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SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT
OF PIER 1 IMPORTS, INC., PIER 1 ASSETS, INC., PIER 1 LICENSING, INC.,
PIER 1 HOLDINGS, INC., PIER 1 SERVICES COMPANY, PIER 1 IMPORTS
(U.S.), INC., PIR TRADING, INC. AND PIER 1 VALUE SERVICES, LLC
APPLICATION OF PIER 1 IMPORTS, INC. UNDER SECTION 46 OF THE
COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 1985 c. C-36, AS
AMENDED

APPLICANT

AFFIDAVIT OF ROBERT J. RIESBECK

(Sworn February 18, 2020)
I, Robert J. Riesbeck, of the City of Indianapolis, in the State of Indiana, MAKE OATH

AND SAY:

1. I am the Chief Executive Officer of Pier 1 Imports, Inc. (“Pier 1 Imports”) and have served
in that role since November 4, 2019. | am also the Chief Financial Officer of Pier 1 Imports and
have served in that role since July 2019. As such, I have personal knowledge of the matters deposed
to in this affidavit. Where I have relied on other sources for information, I have specifically referred
to such sources and believe them to be true. In preparing this affidavit, | have consulted with legal,
financial and other advisors to the Chapter 11 Debtors (as defined below) and other members of

the senior management team of the Chapter 11 Debtors.
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2. I swear this affidavit in support of an application by Pier 1 Imports in its capacity as foreign
representative (in such capacity, the “Foreign Representative”) of itself and the seven other
debtors in possession® that recently filed voluntary petitions for relief pursuant to Chapter 11 of
the U.S. Bankruptcy Code (the “Chapter 11 Debtors” or “Pier 1”) for, among other things, the

following relief:

@) recognizing the cases commenced by the Chapter 11 Debtors in the United States
(the “Chapter 11 Cases”) as foreign main proceedings under Part IV of the

Companies’ Creditors Arrangement Act, RSC 1985 ¢ C-36 (the “CCAA™);

@) recognizing certain First Day Orders (as defined below);

(b) appointing Alvarez & Marsal Canada Inc. (“A&M”) as Information Officer in

respect of these proceedings; and

(© granting the Administration Charge, the DIP Charge, and the Directors’ Charge

(each as defined below).

3. The Foreign Representative currently anticipates that it will be seeking the relief set out
above in stages. The Foreign Representative expects that at the initial hearing in this application,
it will seek an Initial Recognition Order and a Supplemental Order recognizing the Chapter 11
Cases as foreign main proceedings and appointing Pier 1 Imports as the foreign representative of
the Chapter 11 Debtors, granting a stay of proceedings, appointing the Information Officer, and

granting the Administration Charge. The Foreign Representative expects that it will return to Court

1 In addition to Pier 1 Imports, the other seven Chapter 11 Debtors are Pier 1 Services Company, Pier 1 Assets,
Inc., Pier 1 Licensing, Inc., Pier 1 Holdings, Inc., Pier 1 Imports (U.S.), Inc., PIR Trading, Inc., and Pier 1 Value
Services, LLC.
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on an urgent basis to seek the balance of the relief set out above, including the DIP Charge, the
Directors’ Charge, and recognition of certain First Day Orders. This affidavit provides evidence

in support of all of the relief that the Foreign Representative will be seeking.

4. Unless otherwise indicated, all monetary amounts in this affidavit are in U.S. dollars.
5. This affidavit is organized into the following sections:

A, BACKOIOUNG .....c.eioiicee ettt e s te e teane e sre e teanaessaesaeeneennens 4
B.  THE BUSINESS ...ttt sttt sttt b e bt et e st sb e e e st e be et e nneenbeenteanes 7
@) OVEIVIBW ...ttt ettt b et b et e e st e e b e bt et e sbe et e eneesbeenbeeneenneas 7
(b) The Chapter 11 DeDIOrS ......cvciieiie ettt sreene e 9
(©) Financial Position of the Chapter 11 DebtorsS.........coccevieiiiiinieii e 10
(1) AASSBES .ttt Rt bRt Ee et bt e b b e ne e nreenteenes 11

(i) LHADIIITIES et e 11

(i) StOCKNOIAEr™S EQUILY...ccoviiieiiiieiieeie e e 12

(AT R = 1 11100 USSP 12

(d) R (0] (1SS 12
(e) EMPIOYEES ...ttt ettt et re e nres 14
(F) Pension and Benefit PIANS..........couo i 17
(9) Merchandise, Logistics, and ProCUreMENt ...........cccoovueiieieeieseere e esee e sie e 20
(h) Customer Programs and Gift Cards..........cccoveieiieeiieiesie e 23
(i) Canadian Cash Management SYSTEM..........cooiiiiiiiiiiiie e 23
(1) Integration of Canadian Operations With U.S...........cccoooiieieiieiiee e 28
C. Prepetition Capital Structure and INdebtednEsS .........ccvevverieiieresie e 29
@) ABL Credit FACHILY ..o 29
(b) Term Loan FaCility .....ccooivee et 30
(©) Industrial REVENUE BONAS ..........couviiiiieieciesee e 30
(d) Company-Owned Life INSUFANCE..........c.oiiiiiiieiieriece e 31
(e) Canadian Trade DEDt .........ccuoiiiiiiieirce et 31
(F)  PPSA SEAICNES.....ccuiiiiieiieie ettt ettt te e e s esteestesreesteentesseenreaneennes 32
D, RECENT EVENIS.. ..o sbn e nne e 32

E. Restructuring Efforts and Path FOrward .............ccccovveieiienicc e 34
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@ Ongoing operational reStIUCTUNING .......cveiieieeieciere s se e, 34
(b) Exploration of Strategic Alternatives and Sales Process.........cccccevveviiiiiesiieeninnn, 35
(c) Plan Support Agreement, Bidding Procedures and Chapter 11 Plan........................ 37
Urgent Need for Relief in Canada ..........ccccvevviieiieieee e 38
G. REHET SOUGNT ...ttt b et nre e enes 39
@) Recognition of Foreign Main Proceedings ..........cocuvvriieienieneeienis e 39
(b) Appointment of Information Officer and Administration Charge............ccccceevenen. 39
(©) D] (1o (o ES R O o o TSRO PURRUROPRPRPPR 40
(d) Recognition Of First DAy OF0erS........ccoiieiiiiiiieie et 41
(e) INEEFIM DIP OFAEI ...ttt e e esaeeneenreas 49
Interim Store CloSiNg Sale OFUer..........oiiiiiiieiiee et 53
(1) STOre ClOSING SAIES .....ooiueeiieiie ettt 54
(i) THE CONSUIANT......cviieeiieie ettt e e e eeenes 55
(iii)  Consulting Agreement and Sale GUIAEIINES ..........coiveriiiiiiieiene e 56
(iv)  Store Closing BONUS PIaN ..........couiiiiiiiii e 61
Proposed NEXt HEANNY ........eiieiireie ettt te et na e sreeeeenes 62
N0 4 PR UPTTR T PPRPRRRRN 62
Background

On February 17, 2020 (the “Petition Date”), each of the Chapter 11 Debtors filed voluntary

petitions for relief (the “Petitions”) pursuant to Chapter 11 of the U.S. Bankruptcy Code with the

United States Bankruptcy Court for the Eastern District of Virginia (the “U.S. Court”).

