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2023 was a year of economic growth, job creation,
low unemployment, and easing inflation.

These factors contributed to strong 2023 retail holiday sales.
Some of the key issues that challenged the retail industry in
2022, such as supply chain slowdowns and excess inventory,
subsided in 2023. Despite the easing of these challenges, 2023
was also a year marked by cautious consumers who searched
for discounts and focused their spending on essential goods
over discretionary purchases, battling both high prices and high
interest rates.

Price-conscious consumers contributed to the continued success
of dollar stores and discounters, while some discretionary
retailers suffered. Going into 2024, historically high consumer
debt may handcuff consumer spending. BDO's Spring 2024
Retail in the Red Report examines 2023 retail bankruptcy

filings, store openings and closings, and macroeconomic data,
and provides our predictions for the retail industry in 2024.

Retail Bankruptcy Update

Retail bankruptcies picked up in 2023, with 10 new filings in the second half, plus the filing of an Assignment for the Benefit of Creditors
(ABC) by the online apparel retailer Zulily, resulting in a total of 24 filings (including the ABC) for the year. This is a marked increase from
the past two years and more in line with the number of annual filings seen prior to the pandemic.

Retail Bankruptcies According to BDO's Retail in the Red*

Totals
2023 24
2022 5
2021 12
2020 35
2019 21

o January 1through June 30 [ ] July 1through December 31 ® ABC Filing



4TH QUARTER

3RD QUARTER

Retailers That Filed for Bankruptcy in the Second Half of 2023
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Compan filine Description Bankruptcy Strate e U SEEEEaG] Clozrr’:
pany Data P Pty 8 or Latest Intent Petition Date
Announced
Zigi USA 12/31/23  Footwear TBD TBD 0 0
$65.8 million sale to stalking
Baby Care . . .
Hello Bello 10/23/23 Asset sale horse bidder, Hildred Capital 0 0
Products/Apparel -
Management affiliate.
Approval to sell eCommerce
assets to Karat Home Inc
Z Gallerie 10/16/23  Homefurnishings ~ Asset sale for $7.2 million. Wind down 21 21
operating store and liquidate
inventory.
Sold Elixir pharmacy benefit
Dual sale processes .
. . management business to
for retail business and Medlmpact for $567.5 million
Rite Aid 10/15/23  Pharmacy the Elixir pharmacy mpa ! ' 2,100 425
. . Retail business to be sold
services business; close . . o
either to Lenders via credit bid
400 stores. )
or by auction.
Working with Hilco
Wind d busi
Shift Technologies ~ 10/09/23  Automotive " ) O.W” usiness Streambank to auction various 2 2
and liquidate assets.
IP assets.
Sold assets to stalking horse
Noble H H
© 'e . ouse Home 09/11/23  Homefurnishings  Asset sale bidder and DIP financing lender 1 0
Furnishings .
GigaCloud Technology.
Sold online retail business to
Soft Surroundings Coldwater Creek to continue
(Triad Catalog 09/10/23  Apparel Asset sale as going concern and brick- 44 44
Company) and-mortar operations will be
liquidated.
Complete wind-down
and allow it's lender to
C ted to Chapter 7
Off Lease Only 09/07/23  Automotive collect proceeds from .on.ver _e o hapter 6 6
. . liquidation.
vehicles securing a
credit facility.
Stalking horse bid for assets
The Mitchell Asset sal jected and DIP lend lled
¢ Mitche 09/06/23 Homefurnishings e oo rejectediand U fenders pute 30 30
Gold Co and liquidation support. Converted to Chapter
7.
Confirmed plan of
Benitago 08/30/23 ECommerce Asset sale reorganization providing debt 0 0
for equity exchange.
Information sourced from SEC Filings, Bankruptcy Court Filings, Company Press Releases, and Debtwire 2,204 528

Stores numbers are closest approximations

*Includes 24 retail stores and 6 outlet stores; excludes 38 virtual stores.
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Companies that filed for bankruptcy in the second half of 2023
included one retail pharmacy giant (Rite Aid), and various

small retailers, including eCommerce and direct-to-consumer
retailers (Benitago and Hello Bello), two automotive companies
(Shift Technologies and Off Lease Only), and discretionary
retailers selling home furnishings and apparel. The online
apparel retailer Zulily commenced an ABC in December 2023
to wind down its operations, including the sale of $85 million of
inventory and fixed assets located in two 775,000 square feet
fulfillment centers.

