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RETAIL IN THE RE%E!EE

In the second half of 2021, the retail industry reaped the benefits of low interest rates and
government stimulus money that invigorated consumer spending.

While the most vulnerable retailers succumbed at the beginning of the pandemic in 2020, the industry at large was better positioned to
stay afloat with these lifelines in 2021 despite some economic and industry-specific challenges. The slowdown in the number of retail
bankruptcy filings seen in the first half of 2021 continued well into the second half, with only three retail filings. There were no new
filings by retailers from mid-September 2021 through mid-February 2022. Further, of these three filings, two of the retailers were brand
groups that sold goods through other retailers, but did not have brick-and-mortar stores. As a result, the filing retailers had few or no

store closings.

BANKRUPTCY UPDATE
Retailers That Filed for Bankruptcy in the 2nd Half of 2021

Company Filing Date

ABC Carpet 09/08/21

Company

Homefurnishings

Stores as of
Petition
Date

Store Closures
Announced

Bankruptcy Strategy / Result

Seeking sale of business as going 2 0
concern. DIP lender proposing

(among other provisions) $15 million

credit bid plus $300,000 cash.

08/31/21 Apparel/

Accessories

Sequential
Brands Group

4th Quarter

Seeking sale of various businesses. 0* N/A
Active Division sold for $333 million

($55 million cash) to Gainline Galaxy

Holdings. Debtors' 62.5% interest in

"With You LLC" sold for $65 million

and the William Rast brand was sold

for $48.5 million.

GBG USA
(Global
Brands Group)

07/29/21 Apparel/

Accessories

3rd Quarter

Sold Aquatalia brand 10/18/21 to 0* N/A
Saadia Group and received court

approval 10/5/21 to sell Ely &

Walker brand to TAJ Imports Inc

for $750,000. Liquidation plan

approved by court on 2/3/22.

Information sourced from SEC Filings, Bankruptcy Court Filings, and Company Press Releases

*Owns brands and sells through other retailers



MACRO-ECONOMIC UPDATE

The U.S. economy has rebounded well since plunging into
recession at the beginning of the pandemic. The Commerce
Department reported the U.S. economy grew 5.7% in 2021, the
highest annual increase since 1984. The growth in the fourth
quarter was 6.9%, a steep rise from the 2.3% achieved in the
third quarter of 2021. This growth also represented a notable
turnaround from the 3.4% contraction in 2020, which was the
biggest GDP drop since 1946, according to the National Bureau
of Economic Research. Holiday sales skyrocketed, up 11%
compared to the same period in 2019. E-commerce sales saw a
61% spike, according to a Mastercard SpendingPulse report.

Consumer demand overwhelmed the global delivery system,
while pandemic-driven shutdowns limited supply, causing
global supply chain issues and steep inflation. In addition, the
U.S. economy created a record 6.4 million jobs in 2021, but
many retailers struggled to find the workers needed to support
warehousing and store operations. According to BDO's 2022
Retail CFO Outlook Survey, 32% of retail CFOs said the labor
shortage has led to understaffed distribution centers and 21%
say it's limited their ability to maintain store operating hours.
Moreover, recent jobs data from the Bureau of Labor Statistics
showed while the average hourly earnings rose, inflation actually
eroded pay by 1.7% from January 2021 to January 2022.

Another macro-economic concern for retailers at the end of
2021 was the expiration of monthly payments given through the
expanded Child Tax Credit. At the same time, Americans took on
more debt in 2021 than in any year since before the 2008-2009
financial crisis. As loan and card payments come due, consumers
may start to curb their spending in favor of paying off debt.

STORE OPENINGS AND CLOSURES UPDATE

Following the trend first observed in the first half of 2021,
retailers announced fewer store closings in the second half

of the year. There were more store openings than closing
announcements, as many struggling retailers had already
right-sized their store footprints. Apparel retailers, drug

stores and department stores made the vast majority of store
closing announcements in the second half of 2021, as many of
these retailers reduce their store footprint to shift their focus
to e-commerce.