7.

I am advised that copies of the Petitions will be attached to the affidavit of Graeme Rotrand

(the “Rotrand Affidavit”), an associate at Osler, Hoskin & Harcourt LLP (*Osler”), Canadian

counsel to the Chapter 11 Debtors, and will be provided to the Court at or before the hearing of

this application.
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8. The Chapter 11 Debtors have also filed several first day motions with the U.S. Court,
including the following (collectively, the “First Day Motions”, all of which are defined separately

below):

@) Foreign Representative Motion;

(b) Joint Administration Motion;

(©) Case Management Motion;

(d) Creditor Matrix / SOFA Extension Motion;

(e) Motion to Expedite Hearing;

()] Cash Management Motion;

(9) Wages Motion;

(h) Insurance Motion;

Q) Lienholders Motion;

(), Utilities Motion;

(k) Customer Programs Motion;

() Taxes Motion;

(m)  Sell-Down Motion;

(n) Claims Agent Retention Motion;



(o) NOL Motion;

(p)  Store Closing Motion;

(6)) Lease Rejection Motion;

(9] DIP Motion; and

(s) Bid Procedures Motion.

9. I understand that copies of the First Day Motions will be attached to the Rotrand Affidavit.

10.  The Chapter 11 Debtors will be seeking recognition orders in respect of certain of the First

Day Orders (as defined below) as they are entered by the U.S. Court.

11.  Capitalized terms used but not defined herein shall have the meanings set forth in my
declaration sworn February 17, 2020 and filed with the U.S. Court in support of the First Day

Motions, a copy of which is attached as Exhibit A (the “First Day Declaration”).

12.  The First Day Declaration provides a comprehensive overview of the Chapter 11 Debtors
and the events leading up to the commencement of the Chapter 11 Cases. Consequently, this
affidavit provides a more general overview of the Chapter 11 Debtors and focuses on providing
this Honourable Court with information to support the finding of the centre of main interest
(“COMI”) for each of the Chapter 11 Debtors and to support the request for recognition of the
Chapter 11 Cases as a “foreign main proceeding”, the recognition of certain of the First Day
Orders, and the granting of the Administration Charge, the Directors’ Charge, and the DIP Charge.
I am not aware of any foreign insolvency proceedings involving the Chapter 11 Debtors other than

the Chapter 11 Cases.



B. The Business

(@) Overview

13. Pier 1 is a leading retailer of unique home décor and accessories, including furniture,
candles, housewares, gifts, and seasonal products. It is headquartered in Fort Worth, Texas and
operates 923 retail stores across the United States and Canada as well as an online store. Pier 1 has
approximately 17,000 non-seasonal employees in the United States and Canada. Pier 1 had
approximately $1.6 billion in net sales and negative $136.7 million of EBITDA in the fiscal year

ending March 2, 2019.

14. In addition to operating its own retail channel in the United States and Canada, Pier 1
supplies Grupo Sanborns, S.A.B. de C.V. (“Grupo Sanborns”) with merchandise. Grupo
Sanborns operates a “store within a store” format for Pier 1 merchandise at 61 locations in Mexico,

1 location in El Salvador, and online at Claroshop.com.

15. Pier 1 does not maintain any separate Canadian legal entity for its Canadian operations.
Pier 1 Imports (U.S.), Inc. (“Pier 1 Retail”) holds the leases for and operates all of Pier 1’s retail
stores and employs all Pier 1 employees in Canada. Its Canadian operations are a Canadian branch
of Pier 1 Retail for tax purposes (the “Canadian Branch”). Pier 1 Retail’s Canadian operations
are fully integrated with and entirely dependent on Pier 1’s U.S. operations. Among other things,
all inventory procurement and logistics functions for Pier 1 Retail, including for the Canadian
Branch, are provided by Pier 1 Services Company (“Pier 1 Services”) from Pier 1’s headquarters

in Fort Worth, Texas pursuant to a shared services agreement.



-8-

16. Pier 1 has been at the forefront of major home décor and furniture trends since 1962. It
offers customers unique home furnishings and accessories focused on inspiring, fun, colorful,
creative, and out-of-the-ordinary home décor and furniture. And it delivers value to customers by
selling merchandise of similar quality to that of its higher-end competitors but at price points closer

to that of online stores and furniture sections at mass market retailers.

17.  As aresult of a challenging retail environment and certain strategic missteps under past
management, Pier 1 has experienced a decline in its performance, including substantial declines in

revenue, operating losses and net losses, which have resulted in significant liquidity pressures.

18. However, over the past year, Pier 1 has taken comprehensive steps to address the
challenges it faces. Under a new management team with extensive retail experience and
demonstrated ability to quickly design and execute a turnaround business plan, Pier 1 has
implemented an operational restructuring, including a renewed focus on its brand and core group
of purchasers, realignment of its merchandising strategy, and reshaping its far too expansive store

footprint.

19. Pier 1 intends to continue implementing its turnaround plan during the pendency of the
Chapter 11 Cases and these recognition proceedings. Among other things, as a result of an
extensive analysis of the financial performance of each store, Pier 1 management has concluded
that it must close up to 450 stores in any go-forward scenario. As a result, on January 6, 2020, Pier
1 announced that it is in the process of closing up to 450 locations. Subsequently, in conjunction
with its Chapter 11 filing, Pier 1 announced that it intends to close all its Canadian locations by

the end of March 2020 as part of its overall restructuring.
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20. Moreover, the Chapter 11 Debtors have secured the support of 63.8 percent of its Term
Loan Lenders (as defined below) for a process designed to maximize value for the benefit of all
stakeholders and to continue their ongoing operational restructuring. As contemplated in the Plan
Support Agreement and related Bidding Procedures (both as defined below), the Chapter 11
Debtors will continue an ongoing broad marketing effort to seek all manner of bids for their assets.
The Chapter 11 Debtors also intend to file a plan by February 24, 2020 and expect to seek
confirmation of the plan in approximately 66 days. Moreover, the Chapter 11 Debtors have secured
$256 million in debtor in possession financing to ensure they have the liquidity necessary to

finance their restructuring.

(b)  The Chapter 11 Debtors

21. Pier 1 Imports is the ultimate parent company of the Chapter 11 Debtors. It was
incorporated as a Delaware corporation in 1986 and is publicly listed on the New York Stock
Exchange. The other Chapter 11 Debtors described below are all U.S. corporations that operate on

an integrated basis, and are either direct or indirect wholly-owned subsidiaries of Pier 1 Imports:

@ Pier 1 Assets, Inc., a Delaware corporation that does not operate or hold any assets.

It is the sole shareholder of Pier 1 Licensing, Inc.

(b) Pier 1 Licensing, Inc., a Delaware corporation that holds all non-U.S. and non-
Canadian intellectual property of the Chapter 11 Debtors. It is the sole shareholder

of Pier 1 Holdings, Inc. and Pier 1 Retail.