The increase in bankruptcy filings in 2023 is likely due to
several factors, including high interest rates, higher operational
costs due to inflation, and the tightening of discretionary
spending by consumers, resulting in a reduced ability for
distressed retailers to obtain financing.

The outcome of retail bankruptcy filings between liquidations,
sales, and reorganizations in 2023, as a percentage of total
bankruptcies, also closely resembled the mix of bankruptcy
outcomes seen pre-pandemic. In 2020 and 2021, we saw a
trend toward reorganizations, whereas in 2022, there was a
spike in liquidations. Retailers were more likely to reorganize
prior to 2022 while interest rates were still low and lenders
provided leeway. Times were less forgiving in 2022, with interest
rates rising quickly and retailers facing huge amounts of excess
inventory, leading to a preponderance of liquidations.

In 2023, we saw a return to the 2019 distribution of bankruptcy
outcomes, as supply chain and macroeconomic headwinds
shifted. It is notable that with present interest rates much higher
than in 2019 — a condition that would normally contribute

to an increase in liquidations — we are not seeing more
liquidations. This a trend we will continue to watch closely.

Outcome of Retail Bankruptcy Filings in BDO Retail in the Red Reports

(as a percentage of total bankruptcies for that year)

43%

43% 29% || 43% | 29% 25% §133%

42%

37% § 42%

20% @ 20%

2019 2020 2021 2022 2023
. Liquidations/ABC . Going Concern Sale () Reorganizations ‘ To Be Determined
Outcome of Retail Bankruptcy Filings in BDO Retail in the Red Reports
2023 2022 2021 2020 2019 Total
Liquidation / ABC 9 3 3 10 9 33
Going Concern Sale 10 1 4 15 9 38
Reorganization 4 1 5 10 3 23
To Be Determined 0 0 0 0 2
TOTAL 24 5 12 35 21 97
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Store Openings and Closings Update

Except for Rite Aid, bankruptcies in the second half of 2023 did not result in many store closings. Net closings substantially exceeded
store openings through 2020. However, since 2021, net store openings have exceeded closings, as shown in the following graph:

2017 2018 2019 2020 2021 2022 2023

4,689 3,300 5,048

-5,143 -5,436

9,832 8,736 4,975

o Openings
. Closings
. Difference

Source: Coresight Research
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Most store openings are by dollar

and discount stores. Price-conscious
consumers continue to be drawn in
by low-price essential goods and
groceries. For example, Dollar General
has announced 800 new stores slated
for 2024. Additionally, convenience
store counts have also grown,
increasing by 1.5% in 2023 from

the prior year (2024 NACS/NIQ
Convenience Industry Store Count).

There was a net opening of
approximately 2 million square feet

of retail space in 2023, but there was
also an estimated 10% reduction in the
average store size. An estimated 88.0
million square feet of retail space closed,
with an average store size of 17,921
square feet, while 90.1 million square
feet of new retail space opened, with
an average store size of 16,136 square
feet (Coresight Research). According
to CoStar Group, store sizes by square
footage are the smallest they've been
in at least 17 years. Shrinking physical
store square footage is tantamount

to store closings as retailers replace
large-format stores with small-format
stores. Additionally, some traditionally
mall-based retailers are shifting to
neighborhood strip centers to take
advantage of high-traffic locations
with lower rent costs.

Macy's has closed 80 department
stores since February 2020 and
recently announced an additional
150 will close over the next 3 years.
Since February 2020 it has opened
a dozen small-format stores that
are 30,000 to 50,000 square feet
(one-fifth the size of Macy's mall
locations) and plans to add an
additional 30 locations by the end
of 2025.

Recent retailer store announcements include:

Nordstrom announced plans to
open 23 Nordstrom Rack stores,
in mostly suburban markets,
through spring 2025, with
locations ranging from 23,000
to 36,000 square feet.

Walmart announced a 5-year plan
by 2029 to convert 150 locations
to new concept stores featuring
improved layouts, expanded
product selections, and new
technology to add to the consumer
shopping experience.

Bath & Body Works plans to
have two-thirds of its stores
outside of malls as part of its
long-term strategy, as off-mall
sales performance exceeded
in-mall stores.

IKEA opened more than 70
new, mostly small-format
stores in 2023.

&

CVS is rationalizing its store base
and plans to close dozens of
pharmacies located within Target
stores in early 2024.

