on television, but sometimes
the characteristics of great Buyers and effective television communicators did not coincide. Again, because of
the split responsibility, the experience and skill of a Buyer in selecting merchandise, fashion-forward or
otherwise, was wasted unless Department Managers were equally capable of realizing the merits of the



product. It was more likely that a few central Buyers would have the required talent than the thousands of
Department Managers.

Moreover, Penney did not have a clear image and consequently lacked the sta s to move upmarket
alongside chains like Macy’s. On the other hand, it did not have the infrag'xuct e or culture to go
downmarket against discounters like Wal-Mart. While Penney had a national. pre ince and a track record
selling through catalogs and online, the stores were aging and most of them ¢ are. frc 2 clutter and poor
lighting. The last major success among private label brands was introduced® 1 .. »ar. \ni eties. The hiatus
in successful private label brands had weakened Penney’s pmition vis-A-vis. hmj titc 3| ke the Gap and
Abercrombie & Fitch. The Eckerd chain of drug stores, Penr cqu ed i\ 18 was ailing and
needed to be revived.

Questrom and Castagna recognized that drastic chai. es in a ci ture’ ori der; ! unrg nonsive and
stodgy were essential for the turnaround. But the question was. ‘here shot 1 the be d hov should they
proceed. If the decision was to proceed with a complete ceri alization « " buy \g," “iculd it a gradual
process or an immediate change? How would the store perso. 2el reast « »a | duc on in ti. r input in
merchandising decisions? ~ Would J.C. Penney succee¢  changi  its il ge suste aers’ peiception by

changing the merchandise mix? Should the move te centrai_ ation; e inc_ sendei \of the success in
changing the chain’s image and reputatic. 2 If the strat. v t¢ move u, »ar! | was not succ. ssful, what would
be the backup plan to deal with the increa. ag cof  titic  frC 1 discou: ke Wal-Mart and Target? What
should be their strategy with the Eckerd Drug ar | J.C \Penney"  cct Marketing Services? What

further changes in merchandise planri 2g a’d & ctic \a iviti , market research, the use of technology,
organization, the recruitment and training 75 £ api.anc._ 2 i »thc s of compensation could contribute to the
goal of turning around this battleship heg. 1t vai s dis_ tel

As Questrom pondered ove se | sues he naliz d tiat the turnaround would be a much tougher
act than standing perfectly still asan_ i gqui \in L 00 = ale’s window. He knew this was a situation that
required bold action and many/ anui. 2ntal de_‘sioi \ Bc 2 was also certain that every action of his would
be scrutinized by thousands of ey, sharehc ders nd millions of customer who shopped at J. C. Penney
stores everyday — many mage th 2 ti \ci iousg®™aw *ali ating his prowess as a mannequin.

Exhibit 1, “J.C. Penney Stock Performance”
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Exhibit 2, "Financial Results of J.C. Penney"

INCOME STATEMENT ($M)

Year ending
12/00

Year ending

12/99

Revenues

31,846

Cost of good

22,458

Gross Margin

Selling & Admin

Depreciation

Operating Profit

Interest + Other Costs

Tax

LT - - A R - B - - -]

Net Income \

Dividends per Share ( $ 2.18
Earning Per Share ($) $ 1.16
Operating Cash Fl 3 $ 1,010
Y enuing Year ending

BALANCE S 00 12/99
Cash q $ 944 $ 1,233
en $ 6,313 $ 7,239
tal Curi at A¢ =t $ 7,257 $ 8,472
e $ 12,485 $ 12,416
tal $ 19,742 $ 20,888
uri at ity $ 4,235 $ 4,465
tal -current Li $ 4,199 $ 3,797
L¢3y Term Debt $ 5,448 $ 5,844
quity $ 5,860 $ 6,782
Total Equity + Liabilities $ 19,742 $ 20,888
Shares Outstanding (000s) 263,000 261,000




Exhibit 3, “Fashion Hierarchy in Apparel Market”