(© Pier 1 Holdings, Inc., a Delaware corporation that acts as the trustee of Pier 1

Services and is also the sole shareholder of Pier 1 Services.



(d)
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(f)
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Pier 1 Services, a Delaware statutory trust that holds all North American intellectual
property for Pier 1, including various patents, trademarks and industrial designs,

and also holds the head office lease and employs all head office employees.

Pier 1 Retail, a Delaware corporation that operates all the Chapter 11 Debtors’ retail
stores in the United States and Canada. It is the sole shareholder of PIR Trading,

Inc. and Pier 1 VValue Services, LLC.

PIR Trading, Inc., a Delaware corporation that supplies merchandise to Grupo

Sanborns.

Pier 1 Value Services, LLC, a Virginia limited liability company established to

issue and service gift cards for the Chapter 11 Debtors.

22. A copy of the Chapter 11 Debtors’ organizational chart is attached hereto as Exhibit B.

(©)

Financial Position of the Chapter 11 Debtors

23.  As a publicly traded company, Pier 1 Imports files quarterly and annual consolidated

financial statements with the Securities and Exchange Commission in the United States. A copy

of the most recent form audited annual report for the fiscal year ended March 2, 2019 is attached

as Exhibit C. In addition, a copy of the most recent form unaudited quarterly report for the fiscal

quarter ended November 30, 2019 is attached as Exhibit D. Certain information contained in the

latest quarterly report is summarized below. Pier 1 does not maintain any separate financial

statements for the Canadian Branch.
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() Assets

24.  As at November 30, 2019, the Chapter 11 Debtors had consolidated total assets of
approximately $1.15 billion. This included current assets of approximately $426.59 million and

non-current assets of approximately $723.65 million.

25.  As at November 30, 2019, the book value of the Chapter 11 Debtors’ current assets

consisted of the following:

@ Cash and cash equivalents: $11.08 million;

(b) Accounts receivable (net): $36.49 million;

(© Inventories: $328.92 million; and

(d) Prepaid expenses and other current assets: $50.1 million.

26.  As at November 30, 2019, the book value of the Chapter 11 Debtors’ non-current assets
was approximately $723.65 million, comprised of properties and equipment (net of accumulated
depreciation) of $106.26 million, operating lease right-of-use assets of $588.57 million, and other

non-current assets of $28.82 million.

(i) Liabilities

27.  Asat November 30, 2019, the Chapter 11 Debtors’ total liabilities were approximately $1.3

billion, which consisted of:

@ Current liabilities: $533.78 million;

(b)  Long-term debt: $258.25 million;
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(©) Long-term operating lease liabilities: $487.87 million; and

(d) Other non-current liabilities: $18.03 million.

(iii)  Stockholder’s Equity

28.  As at November 30, 2019, the stockholders’ equity in respect of Pier 1 Imports was
approximately negative $147.70 million, which consisted of paid in capital of approximately
$141.88 million, retained earnings of $294.74 million, cumulative other comprehensive loss of
approximately $7.81 million, and common shares in treasury (at cost) of approximately negative

$576.51 million.

(iv)  Earnings

29. For the 39-week period ended November 30, 2019, the Chapter 11 Debtors net sales were

approximately $977.33 million, and their net loss was approximately $241.22 million.

(d)  Stores

30.  As of the Petition Date, Pier 1 operates 65 stores across Canada. The following chart

summarizes the store locations by province:

Province Number of Pier 1 Stores
Ontario 33
British Columbia 13
Alberta 12
Saskatchewan 2
Nova Scotia 2
Newfoundland & Labrador 1
New Brunswick 1
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Manitoba 1

31.  The Chapter 11 Debtors formerly operated 6 stores in Quebec, which stores were closed in
2018 as part of their ongoing operational restructuring. The Chapter 11 Debtors are still party to
and paying rent under 2 Quebec leases as they were unable to reach an agreement with the

applicable landlords to terminate the leases.

32.  Asnoted above, as part of their Chapter 11 filing, the Chapter 11 Debtors have announced
that they will be winding down all of their Canadian operations and exiting all of their Canadian
stores. The leases for approximately 9 Canadian Pier 1 stores are due to expire in the near term
and the Chapter 11 Debtors have already provided notice to the applicable landlords that they will

be exiting those stores.

33. In addition, the Chapter 11 Debtors have filed a Lease Rejection Motion (as defined below)
with the U.S. Court seeking an order (the “Lease Rejection Order”) authorizing the Chapter 11
Debtors to reject certain unexpired leases. As part of this motion, the Chapter 11 Debtors are
seeking authorization to immediately reject the two Quebec leases for stores that are no longer
operational. For the remaining Canadian leases, the Chapter 11 Debtors will be providing notice
to the applicable landlords and currently expect that these store closures will not occur for at least
30 days (other than with respect to the stores with leases that are due to expire on their own terms
in the near term). The Chapter 11 Debtors intend to seek an order under the CCAA recognizing

the Lease Rejection Order.
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34.  All of Pier 1’s Canadian stores are leased from third party landlords, which are generally
large landlords, whose subsidiaries own malls and shopping centres across Canada, including

RioCan Holdings and SmartCentres Real Estate Investment Trust.

35.  Typical of retail store leases in Canada, certain of the Chapter 11 Debtors’ leases contain
provisions that impact store operations, including bankruptcy and other liquidation sale
restrictions. Substantially all of the leases contain restrictions that relate to “bankruptcy sales” and
some leases have additional restrictions relating to going out of business sales in one form or

another, including blanket prohibitions on “going out of business sales”, “liquidation sales”, and

other similar terms.

(e) Employees

36.  As of the Petition Date, the Chapter 11 Debtors employed approximately 17,000 non-

seasonal employees in the United States and Canada.

37.  The following chart shows the approximate number of people employed by the Chapter 11

Debtors in Canada as of February 13, 2020:

Province Full-Time Part-Time Limited Total
Ontario 84 145 318 547
British Columbia 29 97 65 191
Alberta 29 65 95 189
Saskatchewan 4 9 19 32
Nova Scotia 4 12 10 26
Manitoba 3 2 10 15
New Brunswick 2 5 9 16
Newfoundland 2 10 5 17
Total 157 345 531 1,033
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38. Each Canadian store is generally staffed by part-time or limited hours sales associates and
sales leaders, one full-time assistant store manager, and one full-time store manager. In addition,
the Chapter 11 Debtors have five full-time regional managers across Canada as well as one full-
time human resource manager, one payroll administrator, and one administrative assistant based
in Ontario who deal with talent management, payroll and benefits matters. None of the Chapter 11

Debtors’ Canadian employees are unionized.

39.  Substantially all of the Canadian employees are paid wages at an hourly wage rate, while
the remainder are salaried. Payroll is made on a bi-weekly basis two weeks in arrears, with the

assistance of ADP Canada Co. through its payroll processing services.