Available rental space is sparse and rents are rising, further
compounding the shift in store footprints and adding to
retailers’ challenges. Vacancies at U.S. shopping centers fell to
5.3% in the fourth quarter, the lowest level since real estate firm
Cushman & Wakefield began tracking the metric in 2007. These
challenges are byproducts of a slowdown in new development
and increased construction costs. From 1999 through 2021, new
construction of retail space averaged more than 100 million
square feet per year. This dropped to 82 million square feet in
2022, and 46 million square feet in 2023 (CoStar — commercial
real estate analytics provider).

Additionally, over the past decade, traditional brick & mortar
retailers have been challenged by the growth of eCommerce,
whose share as a percentage of total retail sales has been above
15% since early 2023 (U.S. Census Bureau) and is forecasted
to grow to close to 25% (Statista). This trend was highlighted
during the 2023 holiday season as online sales grew 6.3%, while
in-person sales were only up 2.2% (Mastercard). As retailers
adapt to service and experience-centered models and inflation
stabilizes, eCommerce strategy continues to be a critical
component of a retailer’s business model alongside rethinking
the physical footprint.



https://www.convenience.org/Media/Daily/2024/Jan/23/1-US-Convenience-Store-Census-Growth_Research#:~:text=The%20U.S.%20convenience%20store%20industry,NIQ%20Convenience%20Industry%20Store%20Count
https://www.convenience.org/Media/Daily/2024/Jan/23/1-US-Convenience-Store-Census-Growth_Research#:~:text=The%20U.S.%20convenience%20store%20industry,NIQ%20Convenience%20Industry%20Store%20Count
https://chainstoreage.com/discount-retailers-fuel-store-openings-2024#:~:text=As%20of%20Jan.,the%20year%2Dto%2Ddate.&text=Looking%20back%20at%202023%2C%20major,size%20of%2016%2C136%20square%20feet
https://www.wsj.com/real-estate/commercial/the-american-store-is-shrinking-7603e979
https://cw-gbl-gws-prod.azureedge.net/-/media/cw/marketbeat-pdfs/2023/q4/us-reports/retail/us_retail_marketbeat_q4_2023.pdf?rev=f2df4974aa52420f92f101436fed6537
https://chainstoreage.com/sparse-space-high-rents-will-continue-plague-retailers-2024#:~:text=Since%201999%2C%20new%20construction%20of,to%2046%20million%20square%20feet
https://chainstoreage.com/sparse-space-high-rents-will-continue-plague-retailers-2024#:~:text=Since%201999%2C%20new%20construction%20of,to%2046%20million%20square%20feet
https://fred.stlouisfed.org/series/ECOMPCTSA
https://www.statista.com/statistics/379112/e-commerce-share-of-retail-sales-in-us/#:~:text=In%202023%2C%20e%2Dcommerce%20comprised,approximately%2020.6%20percent%20by%202027
https://www.mastercard.com/news/press/2023/december/mastercard-spendingpulse-u-s-retail-sales-grew-3-1-this-holiday-season/
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Profitability Negatively Impacted in 2023

Based on the reported financial results for our sample of 13 of the top 40 retailers in the U.S., BDO continues to observe a trend
discussed in our first half of 2023 report: When adjusted for inflation, retail sales have been relatively weak. Retailers reporting sales
increases primarily sold essential or discount goods, while those that reported a decline primarily sold discretionary products.

The chart below shows the year-over-year (YOY) revenue percent change for the first three quarters of 2023 and comp store sales
percent change for the third quarter for the same sample of the top 40 retailers in the U.S.

2023 Year-Over-Year Revenue Percent Change and Comp Store Sales

Q1YOY REV Q2YOY REV Q3 YOY REV STQOBRE(gZILPES
CHANGE CHANGE CHANGE YOY CHANGE
Pharmacy 1% 10% 1% 9%
Off-price apparel / Home Goods 3% 8% 9% 6%
Discounter - Apparel/Home 4% 8% 8% 5%
Sporting Goods 5% 4% 3% 2%
Discounter 7% 4% 2% (1.3%)
Home Improvement (4.2%) (2.0%) (3.0%) (31%)
Supercenter 1% (4.9%) (4.2%) (4.9%)
Supercenter 8% 6% (5.0%) 2%
Department Store (3.9%) (4.7%) (5.2%) (5.5%)
Apparel (5.8%) (8.0%) (6.7%) 5%
Electronics (111%) (7.2%) (7.8%) (6.9%)
Department Store (7.0%) (9.5%) (7.8%) (7.0%)
Home Improvement (5.5%) (9.2%) (12.8%) (7.4%)

Retailers leveraged on discounting and flexible payment plans to entice consumers to buy during the 2023 holiday season. The sample
data shown above illustrates that consumers continue to focus more on price, as discount retailers, dollar stores, and mass merchants
are generally performing better than specialty stores and department stores. Struggling retailers mainly cited reduced big-ticket and
discretionary purchases as the causes of their year-over-year declining performance.