We continue to see a large number of store openings by dollar
stores, discounters and warehouse clubs, which accounted

for more than half of the store openings in the second half of
2021. As inflation continues to erode wage growth, we'll see
consumers rely on discount options to maximize their dollars.

Direct to consumer, digital native brands like Warby Parker,
Parachute and Fabletics are continuing to open brick-and-mortar
stores. These physical stores can serve as a hub where customers
can test and try on products with the option to purchase in-store
or online. Additionally, for these direct-to-consumer brands, a
physical location is a way to build exposure and grow customer
loyalty when located in a high-foot-traffic location.


https://insights.bdo.com/cfo-survey-retail-supply-chain
https://insights.bdo.com/cfo-survey-retail-supply-chain
https://www.bls.gov/news.release/realer.nr0.htm
https://www.bdo.com/insights/industries/retail-consumer-products/2021-h1-bdo-s-bi-annual-bankruptcy-update#:~:text=BLACK,the%20same%20period%20in%202020.
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STORE CLOSURE UPDATE

Retailers Not in Bankruptcy That Announced Closing 10 or More Stores in 2021
Company Type of Retailer 2nd Half 2021 Announced Closings
Chico's’ Apparel 1,092
Cvs? Drug Stores/Health Care Services 900
American Eagle’ Apparel 225
Sears/K-Mart? Department Store 75
Rite Aid Drug Stores/Health Care Services 63
Footaction' Footwear/Apparel 30
JCPenney Department Store 18
TOTAL 2,403

Information sourced from SEC Filings, Bankruptcy Court Filings, and Company Press Releases.
All amounts trued up from prior reports where applicable.
Numbers rounded up in instances where ranges provided.

1 True up since last Retail in the Red Report
2 CVS announced it plans to close 300 stores per year over 2022-2024, about 10% of its footprint, as part of an initiative to shift its focus to digital
3 Sears is closing all but 19 stores and Kmart all but 16 (29 announced closures for Kmart and 46 for Sears)

STORE OPENINGS UPDATE
Retailers That Announced Opening 20 or More Stores in 2021
Company Type of Retailer Store Openings Announced
Dollar General’ Discounter 1,110
Big Lots Discounter 500
Toys R Us? Specialty 401
O'Reilly Automotive 360
AutoZone Automotive 200
Five Below Discounter 180
Disney? Movies and Entertainment 106
Ulta Beauty? Specialty 100
Citi Trends Apparel 100
Vuori Apparel/Accessories 100
Versace Apparel/Accessories 88
Costco Warehouse Club 60
Warby Parker Specialty 35
Athleta (Gap)’ Apparel 30
Sam's Club Warehouse Club 30
Torrid? Apparel 25
Fabletics Apparel 24
Parachute Homefurnishings 20

TOTAL 3,469

Information sourced from SEC Filings, Bankruptcy Court Filings, and Company Press Releases.
All amounts trued up from prior reports where applicable.
Numbers rounded up in instances where ranges provided.

1 True up since last Retail in the Red Report
2 Reporting store-within-a-store openings
3 Each year for undisclosed number of years
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INFLATION & CONSUMER DEBT: POTENTIAL BARRIERS TO INDUSTRY GROWTH

The U.S. Bureau of Labor Statistics reported the Consumer Price Index (CPI) for all items rose 7% for the 12 months ending December 31,
2021, the largest 12-month increase since the period ending June 30, 1982. For example:

1.4%
Grocery prices soared
as meat and egg prices

continued to climb at
double-digit rates

— 1%

(0]

Food prices surged -
the sharpest rise
since 1981

— 40.5% —

6=

Used car
prices rose

27% —

=)

Energy
prices rose

In addition, prices climbed 0.8% in February, seasonally adjusted, from January 2022 and rose 7.9% over the last 12 months, continuing
inflation’s fastest pace in 40 years. Food, vehicles, electricity and shelter costs drove inflation.