40.  The Chapter 11 Debtors reimburse eligible employees and directors for certain expenses
incurred in the scope of their duties (the “Reimbursable Expenses”). Eligible employees and
directors who use their personal funds to pay for certain expenses submit their Reimbursable
Expenses on an online platform called Expense Source. The Chapter 11 Debtors process these
reimbursement requests and pay the employee or director for approved expenses. The Chapter 11

Debtors have also provided corporate credit cards to approximately 10 employees in Canada.

41. In addition, the Chapter 11 Debtors maintain dedicated programs for certain categories of
Reimbursable Expenses, including a Business Vehicle Reimbursement Plan that reimburses
certain store director employees who are required to utilize a personal vehicle to monitor multiple
stores as part of their normal obligations and a Business Travel Account with ETC Group, Inc. for
travel reservation and modification costs. The Chapter 11 Debtors also reimburse certain relocation
costs of employees that are transferred in connection with their job and a portion of the voice and

data charges of employees who utilize their personal cell phones as part of their job functions.
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42. In the ordinary course of their business, the Chapter 11 Debtors maintain a severance
program for the benefit of certain non-executive, non-insider employees (the “Severance
Program”). Under the Severance Program, eligible employees receive severance benefits if they
are terminated due to a work-force adjustment or any not-for-cause employer-initiated termination.
Eligible employees are entitled to receive severance payments in accordance with standard
company guidelines, which provide that employees accrue severance benefits at the end of each

full year of employment at rates based on length of service and level of employment.

43.  As of the Petition Date, there is no formal severance program in place for employees in
Canada and they have not been covered by the Severance Program as a result of the different
statutory and common law termination entitlements in the various Canadian provinces that exist
independently of any severance policy or program. In order to treat all employees fairly and
equitably, with a view to maintaining employee morale and loyalty, the Chapter 11 Debtors intend
to extend the benefits under the Severance Program post-petition to certain eligible employees in

Canada.

44, In addition to their employees, the Chapter 11 Debtors also periodically retain specialized
individuals as independent contractors (the “Independent Contractors™), as well as temporary
workers to complete discrete projects and fulfill certain duties (the “Temporary Staff”). The
Temporary Staff are sourced either directly or from various staffing agencies and the Chapter 11
Debtors do not pay the individual worker directly. The Chapter 11 Debtors do not have any

Independent Contractors in Canada.
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Pension and Benefit Plans

45.  The Chapter 11 Debtors maintain a number of compensation and benefits programs. In the

Wages Motion (as defined below) filed with the U.S. Court, the Chapter 11 Debtors are seeking

authorization to continue their employee compensation and benefits programs in the ordinary

course, including honouring prepetition obligations. The compensation and benefits programs are

described in detail in the Wages Motion. This section of the affidavit includes an overview of the

programs provided to employees in Canada.

46.  The Chapter 11 Debtors maintain a number of short-term and long-term incentive programs

to motivate, reward, and retain certain of their non-insider employees (the “Incentive Programs”):

(@)

Short-Term Incentive Programs: The Chapter 11 Debtors maintain six short-term
Incentive Programs for eligible employees that work in or manage the Chapter 11
Debtors’ stores (the “Field Programs”). The Field Programs are based on certain
factors such as store sales levels and earned payroll hours and are paid out either
monthly or quarterly depending on the program, with target payouts ranging from
$2,250 per year in the case of hourly supervisors to 25% of base compensation in
the case of regional managers. The Chapter 11 Debtors also maintain two short-
term Incentive Programs for certain eligible corporate employees (the “Corporate
Programs”). The Corporate Programs are semi-annual and based on various
company-wide performance metrics including revenue, EBITDA, and cost savings.
Target payouts range from $400 per year in the case of hourly home office
associates to 75% of the applicable employee’s base salary for the highest level

non-insider corporate employees.
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Long-Term Incentive Programs: The Chapter 11 Debtors also maintain long-term
incentive programs for certain non-insider employees. These long-term programs
provide cash or equity awards to certain employees based on the employee’s tenure

and the Chapter 11 Debtors’ financial performance.

47.  The Chapter 11 Debtors also offer several health and welfare benefits programs to eligible

current and former employees. The programs offered to Canadian employees are described below:

(@)

()

(©

Canadian Benefits Plan: The Chapter 11 Debtors offer Canadian full-time
employees a benefits plan administered by Desjardins Financial Security Life
Assurance Company (“Desjardins”) that provides extended health care, dental,
vision, life insurance, accidental death and dismemberment, and disability benefits.
In order to be eligible for coverage, employees must work an average of thirty hours

per week measured over a qualifying period of eight weeks.

Canadian EAP: The Chapter 11 Debtors offer an employee assistance program
administered by Lifeworks Canada LTD that provides confidential counseling for

work, family, legal, and financial issues, among others.

Canadian Basic Life and AD&D Insurance: The Chapter 11 Debtors provide
current Canadian employees life and accidental death and dismemberment
insurance coverage through Desjardins. Employees are provided a maximum
coverage of two times their base salary, up to $250,000 in the event of death or
dismemberment. In addition, Canadian employees may also purchase supplemental
life insurance and supplemental accidental death and dismemberment insurance,

administered through Desjardins.
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(d) Canadian Disability Benefits: Canadian employees can enroll in supplemental
short-term and long-term disability benefit programs administered by Desjardins.
In the event of a short-term disability, employees are entitled to, among other
things, salary continuation of up to 66.67 percent of their base wages, up to a
maximum weekly benefit of $1,250. In the event of a long-term medical disability
due to illness or injury, employees are entitled to, among other things, continuation

of up to 60 percent of their wages, up to a maximum monthly benefit of $5,000.

48.  The Chapter 11 Debtors also offer their employees the opportunity to participate in
retirement plans. Eligible Canada-based employees can participate in a Registered Retirement
Savings Plan (the “RRSP”) and a Deferred Profit Sharing Plan (the “DPSP”). The RRSP provides
for pre-tax salary deductions of compensation up to limits set up by the Income Tax Act and the
DPSP allows the Chapter 11 Debtors to match contributions certain employees make to their
RRSP. Each employee’s contributions are deducted automatically from each paycheck and the
Chapter 11 Debtors match an employee’s RRSP contributions dollar-for-dollar up to an amount
equal to an employee’s first one percent of eligible compensation, and 50% of the next four percent
of eligible compensation (the “DPSP Contributions™). Generally, the DPSP Contributions are
made by the Chapter 11 Debtors two business days following each pay date. In the previous 12
months the Chapter 11 Debtors contributed on average approximately $12,000 per month on

account of DPSP Contribution matching amounts.

49.  The Chapter 11 Debtors have historically maintained a program for eligible employees to
purchase equity in the Chapter 11 Debtors (the “Stock Purchase Program”) through a

Computershare Trust Company, N.A. (“Computershare”). The Stock Purchase Program has been
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suspended. However, the Chapter 11 Debtors still utilize Computershare for administration to

ensure that employee accounts are maintained.