More than half of our sample of retailers continued to underperform in the third quarter versus the first and second quarters. The high
discounting during the holidays and anticipated returns in January 2024 are expected to result in marginal fourth quarter financial results
for many retailers.


https://www.bdo.com/insights/industries/retail-consumer-products/retail-in-the-red-1h-2023
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Macroeconomic Update: The Pendulum
Swings in a Positive Direction

It appears that the Fed has managed a soft landing to lower inflation without a resulting recession. Pandemic related supply chain
issues and a temporary drop in the size of the labor force seem to have contributed to high inflation. Now, it appears those issues will be
mostly resolved. Consumers were able to keep spending by relying on savings or borrowing during the past couple of years.

Data Indicative of Soft Landing

» The U.S. GDP grew at a seasonally and inflation-adjusted annual rate of 3.3% in the 4th
quarter, and 3.1% over the past year, up from less than 1% in 2022 and faster than any of the
five years preceding the pandemic, according to the Bureau of Economic Analysis.

» U.S. employers added nearly half a million jobs in Q4 2023 and 3.1 million jobs in 2023.
There were 353,000 preliminary new jobs in January, on top of 515,000 jobs added in
December and November, and a very low unemployment rate of 3.7%, staying below 4%
for nearly 2 years, the longest such stretch since the 1960s (Bureau of Labor Statistics).

» The Consumer Price Index rose to 3:1% for the 12 months ending in January 2024,
whereas at the beginning of 2023 the CP| was 6.4%, after peaking at 9.1% in June 2022
(Labor Department).

> U.S. retail and food services sales were up a seasonally adjusted 5.6% in December
from a year earlier and holiday sales beat expectations (The Commerce
Department and NRF). Consumers spent $222.1 billion online from November
1 through December 31, up 4.9% year-over-year, which set a record for
holiday eCommerce (Adobe Analytics).

» The Conference Board Consumer Confidence Index rose

for a third straight month, to 114.8 in January, the highest
level since Dec. 2021.



https://www.bea.gov/news/2024/gross-domestic-product-fourth-quarter-and-year-2023-advance-estimate
https://www.bls.gov/news.release/pdf/empsit.pdf
https://www.bls.gov/news.release/cpi.nr0.htm
https://www.reuters.com/business/retail-consumer/us-holiday-sales-rise-38-2023-nrf-2024-01-17/#:~:text=Holiday%20sales%20across%20both%20brick,%24957.3%20billion%20to%20%24966.6%20billion
https://www.reuters.com/business/retail-consumer/us-holiday-sales-rise-38-2023-nrf-2024-01-17/#:~:text=Holiday%20sales%20across%20both%20brick,%24957.3%20billion%20to%20%24966.6%20billion
https://news.adobe.com/news/news-details/2024/Media-Alert-Adobe-Holiday-Shopping-Season-Drove-a-Record-222.1-Billion-Online/default.aspx
https://www.conference-board.org/topics/consumer-confidence#:~:text=Index%20Hits%20Two%2DYear%20High,the%20third%20straight%20monthly%20increase



https://www.newyorkfed.org/microeconomics/hhdc.html
https://news.adobe.com/news/news-details/2024/Media-Alert-Adobe-Holiday-Shopping-Season-Drove-a-Record-222.1-Billion-Online/default.aspx
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What Retailers Can do to Avoid Competing on Price

In 2024, retailers may feel pressure to lower prices to entice customers to purchase. This could contribute to further margin erosion and
harm profitability. Here are some ways retailers can boost customer engagement, without sacrificing profit:

Redesign loyalty programs: Retailers should
evaluate their existing loyalty programs and
consider what changes to make to stand out
among the competition. Adding loyalty tiers, whether
based on total spend or a subscription membership, is one way
to entice customers to make repeat purchases and increase a
customer’s per-order spend. These programs allow retailers to
offer special perks to customers, including exclusive offers and
benefits. Members only access to new or exclusive merchandise,
free returns, or cash-back offers and coupons can be crucial to
incentivizing cash-strapped consumers.