It is noteworthy that smaller retailers don't have the same
ability to cope with high inflation, supply chain disruptions or
the tight labor market, as larger, more sophisticated retailers.
Inflation is disproportionately impacting smaller retailers, which
don't have the same capacity to absorb higher costs or pay
higher wages. In addition, manufacturers are prioritizing shipping
goods to their larger customers with more purchasing volume,
resulting in many smaller retailers struggling to get deliveries of
goods, which is hurting sales.

Total household debt at the end of 2021 was approximately
$15.6 trillion, up $1.02 trillion from $14.6 trillion in 2020, due

primarily to home and auto loans, the highest jump since 2007.
During the last three months of 2021, credit card balances grew
by $52 billion to $860 billion, the largest quarterly increase in
the 22-year history of the data, according to the Federal Reserve
Bank of New York. A survey by LendingTree revealed 36% of
consumers went into debt this past holiday season, owing an
average of $1,249. Most of this debt was carried on credit cards,
but 40% of Americans used buy now, pay later financing. And
82% of consumers with holiday debt said they won't pay it off
within a month, despite credit card interest rates rising to an
average of 1713%, just under the all-time record high of 17.14%
reached in 2019.

«X»
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CONSUMER SENTIMENT FALLS, AND IS NOT EXPECTED TO REBOUND

The average U.S. consumer spent 76% of their budget on non-
discretionary items from 2018-2020, according to data from the
U.S. Bureau of Labor Statistics. During that period, the average
inflation rate was around 1.8%.

Inflation is impacting all areas of consumer budgets, indicating
that we are unlikely to see the value of the dollar improve
anytime soon. Moody's Analytics estimates that, when
compared with a more normal rate of inflation, typically a little
under 2%, the current level of inflation is costing the average
household $276 a month. In addition, U.S. consumer sentiment
fell to its lowest level in more than a decade in early February,
due to expectations that inflation will persist in the near term.
The University of Michigan reported consumer sentiment

fell to 62.8 in February, down from 67.2 in January, which is a
10-year low.

With the cost of goods rising, it is likely we will see a
reduction in consumer spending sometime in 2022. In
particular, the proportion of spending on essential purchases,
such as gas and groceries, is expected to expand, thereby
reducing the amount available for discretionary spending.
NielsenlQ's latest Consumer Outlook survey (see chart below)
indicates consumers are mindful of inflation's impact on

their budgets. In 2022 consumers expect to spend more on
groceries, gasoline, utilities, and at-home basics and less on
discretionary expenditures.

If consumers start cutting back on spending in response to
inflation, we expect certain weaker retailers may have difficulty
competing with bigger and financially stronger competitors,
leading some to financial distress.

CONSUMERS INTEND TO SPEND LESS OUT OF HOME IN 2022

SPENDING INTENTIONS FOR NEXT 12 MONTHS

Groceries INNNEEEE -

titities NN 157

Education - self/children's _ 14%
Childcare _ 6%

Financial services
Rent/mortgage
In-home entertainment

Paying off debt eg. credit cards, loans

7%

-11%

-15%

-18%

-19%

-23%

-31%

-31%

Source: Nielsen IQ Consumer Outlook 2022

-1% l Transport costs

-3% - Food delivery/takeaways

Electronics/technology

Home improvements/decor
Gym/sports/club memberships
Holidays — domestic
Clothing/apparel

Holidays - international
Out-of-home entertainment

Out-of-home dining/eating
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RETURN POLICY IMPACT ON PROFITABILITY

As online shopping has grown, so have returns. Online sales
represented about 13.2% of retail sales in 2027 and the return
rate for online sales grew from 18.1% in 2020 to 20.8% in 2021,
according to the National Retail Federation (NRF).