(9) Merchandise, Logistics, and Procurement

50.  The Chapter 11 Debtors’ principal categories of merchandise include the following:

@ Decorative accessories, which includes decorative accents and textiles such as
rugs, wall decorations and mirrors, pillows, bedding, lamps, vases, dried and
artificial flowers, baskets, ceramics, dinnerware, candles, fragrance, gifts, and
seasonal items. This category accounted for approximately 67% of sales in fiscal

year 2019.

(b) Furniture, which consists of furniture and furniture cushions to be used in living,
dining, office, kitchen and bedroom areas, as well as sunrooms and patios. This

category accounted for approximately 33% of sales in fiscal year 2019.

51.  All inventory procurement and logistics functions for the Chapter 11 Debtors (including
the Canadian Branch) are run out of the United States. The Chapter 11 Debtors’ merchandise is
imported from around the world, with approximately 60% of sales derived from merchandise
produced in China, 16% in India, and 17% collectively in Vietnam, the United States and Indonesia
during fiscal year 2019. The process for procuring merchandise differs for vendors located outside

North America and for vendors located in North America.

52. For vendors located outside North America, the Chapter 11 Debtors typically work with

buying agents located overseas who liaise between the Chapter 11 Debtors and their vendors to
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assist with product development and sampling, order management, inspection of product, and

quality control.

53.  Approximately twelve months before the Chapter 11 Debtors want a product to be stocked
in stores, they send the appropriate vendor a development package requesting specific
merchandise. After reviewing samples and mockups and negotiating product details and pricing,

a purchase order is transmitted to the vendor.

54.  Once a vendor is ready to ship, the vendor relays the product quantity and final destination
to the Chapter 11 Debtors’ freight forwarder, Expeditors International (“EI’”). Pursuant to a
Consolidation and Logistics Agreement dated February 22, 2017, EI coordinates the delivery of
all goods ordered from foreign vendors to the appropriate distribution centre. EI provides vendors
instructions regarding when and where the merchandise should be delivered and coordinates with

six ocean freight carries contracted by the Chapter 11 Debtors.

55.  The Chapter 11 Debtors and EI are also party to a Customs Broker Agreement dated
October 6, 2004 under which El files and processes documents required by the Bureau of Customs

and Border Protection for merchandise that is imported into the United States.

56.  After merchandise arrives at a U.S. port, it is transported to the appropriate distribution
centre or third-party logistics location by either truck (in which case it is delivered directly to the
distribution centre) or train (in which case it is first delivered to the rail station nearest to the

distribution centre and then delivered to the distribution centre).

57. For products procured from North America, the Chapter 11 Debtors do not use buying

agents and directly liaise with the vendors. When a vendor informs the Chapter 11 Debtors that
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the product is ready for delivery, they arrange for common carriers and truckers to pick up the

product at the vendor’s facility and deliver the product to the appropriate distribution centre.

58.  The Chapter 11 Debtors have six warehouses located in Aberdeen, Maryland; Columbus,
Ohio (which also serves as the e-commerce fulfillment centre); Dupont, Washington; Mansfield,
Texas; Ontario, California; and Savannah, Georgia. The Chapter 11 Debtors do not lease or own
any distribution or fulfilment centres in Canada. Rather, the Chapter 11 Debtors ship inventory to
the Canadian stores from their distribution centres in Aberdeen and Dupont utilizing the services

of various trucking companies, including Pacific Coast Express Ltd. and VTL Transport Inc.

59.  The Chapter 11 Debtors are importers of record into Canada, but do not maintain a bond
to guarantee their ability to pay any applicable duties, penalties, or obligations. Instead, they have
arrangements with their parcel service carries, such as FedEx, UPS, and DHL, to process the

necessary customs documents to Canadian customs.

60.  The Chapter 11 Debtors’ supply chain depends on the services provided by, among others,
El, customs brokers, freight forwarders, shippers, common or contract carriers, third-party
logistics systems, and warehousemen. Without the entire supply chain functioning smoothly and
efficiently, the Chapter 11 Debtors would likely not be able to procure merchandise, guarantee
timely development of trend-reliant merchandise, and/or reliably deliver the merchandise to the
stores for sale to their customers in a timely manner, which would be detrimental to the value of
the Chapter 11 Debtors’ estates and cost the Chapter 11 Debtors the ability to effectively compete

with their competitors in the marketplace.
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(h) Customer Programs and Gift Cards

61.  The Chapter 11 Debtors offer gift cards denominated in Canadian dollars at their Canadian
retail stores in increments between $5 and $1,000. In addition, customers are issued a merchandise

credit in exchange for merchandise return in various denominations between $1 and $1,000.

62.  The gift cards and merchandise credit can be redeemed in store or online for merchandise
and do not have an expiration date. The Chapter 11 Debtors have an agreement with a third-party
vendor, Stored Value Solutions, Inc. (“SVS”), to administer their gift card program. SVS issues
the cards, maintains real-time records of their loaded value, handles customer calls related to the
gift cards, and provides other administrative services. SVS is paid a monthly fee for transaction

processing and is paid additional fees for various services, including card production as needed.

() Canadian Cash Management System

63.  The Chapter 11 Debtors’ cash management system (the “Cash Management System”),
which is described in greater detail in the Cash Management Motion (as defined below), facilitates
cash monitoring, forecasting and reporting and enables the Chapter 11 Debtors to maintain control
over the administration of approximately 729 bank accounts, including 12 Canadian bank accounts
(the “Canadian Bank Accounts”) maintained with the Royal Bank of Canada (“RBC”), Bank of
Montreal (“BMQO?”), Toronto Dominion Bank (“TD”’), HSBC Bank of Canada (“HSBC”), and the

Bank of Nova Scotia (“Scotiabank™).

64.  The Canadian Bank Accounts and the Canadian Cash Management System are described

below:
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(d)
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Store-level accounts and Canadian cash collections: Pier 1 Retail maintains five
store-level depository accounts, one at Scotiabank, two at HSBC, one at RBC, and
one at TD. Some of the store accounts are zero balance accounts that sweep daily
into the Canadian concentration account maintained at RBC (the “Canadian
Concentration Account”) or first sweep into a master depository account at HSBC
before sweeping into the Canadian Concentration Account. For the remaining
store-level accounts, the Chapter 11 Debtors manually transfer funds to the

Canadian Concentration Account on a monthly basis.

Canadian credit card collections: Credit and debit card sales and other electronic
payments in Canadian stores are processed through a third-party processor,
Moneris. Canadian store proceeds are deposited (net of fees, chargebacks, and
return) on a daily basis into an operating bank account maintained at RBC (the

“Canadian Operating Account”).

Canadian Operating Account: Pier 1 Retail maintains the Canadian Operating
Account at RBC. As noted above, credit card and electronic payment receipts are
originally deposited in the Canadian Operating Account and then automatically

swept to the Canadian Concentration Account daily.

Canadian Concentration Account: Pier 1 Retail maintains the Canadian
Concentration Account at RBC. As noted above, cash and electronic collections
from stores are eventually deposited into the Canadian Concentration Account. In
addition, American Express receipts from Canadian store sales and B2B gift card

receipts are deposited into the Canadian Concentration Account. On average, the
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Canadian Concentration Account contains approximately $2 million at the close of

each business day, depending on the season.