Rethink the in-store experience: In the age of the
digital consumer, retailers should not neglect their
brick-and-mortar stores. According to a survey from
First Insight, 71% of consumers reported typically
spending more than $50 when shopping in-store, compared to
just 54% that said they spend more than $50 when shopping
online. By getting customers in-store, there is an opportunity

to sell more. Customers may be tempted to impulse buy,
salespeople can cross-sell or upsell, and the likelihood of a return
declines. In-store experiences can be improved by remodeling
stores and using data and technology to create efficiencies. For
example, technology such as mobile checkout can help lines

at brick-and-mortar stores move quicker. To get customers to
choose their store over a competitor, or over online shopping,
retailers will need to offer a unique, exciting, and stress-free
store experience to get customers to make return trips.

Invest in Al: Al can help retailers optimize their costs
and improve operations. BDO's recently released
2024 Retail CFO Outlook Survey found that 48%
of retail CFOs plan to leverage automation and Al
for their cost optimization strategies. Areas where Al can help
retailers include:

> Pricing & discounting: Al can provide retailers with the
insights they need to inform their pricing strategies. By
modifying prices in real time to reflect demand, Al can
help retailers reduce discounting and improve their cost
optimization strategies.

> Lease analysis & exploring relocation options: Al can
develop more efficient lease analysis so retailers can make
better decisions about store footprints, including moving out
of major malls to neighborhood storefronts. This can help
retailers get closer to target consumers, particularly as many
customers now work from home and no longer commute
every day.

> Prioritizing supply chain improvements: Al can increase
warehouse efficiencies and improve inventory management.
Retailers can also leverage predictive analytics to identify
what SKUs are likely to perform well. This can result in fewer
returned items and less need to discount excess inventory.


https://www.firstinsight.com/press-coverage/survey-71-of-shoppers-spend-more-in-store-than-online#:~:text=New%20York%20%E2%80%93%20Men%20and%20women,new%20report%20by%20First%20Insight.
https://insights.bdo.com/2024-BDO-Retail-CFO-Outlook-Survey.html
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Retail Outlook for 2024

Consumers were able to rely on savings and borrowing to continue spending in 2023. Despite
a strong job market and robust wage growth, consumer debt has reached an all-time high and
credit card delinquency rates have spiked in 2023. The financial stress of credit delinquency,
particularly on younger and lower-income consumers, could cause consumer spending to slow.

In addition, geopolitical conflict, a historically large U.S. budget deficit, and a closely fought
presidential election all contribute to broader uncertainty. These phenomena could impact
consumer behavior and the fortunes of retailers.

As consumers continue to be cautious about discretionary spending, we expect the number
of retail bankruptcy filings in 2024 will be close to — but probably won't exceed — the
number of filings in 2023. It is also likely that we will continue to see average U.S. store
size shrink as consumers are drawn to smaller, off-mall stores that offer personalized and
omnichannel experiences.

Overall, we expect consumers in 2024 to be mindful of their costs and spending.
Retailers will need to adapt their businesses to a climate of slower growth by
focusing on marketing and clearly demonstrating the value they bring to
customers who choose to shop with them.

See how BDO has helped retailers in
distress by exploring our case study portfolio.

DOWNLOAD »




People who know Retail, know BDO.
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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 ecommerce sectors, ranging from multinational Fortune 500 corporations to emerging businesses, on myriad accounting, tax and
advisory issues.

ABOUT BDO USA

Our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable outcomes and value for our people, our clients and our
communities. BDO is proud to be an ESOP company, reflecting a culture that puts people first. BDO professionals provide assurance, tax and advisory services for a diverse
range of clients across the U.S. and in over 160 countries through our global organization.

BDO is the brand name for the BDO network and for each of the BDO Member Firms. BDO USA, P.C., a Virginia professional corporation, 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. For more information, please
visit: www.bdo.com.
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LEGAL DISCLAIMER

Turnaround and restructuring services as well as operational value creation services within the United States are offered through BDO Consulting Group, LLC, a separate
legal entity and affiliated company of BDO USA, P.C., a Virginia professional corporation. Certain restructuring and turnaround services may not be available to attest
clients of BDO USA under the rules and regulations of public accounting.
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