The NRF and Appriss Retail reported retail returns were expected
to increase to $761 billion in 2021, accounting for an average of
16.6% of total U.S. retail sales, up from 10.6% in 2020. A CBRE-
Optoro report indicated holiday returns would cost retailers 7%
more when factoring in labor, transportation and warehousing
costs. These higher return costs, on top of a higher return rate,
will likely negatively impact retailer profitability. In an attempt
to minimize the frequency and cost of returns, retailers are
implementing various policies, including:

» Investing in logistics and inventory management
to reduce errors. The right logistics and inventory
tech can ensure the accurate display of inventory and
avoid shipping the incorrect item. According to BDO's
2022 Retail CFO Outlook survey, 44% of CFOs are making
these investments.

> Implementing augmented reality (AR) technology.
BDO's 2022 Retail CFO Outlook survey found that 51%
of retail CFOs have invested in virtual try-on technology,
such as AR, to reduce returns. Walmart recently purchased a
virtual fitting room start-up, Zeekit, which allows shoppers
to see clothing on a digital image of themselves. Pinterest
is rolling out “Try On for Home Décor,” a new feature
enabling customers to virtually shop for home décor
products using AR.

RETAIL INDUSTRY
OUTLOOK FOR 2022

The current high levels of inflation are likely

to undermine the otherwise robust economic
recovery. Higher prices for goods, plus the increase
in consumer debt, means there will likely be less
discretionary spending for many American families
as they are forced to shift their budgets to cover
the higher costs of basic necessities. If price growth
continues to outpace wage growth, this will likely
result in decreased revenue for certain retailers in
2022. The limits on consumer non-discretionary
cash will become a factor in shaping the next wave
of winners and losers in the industry. Additionally,
we are likely to see a disparity between small and
large businesses’ ability to weather high inflation,
supply chain issues and increasing wages. In order
to fund additional expenses caused by these
factors, many small retailers have had to increase
their borrowings from lenders, now that PPP loans
are no longer available. These smaller retailers will
be more susceptible to financial distress if their
liquidity shrinks as interest rates rise.

Nevertheless, we expect retail bankruptcy filings
to remain low in the first half of 2022, as long as
lenders maintain flexibility and interest rates stay
relatively low, even as the Federal Reserve has
begun to raise interest rates this year. Retailers will
continue to need physical space to fulfill online
orders. Savvy retailers will reimagine brick-and-
mortar spaces to attract new customers and
entice existing online customers to visit physical
stores. This will likely result in new store openings
matching or exceeding store closures again in the
first half of 2022.



https://insights.bdo.com/cfo-survey-retail-innovating
https://insights.bdo.com/cfo-survey-retail-innovating
https://insights.bdo.com/cfo-survey-retail-innovating

People who know Retail, know BDO.
www.bdo.com/retail

For more information, contact:

DAVID BERLINER
New York
212-885-8347 / dberliner@bdo.com

NATALIE KOTLYAR
New York
212-885-8035 / nkotlyar@bdo.com

ABOUT BDO'S RETAIL & CONSUMER PRODUCTS PRACTICE

BDO has been a valued business advisor to retail and consumer products companies for more than 100 years. The firm works with a wide variety of clients across the
traditional retail, consumer product and e-commerce sectors, ranging from multinational Fortune 500 corporations to emerging businesses, on myriad accounting, tax and
advisory issues.

ABOUT BDO

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, and advisory services to a wide range of publicly traded and privately
held companies. For more than 100 years, BDO has provided quality service through the active involvement of experienced and committed professionals. The firm serves
clients through more than 70 offices and over 800 independent alliance firm locations nationwide. As an independent Member Firm of BDO International Limited, BDO
serves multi-national clients through a global network of more than 97,000 people working out of more than 1,700 offices across 167 countries and territories.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the
international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms. For more information
please visit: www.bdo.com.

Restructuring and turnaround services within the United States are offered through BDO Consulting Group, LLC, a separate legal entity and affiliated company of BDO
USA, LLP, a Delaware limited liability partnership and national professional services firm. Certain restructuring and turnaround services may not be available to attest
clients of BDO USA under the rules and regulations of public accounting.

Material discussed in this publication is meant to provide general information and should not be acted on without professional advice tailored to your needs.

© 2022 BDO USA, LLP. All rights reserved.
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