The Chapter 11 Debtors also release funds from the Canadian Concentration
Account to fund their day-to-day Canadian operations, including on account of
lease payments, payroll, taxes, and customs duties. The Canadian Concentration
Account also disburses funds to the Canadian Disbursement Accounts (as defined
below). At the end of each month, the Chapter 11 Debtors manually transfer excess
cash from the Canadian Concentration Account to a zero-balance account
maintained with Wells Fargo, N.A. in the United States (the “Receipt

Concentration Account”).

Canadian Disbursement Accounts: Pier 1 Retail also maintains two disbursement
accounts (the “Canadian Disbursement Accounts”). One of the accounts is a
zero-balance account funded by the Canadian Concentration Account on a daily
basis to satisfy accounts payable for Canadian operations whereas the other is
funded by the Canadian Concentration Account to satisfy payroll for employees in
instances where an employee was not enrolled as an associate by a pay period’s

payroll cutoff date.

Investment Account: Pier 1 Retail maintains a premium investment account at RBC.
Any excess cash that is kept in Canada is deposited into the investment account

from time to time.
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(9) BMO Account: Pier 1 Retail maintains a bank account at BMO for the purpose of
cash collateralizing letters of credit issued by BMO in the amount of approximately

$25,000 for the benefit of the Canadian business operations.

65.  As part of the Cash Management Motion, the Chapter 11 Debtors are seeking authorization
from the U.S. Court to, as required in their business judgment and in consultation with the
Information Officer, retain account balances in Canadian Bank Accounts until the conclusion of
this CCAA recognition proceeding, which account balances, in aggregate, shall be no less than the
amount required to satisfy the obligations secured by the Administration Charge and the Directors’

Charge.

66.  As part of the Cash Management System, the Chapter 11 Debtors also provide certain
employees in their U.S. and Canadian stores with access to petty cash (the “Petty Cash System”)
to be utilized for approved purchases, customer refunds, and business expenses. Each store holds
approximately $300 to $500 in petty cash, depending on the season. When petty cash is needed,
store managers record use of petty cash via a “paid-in” and “paid out” recording at the cash
registers, thus allowing the Chapter 11 Debtors to track when petty cash is both deposited into and

removed from the cash register for approved purchases and business expenses.
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67.  The Chapter 11 Debtors maintain four surety bonds for utilities in Canada in the aggregate

amount of approximately $13,650, which are described in the table below:

Expiration
Bond Number Surety Bond Description Date Premium Obligee
6184911 Guarantee Co. of N. C$2,670 Utility 1/20/2020 $250.00 Saskpower
replaced with bond America new bond Bond Store #1206
LMTO-100149- with Liberty Mutual
013 Insurance Company
LMTO-100071- Liberty Mutual C$3,904.67 Utility 6/2/2020 $250.00 | Hydro Ottawa
013 Insurance Co. Bond Store #827
LMTO-100039- Liberty Mutual C$4,000 Utility 4/16/2020 $250.00 Newmarket
012 Insurance Co. Bond #0630 Hydro
LMTO-100058- Liberty Mutual C$3,075 Utility 5/16/2020 $250.00 | Oshawa PUC
012 Insurance Co. Bond #1392 Networks

68.  As part of the Cash Management System, all accounts receivable and payable, all data

processing and payroll, and all tracking and reconciliation of intercompany transactions is

managed for all of the Chapter 11 Debtors in the United States.

69.  The Cash Management System reflects the Chapter 11 Debtors’ integrated business, is vital

to the Chapter 11 Debtors’ ability to conduct business across North America and is tailored to meet

their operating needs. Any disruption of the Cash Management System would be extremely
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detrimental to the Chapter 11 Debtors’ operations, as their businesses require prompt access to

cash and accurate cash tracking.

)

Integration of Canadian Operations with U.S.

70.  Asnoted above, the Chapter 11 Debtors’ Canadian operations are fully integrated with and

entirely dependent on their U.S. operations. Among other things:

(@)

(b)

(©)

(d)

(€)

(f)

there is no separate Canadian legal entity for the Canadian operations, which simply

operates as a Canadian “branch” of Pier 1 Retail for tax purposes;

all directors and officers of the Pier 1 Retail are located in the United States;

the Canadian Branch is almost wholly reliant on U.S. managerial services that are
provided by Pier 1 Services from the head office in Fort Worth, Texas, and for
overhead services, including accounting, finance, logistics, marketing, human

resources, IT, risk management and other functions;

all inventory is procured by Pier 1 Services, including for the Canadian Branch;

all intellectual property used by the Chapter 11 Debtors is owned by Pier 1 Services
or Pier 1 Licensing, Inc., and is licensed to Pier 1 Retail through shared services

arrangements; and

the Chapter 11 Debtors operate an integrated, centralized Cash Management
System to collect, transfer and disburse funds generated by their operations. The
Cash Management System is managed in the United States by Pier 1’s treasury and

accounting groups.
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C. Prepetition Capital Structure and Indebtedness

71.  The Chapter 11 Debtors have approximately $400 million in outstanding funded debt
outstanding as of the Petition Date, which amount consists of approximately $9.5 million under
certain industrial revenue bonds, approximately $14.2 million in loans secured by company-owned
life insurance policies, and obligations under two prepetition credit facilities that are summarized

in the following table:

Funded Debt
Funded Debt Maturity Facility Interest Rates Outstanding as of the
Petition Date
Libor + 1.25-1.50%
ABL Revolving or
Facility Prime rate + 0.25—
. 0.50%
ABL Credit | june 2, 2022 Libor + 3.00% $187.3 million?
y FILO Facility Prime rate + 0.25—
0.50%
Libor + 8.00% or
ABL Term Loan Prime rate + 7.00%
Term Loan . - Libor 3 + 3.50% or -
Facility April 30,2021 | Term Loan Facility Base rate + 2 50% $189 million
TOTAL $376.3 million

(@) ABL Credit Facility

72. Pursuant to the Second Amended and Restated Credit Agreement dated as of June 2, 2017
(as amended from time to time, the “ABL Credit Agreement”), among Pier 1 Retail as borrower,
the other Chapter 11 Debtors, as guarantors, Bank of America, N.A., as administrative and
collateral agent, Pathlight Capital Fund I LP, as the ABL Term Loan Agent and the lenders party

thereto (the “Prepetition ABL Lenders”), the applicable Prepetition ABL Lenders provided Pier

2 This amount also includes approximately $47.3 million in Letters of Credit.

8 There is 1.00% LIBOR Floor.
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1 Retail (a) a senior secured asset based revolving credit facility; (b) a senior secured tranche “first-
in-last-out” term loan; and (c) an asset-based term loan. The ABL Credit Agreement matures on

June 2, 2022.

73.  The Chapter 11 Debtors’ obligations under the ABL Credit Agreement are secured, subject
to certain exceptions, by a first priority lien on certain of the assets of Pier 1 and the other domestic
guarantors, including, without limitation, eligible merchandise inventory, third-party credit card
receivables, and related assets, and a second lien on substantially all other assets of certain

subsidiaries.

