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Retail Bankruptcy and Store Openings
and Closings Update

The first half of 2022 saw the lowest number of retail
bankruptcies in at least 12 years, according to S&P Global
Market Intelligence. There were only three major retail filings in
the first half of 2022. All three were filed by retailers that do not
sell their products from their own brick-and-mortar stores. The
infusion of government stimulus money provided to retailers
and consumers in 2020 and 2021 resulted in relatively few retail
bankruptcy filings in 2021, and this trend continued into the first
half of 2022.

BANKRUPTCY UPDATE
Retailers that filed for bankruptcy in the 1st half of 2022

Company Filing Date Bankruptcy Strategy / Result
o Revlon, Inc. 06/16/22 Health and Reorganization
N Beauty
Cherry Man 03/18/22 Homefurnishing  Seeking sale of assets to Generation Holdings, Inc. for $1.2 million
Industries Inc. and a sharing agreement for remaining inventory.
o BHCosmetics 01/18/22 Health and The company sold its IP assets for $4.3 million to a stalking-horse
il Holdings LLC Beauty bidder after failing to attract competing bids. The court approved

dismissal over the US Trustee's objection. Debtor's estate expects full
repayment of all administrative costs other than professional fees
and no distribution to unsecured creditors.

Information sourced from SEC Filings, Bankruptcy
Court Filings, and Company Press Releases.
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In each year from 2017 to 2020, store closures exceeded store openings. Retailers took
on more debt in the latter part of this timeframe, and 2019 saw an uptick in store
closures. This trend only intensified in 2020 when the COVID-19 pandemic hit, thrusting
the most distressed retailers into bankruptcy. Not only did bankrupt retailers close their
doors, but non-bankrupt retailers also sought to right-size their footprint in light of
economic uncertainty. Then, in 2021, there were less than 5,000 store closings and store
openings exceeded closings for the first time since 2016.

As of early August 2022, U.S. retailers have announced 4,432 store openings, and 1,954
store closings, resulting in a net of 2,478 openings, the largest number of openings in
the past five years, according to Coresight Research.

STORE OPENINGS AND CLOSINGS BY YEAR

2018 2019 2020 2021

Openings 5,097 3,748 4,689 3,300 5,048 4,432

Closings 8,069 5,705 9,832 8,736 4,975 1,954

Net Openings -5,143

Source: Coresight Research
*As of August 2, 2022

2022 store openings are concentrated in the discount, dollar and off-price retail
segments, including brands like Five Below, Family Dollar, Dollar General, TJX,
Burlington, and Ross Stores. Discount stores offer better value — a priority for
consumers in periods of high inflation. Automotive parts retailers, such as O'Reilly and
Advanced Auto Parts, also saw many openings. As the price of cars increased sharply in
2021, and supply chain issues limited the availability of new vehicles, many consumers
opted to repair their vehicles rather than purchase a new one.

Digitally native retailers also opened many stores, as they sought new physical space.
According to CBRE, the availability of retail space hit a 10-year low in the second
quarter, likely due to less new construction. Store closings were concentrated in
footwear and apparel and are primarily related to ongoing rightsizing within the
industry, but the numbers aren't extensive.

Discount stores offer better
value — a priority for consumers
in periods of high inflation.
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Macroeconomic Backdrop & Risk of Recession

Now that government aid packages have ended and retailers face new economic challenges, some are struggling. There are mixed
perspectives on whether America is headed toward, already in, or positioned to avoid a recession. Consider the following positive and

negative economic indicators:
@ tHeBAD

G THE GOOD

» Employers added 315,000 jobs in August, 528,000 jobs » The U. S. economy shrank in the second quarter of 2022, for

in July and 398,000 jobs in June'. The August increase
continued a 20-month streak of gains that has added more
than 3 million jobs so far in 2022, more than recovering the
nearly 22 million jobs lost at the onset of the pandemic!

Unemployment has drastically plummeted since April 2020
when it reached 14.7%. The unemployment rate stood

at 3.7% in August, due to 750,000 people entering the
workforce. This is slightly above July’s 3.5% unemployment
rate and slightly above the 50-year pre-pandemic low of
3.5% seen in January 2020'.

Retail sales in July rose 0.7% month-over-month, excluding
gasoline and auto sales. Including all categories, retail sales
in July 2022 increased 10.3% from July 2021 and were
unchanged from June 2022°.

The National Retail Federation expects 2022 retail sales will
grow between 6% and 8% compared to 2021.

a second straight quarter, with a 0.9% annualized rate of
decline in the gross domestic product, following a 1.6% drop
in the first quarter’.

The Consumer Price Index increased 8.5% in July year-over-
year, though down from 9.1% in June' (the largest increase
since 1981) due to falling gas prices.

Average U.S. gasoline prices exceeded $5 per gallon in
June, although the price dropped to an average of less than
$4 nationwide in late August’. This is still well above the
average in recent years.

Electricity prices rose 1.6% and were up 15.2% from a year
ago. The energy index rose 32.9% from a year ago'.

The Federal Reserve raised interest rates three-quarters of a
percentage point in both June and July, its most aggressive
increase since 1994, with more increases likely to come.