Fashion



Exhibit 5, “Tenure and Remuneration of Member of the J.C. Penney Store Organization”

Range of Total Bonus as % of
Tenure with J.C. | Tenure in Current| Compensation Total

Employee Position Penney (years) Position (years) |(thousands of US$)] Compensation

Min Max Min Max Min Max Min Max
Store Manager 15 40 1 10| $ 50|%$ 150 20 50
Visual Merchandise
Manager 1 30 1 30| $ 15| % 35 10 25
General
Merchandise 8 20 1 6| $ 30|$% 60 10 40
Business Planning
Manager 10 20 1 6| $ 35)$ 70 15 40
Senior
Merchandise 6 20 1 20| % 25|'$ 45 15 30
Merchandise
Manager 1 20 1 201 $ 241 % 35 15 30
Merchandise
Assistant* 1 30 1 30} $ 12 $ 18
Sales Associate* 0 30 0 30]'$ 918 15

* Does not include commissions

Source: Harvard Business SchoelCase, J. C.'Penney, #9-596-102, April 5, 1996
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Exhibit 6, “Job Roles at J.C. Penney”

Key Responsibilities — Store Organization

Executive Vice President (EVP), Stores

Responsible for the management of all stores, including presentation of merchandise, assortments in the
stores, display of merchandise, budgets and expense control, customer service and problems, receiving and
marking merchandise, shrinkage control program and HR for the employees in the organization

Senior Vice Presidents (SVPs), Regionals
Same as an EVP except responsible for their region

District Manager
Same as SVP, except responsible for their district

Store Manager
Same as a District Manager, except responsible for their store

Assistant Store Manager
Supervises department managers and has similar responsibilities as a Store Manager, except responsible for
their merchandise entities

Operations Managers
Responsible for all back-end operations in a store including receiving and marking merchandise, getting

merchandise to the selling floor, shrinkage contral, cash registers and equipment

Visual Manager
Puts the “icing” on the merchandise cake, and is responsible for mannequins, displays etc.

Human Resources Manager
Responsible for benefits, reviews, personnel problems and filling open positions

Department Managers

Responsible for ane merchandise entity such as menswear. Determine assortments for their departments,
supervise staffiand their schedules, and handles customer problems, merchandise presentation, signs, in stock
on sale goads, and personal selling.

Business Planning Teams (BPT)

In charge of a particularamerchandise entity eg. Menswear in District 5. Consists of a store manager, an
assistant store ‘manager, and a few departmental managers that have a good understanding of the particular
merchandise category. Theteam also helps stores in their district determine their assortments and serves as
the communication arm with the merchandise organization.

15



Exhibit 6 (contd.), “Job Roles at J.C. Penney”

Key Responsibilities — Merchandising Organization

Executive Vice President (EVP), Merchandising
Responsible for sales, gross margins, inventory management for entire compan
determining merchandise categories to grow and contract, ¢ ing merchan

and determining merchandise to be advertised.

ppliers,

General Merchandising Manager (GMM)
Director of Merchandising (DMM)
Same as GMM, except for a more specific merchandise entity,

Merchandising Managers (MM)
Same as DMM, except for a more spev merchan

Buyers
Same as MM, except for only their

handis

Marketing Product Managers (M

Communication arm between ston n

716

Exhibit 7, “Allen Questrom Resume

6 Business Week: February 12, 2001, “Can an Outsider Fix J.C. Penney?”

price points,
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RESUME:

BORN:

EDUCATION:

CURRENT JOB:

RETAIL RESUME:

CAREER BREAKS:

AFTER- HOURS:

MANAGEMENT CREDO:

MESSY GOOD-BYES:

FAMILY:

Allen I. Questrom (Business Week: February 12, 2
Apr. 13, 1940, Waltham, Mass.

BS, finance, Boston University, 1964

Twice he has taken sabbatic
the Andes

Enjoys ballroom

his $16 million pay over five years was short
rising stock price; a judge threw it out

3 years, Kelli, a former exec at Ralph Lauren;
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