(b)  Term Loan Facility

74, Pursuant to a Term Loan Credit Agreement dated as of April 30, 2014 (as amended from
time to time, the “Term Loan Credit Agreement”) among Pier 1 Retail, as borrower, the other
Chapter 11 Debtors, as guarantors, Wilmington Savings Fund Society, FSB, as successor
administrative agent, and the lenders party thereto (the “Term Loan Lenders”), the Term Loan

Lenders provided a term loan of $200 million.

75.  The Chapter 11 Debtors’ obligations under the Term Loan Credit Agreement are secured,
subject to certain exceptions, by a second priority lien on all assets subject to a first priority lien
under the ABL Credit Facility, and a first lien on substantially all other assets of certain

subsidiaries.

(©) Industrial Revenue Bonds

76. Pier 1 Retail owns property in Mansfield, Texas that was financed by certain bonds (the

“Industrial Revenue Bonds™) incurred under a loan agreement between Pier 1 Retail and the City
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of Mansfield Industrial Development Corporation dated November 1, 1986 (the “Mansfield Loan
Agreement”). The Industrial Revenue Bonds have approximately $9.5 million of principal and

interest outstanding. The Mansfield Loan Agreement is due to mature on November 1, 2026.

(d) Company-Owned Life Insurance

77.  The Chapter 11 Debtors are party to certain company-owned life insurance contracts
(collectively, “COLIs”) between Pier 1 Services and John Hancock Mutual Life Insurance
Company and Voya Financial. The COLIs are life insurance policies on certain former employees
held for the benefit of Pier 1 Services. Pursuant to the COLIs, the policyholder is permitted to
borrow against the cash surrender value of each individual COLI. As of the Petition Date, the
collective cash surrender value of the COLIs is approximately $16.1 million and the Chapter 11
Debtors have borrowed approximately $14.2 million against the collective cash surrender value of
the COLIs. This borrowing is secured by the future proceeds of the loan against the COLI and is
afforded first lien priority against such COLI. When a COLI policy becomes payable, the related

outstanding loan is deducted from the proceeds of the COLI.

(e) Canadian Trade Debt

78. Based on the Chapter 11 Debtors’ book and records, as at the Petition Date, approximately

CDN $400,000 is owed to unsecured trade creditors in Canada, which includes amounts owing to
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freight carriers, amounts owing for utilities, certain real-estate related costs, and general operating

EXPENSES.

()] PPSA Searches

79. I am advised by Martino Calvaruso of Osler and believe that lien searches were conducted
on or about February 3 and 4, 2020 against the Chapter 11 Debtors under the Personal Property
Security Act (or equivalent legislation) in all the Canadian provinces (collectively, the “PPSA
Searches”). | have been further advised by Mr. Calvaruso and believe that the PPSA Searches
indicate, among other things, that Bank of America, N.A., as Agent for and on behalf of the
Prepetition ABL Lenders, registered a security interest against the assets of the Chapter 11 Debtors
in Ontario, British Columbia, Saskatchewan, Nova Scotia, Newfoundland, New Brunswick,
Manitoba and Alberta, and a hypothec in the Chapter 11 Debtors’ moveable property in Quebec.
The PPSA Searches also indicated that Wilmington Savings Fund Society, FSB, as Agent for and
on behalf of the prepetition Term Loan Lenders, has also registered a security interest against the
assets of the Chapter 11 Debtors in Ontario, British Columbia, Saskatchewan, Nova Scotia,

Newfoundland, New Brunswick, Manitoba and Alberta.

D. Recent Events

80. Pier 1’s Chapter 11 filing results from various operational and strategic factors. The most
significant factor is past management’s decision to turn to a mass-market merchandizing strategy
based on high volume, low price, lower margin commodity items. This strategy failed to resonate
with core customers, leading to a glut of inventory that Pier 1 could not sell, requiring significant
discounting (and loss of margin) to open up space in stores with fixed inventory capacities, or

stripping the stores of the inventory, taking more significant losses. Moreover, the financial
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assumptions underlying the strategy did not materialize, leading to a loss of sourcing savings and
inventory productivity. In addition, Pier 1 failed to rationalize its store footprint in any meaningful

way or close underperforming stores to account for these losses.

81.  The macroeconomic trends impacting the home furnishings sector of the retail industry
also generally contributed to Pier 1’s performance shortfalls. Although Pier 1 has taken steps to
advance its omni-channel approach and to transfer a large share of its customers to online
shopping, it has suffered diminished performance because of increased competition from online
competitors (such as Amazon and Wayfair) as well as competitors in the retail space (such as At

Home, Cost Plus World Market, HomeGoods, HomeSense, and Target).

82. Despite Pier 1’s best efforts, it has suffered diminished performance as a result. Over time,
these factors have tightened the Chapter 11 Debtors’ liquidity position and they now have

insufficient liquidity to meet their operating obligations.

83. Additionally, as the Chapter 11 Debtors’ liquidity has tightened, certain vendors have
begun to place pressure on the supply chain cost structure. Some of the Chapter 11 Debtors’
inventory is currently located in ports in China, Vietnam, and Indonesia, and several foreign
vendors have signaled that they are unwilling to ship the product absent payment in full prior to
delivery (as opposed to extended trade terms the company is accustomed to). This in turn reduces
the Chapter 11 Debtors’ ability to generate revenue from sales, creating a negative feedback loop

decreasing liquidity.
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E. Restructuring Efforts and Path Forward

84. Pier 1 has taken a number of steps to address the operational and liquidity issues it was
facing and to find a path forward since late 2018, including implementing a wide-ranging
operational restructuring of its business, launching a process to review strategic alternatives and
seek comprehensive out-of-court merger or sale proposals for its business, and engaging in

discussions with its lenders that have culminated in their Chapter 11 filing.

(@) Ongoing operational restructuring

85. Pier 1 brought in a new management team with extensive retail experience and
demonstrated ability to quickly design and execute a turnaround business plan. In recent months,
Pier 1’s new leadership team has undertaken several initiatives to optimize and realign the

business:

@ Customer-focused inventory and marketing: Pier 1 has returned to its historic
product mix with proprietary designs and higher quality, reduced its SKU count,
and redesigned its stores to show a compelling design story that customers can bring
into their own home. These key strategies allow Pier 1 to capitalize on new trends
and coordinate collections, which will inspire the customer and maintain brand
loyalty, and showcase compelling merchandise which has favorable unit
economics. In addition, Pier 1’s updated marketing materials reflect the refreshed
focus on an elevated and cohesive style, providing a more fulsome design to inspire
core customers. Moreover, over the past year, Pier 1 has implemented an integrated

industry standard “End2End” process for developing and procuring merchandise,
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which process is data driven and reinforces a culture of collaboration,

accountability, and results.