Existing home sales fell 5.9% to 4.81 million units at the
annual rate in July, declining for the sixth straight month to
the slowest pace since June 2020°.
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THE FED'S INFLATION & UNEMPLOYMENT MANDATES
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Source: U.S. Bureau of Labor Statistics
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CONSUMER PRICE INDEXES FOR ALL URBAN CONSUMERS (CPI-U)

U.S. city average and selected metropolitan areas, Semiannual average and percent change, 2018 — 2022
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Despite the mixed economic indicators discussed, there are other measures that could indicate

the U.S. is potentially heading toward a recession, including rising household debt, historically
low consumer sentiment and rising retail inventory levels.

Increased
Household Debt
and Decreased
Personal Savings

A major reason that the retail industry
performed well in the first half of 2022
is that consumers were willing to spend
beyond their means. U.S. household
debt increased to a record $16.15 trillion
in the second quarter, according to the
NY Fed. Credit card debt has increased
$100 billion — or 13% — over the past
year, the largest year-over-year increase
in more than 20 years’.

Meanwhile, the personal saving rate

fell to 5.1% in June, the lowest since
August 2009°. With savings dwindling
and credit card payments increasing, it is
likely that consumers will have to curtail
discretionary spending later this year to
make their debt payments.

Consumer Sentiment Dropped to an
All-Time Low

The University of Michigan Consumer Sentiment Index reflects how consumers feel
about their finances and the state of the economy. In June, the index fell to 50.0, its
lowest recorded reading dating back to 1952. While it improved up to 55.1 in August, this
is still very low by historical standards. Additionally, consumer spending and sentiment
usually have a positive correlation, but these metrics have been inversely correlated
since 2021. We expect the drop in consumer sentiment indicates a drop in consumer
spending is on the horizon.

ECONOMIC OUTLOOOK
July 2012 - July 2022
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Low Unemployment
yet Low Labor Force
Participation

Although increases in jobs and very
low unemployment is positive news,
historical comparisons don’t account
for a lower labor force participation
rate”. As the chart to the right shows,
the labor force participation rate
remains below pre-pandemic levels.
Even though low unemployment rates
have historically preceded recessions,
we have not seen an environment with
low unemployment and low labor force
participation. Therefore, unemployment
may or may not be indicative of a
recessionary shift.

CIVILIAN LABOR FORCE PARTICIPATION RATE,
SEASONALLY ADJUSTED
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CIVILIAN UNEMPLOYMENT, SEASONALLY ADJUSTED
August 2002 - August 2022
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Retail Industry Outlook for the Remainder of 2022

Regardless of whether a recession materializes, we expect to see a seasonally-adjusted reduction in consumer discretionary spending
this fall and winter, which will likely hurt retail profitability. Many retailers have already lowered their forecasts for the 2nd half of the
year in anticipation of sluggish sales and reduced profits. Rising interest rates will pose a problem for retailers with high levels of debt

or for those looking to borrow additional funds.

With these factors in mind, we predict the second half of 2022 will see more retail bankruptcies. Store openings will continue to
exceed store closings, but the net number of store openings will not be as great as we've seen in the first half of the year. Discount
retailers, which are performing relatively well in this economy, will continue to open stores, even as other retailers may begin to
struggle. Therefore, we expect 2022 to end with significantly more store openings than closings for the year.

The months ahead will be challenging and uncertain. As retailers navigate the latter half of the year and plan for
2023 amid current economic conditions, we recommend they:

- __.

Firm up
pricing strategy

As inflation remains high, consumers
may soon look to tighten their spending.
Some retailers have already reported
significantly lower levels of customer
traffic and demand. Real-time analytics
can help retailers understand how to
set prices to encourage consumers to
spend while preserving margins.

R
Uk

Optimize their inventory
and supply chain

The Commerce Department reported
inventories were up almost 20% in
June, forcing many retailers to offer
steep discounts on excess inventory and
cancel orders with suppliers. Now is
the time to rethink supply chain
strategies rather than relying on
just-in-case ordering. Retailers should
scenario plan to prepare for potential
future supply chain disruptions. Also
consider conducting a risk assessment
of current suppliers and potentially
incorporating back up suppliers into
the chain.

x¥x
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Think critically about
store openings

As retail store openings outpace store
closings, retailers should align store
opening plans with a comprehensive
brick-and-mortar strategy. Consumers
may have been eager to get back to
shopping in-store since 2021, but

now they are looking to cut back on
spending. Signing a new lease when a
recession is a possibility may be a risk
for certain retailers. As we've seen,
discount retailers and dollar stores
may be wise to open more stores with
shorter-term leases, as consumers will
turn to this category in a recession.

Endnotes

Bureau of Labor Statistics
Commerce Department

AAA

National Association of Realtors
LendingTree

Federal Reserve Bank of St. Louis
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of Labor Statistics.

Labor force participation rate is the percentage of the civilian noninstitutional population 16 years and older that is working or actively looking for work by the Bureau
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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 USA

At BDO, our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable outcomes — for our people, our clients and our
communities. Across the U.S., and in over 160 countries through our global organization, BDO professionals provide assurance, tax and advisory services for a diverse range
of clients.

BDO is the brand name for the BDO network and for each of the BDO Member Firms. 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. 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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