(b) Store footprint and inventory rationalization: Pier 1 management undertook a store
by store analysis of the financial performance of each store location and began
developing a strategy in conjunction with AlixPartners, LLP (“AlixPartners”),
A&G Realty Partners, LLC (“A&G”), and long-time partner Gordon Brothers
Retail Partners, LLC (“Gordon Brothers”) to help right-size Pier 1’s store
footprint. The analysis resulted in a store reduction target creating a simplified and
substantially more profitable store base. In addition, to effectively realize on excess
inventory that does not meet Pier 1’s current plan, Pier 1 ran concentrated clearance
sales in 169 underperforming stores. These clearance sales were an effective

mechanism to clear this excess inventory while also helping to maintain liquidity.

(©) Overhead rationalization: Pier 1 has taken key-initiatives to reduce overhead and
streamline operations to adapt to certain trends and improve overall efficiency, and
it has cut over $90 million in selling, general, and administrative expenses in the
last 12 months. Pier 1 has also implemented sourcing and supply chain savings to
improve profit margins, such as renegotiating agent commissions and optimizing
logistics. Pier 1 is continuing with these and other initiatives, such as headcount

reductions and lease modification negotiations with its landlords.

(b) Exploration of Strategic Alternatives and Sales Process

86. Recognizing the need to explore restructuring alternatives, in December 2018, Pier 1

retained Credit Suisse Securities (USA) LLC (“Credit Suisse”) to assist the board of directors in
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its review of strategic alternatives. Credit Suisse commenced a process seeking a comprehensive
out-of-court merger or sale proposals for Pier 1’s entire business. However, Pier 1 did not receive

any actionable proposals.

87. In January 2019, Pier 1 hired AlixPartners to assist in its operational restructuring efforts,
including assisting with a store rationalization strategy and inventory pricing strategy. In late
summer 2019, Pier 1 also engaged Guggenheim Securities, LLC (“Guggenheim”) to serve as
investment banker and to provide assistance in connection with the evaluation of various strategic

alternatives, including in discussions with the Term Loan Lenders.

88. Pier 1’s professional advisors were able to jump start formal negotiations with lenders that
picked up speed in the run up to February 2020. In particular, in early 2020, Pier 1 engaged in
substantive negotiations with its Term Lenders and launched a broader marketing process led by
Guggenheim. As part of this process, Guggenheim has reached out to approximately 95 parties,
which consist of (a) approximately 22 strategic buyers and investors selected based on their
business model, historical acquisition activity, financial capabilities, and other factors; (b)
approximately 69 financial buyers and investors selected based on their historical interest in retail,
consumer and branding opportunities, existing and past investment and financial capabilities, and
other factors; and (c) approximately 4 brand/inventory buyers selected based on their historical
interest in individual retail assets. 35 parties have executed or are in the process of executing non-
disclosure agreements and 25 have received a Confidential Information Memorandum and other
information providing business and brand overviews, product positioning, management team
information, channel overviews, customer demographics, strategic plans, growth opportunities,

and historical and projected financial information.
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(©) Plan Support Agreement, Bidding Procedures and Chapter 11 Plan

89.  As noted above, Pier 1 has been engaged in discussions and negotiations with its Term
Loan Lenders in connection with its efforts to restructure its business. The Term Loan Lenders
have analyzed Pier 1’s current business plan, met with management, and are working
constructively with Pier 1 as part of its efforts to maximize the company’s ability to implement a

going-concern restructuring.

90. In particular, the Chapter 11 Debtors entered into a plan support agreement on February
16, 2020 (the “Plan Support Agreement”), a copy of which is attached without exhibits as
Exhibit E, supported by 63.8 percent of the Term Loan Lenders (the “Consenting Term
Lenders”). Along with the First Day Motion, the Chapter 11 Debtors have filed the Plan Support
Agreement and related bidding procedures (the “Bidding Procedures™) setting out a process
pursuant to which parties can submit bids for any or all of the Chapter 11 assets. The compromises
and settlements embodied in the Plan Support Agreement, to be implemented pursuant to a plan,
preserve value by enabling the Chapter 11 Debtors to avoid protracted, value-destructive litigation
that would delay their emergence from chapter 11. Instead, the Chapter 11 Debtors intend to file a

plan by February 24, 2020 and expect to seek confirmation of the plan in approximately 66 days.

91. In addition, the Chapter 11 Debtors have (a) developed and started implementing a plan to
right-size their retail store footprint by closing up to 450 underperforming stores (including all of
their Canadian stores) and to conduct clearance sales at the closing stores; and (b) secured $256
million in debtor-in-possession financing to facilitate their restructuring. The store closing sales

and the proposed financing are described in greater detail below.
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F. Urgent Need for Relief in Canada

92.  The Chapter 11 Debtors are in urgent need of a stay of proceedings and recognition of

certain of the First Day Orders.

93.  Asdiscussed above, as part of their Chapter 11 filing, the Chapter 11 Debtors have publicly
announced that they now intend to exit all of their Canadian stores and wind down their Canadian
operations by the end of March 2020. In the absence of a stay in Canada, landlords and other
creditors could attempt to exercise rights and remedies as a result of the commencement of the
Chapter 11 Cases that may result in severe damage to the Chapter 11 Debtors business and

disadvantage other creditors.

94, In addition, the Chapter 11 Debtors urgently require an injection of liquidity. The current
form of the DIP Senior Credit Facility Documentation filed as part of the DIP Motion (both as
defined below) includes a condition that requires the Chapter 11 Debtors to obtain an order of this
Court recognizing and giving effect to the Interim DIP Order (as defined below) within 7 business
days of the day that the Interim DIP Order is entered by the U.S. Court, and provides that the
Chapter 11 Debtors cannot close the transaction and access DIP funding until the Interim DIP
Order is recognized in Canada. The Chapter 11 Debtors need access to the funds available under
the DIP Senior Credit Facility (as defined below) forthwith. As such, it is critical that the Applicant
obtain recognition of the Chapter 11 Cases and the Interim DIP Order as soon as possible to permit
the Chapter 11 Debtors to access the liquidity necessary for them to continue as a going concern

and to implement the restructuring contemplated by the Plan Support Agreement.
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G. Relief Sought

(@) Recognition of Foreign Main Proceedings

95. Pier 1 Imports seeks recognition of the Chapter 11 Cases as “foreign main proceedings”
pursuant to Part IV of the CCAA. All of the Chapter 11 Debtors are incorporated or formed under
U.S. law and have their registered head offices and corporate headquarters in the U.S., carry out
the majority of their business in the U.S. and have most of their assets located in the U.S. Only
minimal administrative functions are carried out in Canada. Pier 1 is, for all intents and purposes,

administered and managed out of the U.S.

96.  Asdescribed above, Pier 1 is managed on a consolidated basis and its Canadian operations
are dependent on and integrated with the U.S. operations. The Canadian Branch would not be able
to function independently without the corporate functions performed by the Chapter 11 Debtors in

the U.S.

(b)  Appointment of Information Officer and Administration Charge

97.  As part of its application, Pier 1 Imports is seeking to appoint A&M as the information
officer (the “Information Officer”) in this proceeding. A&M is a licensed trustee in bankruptcy
in Canada and its principals have acted as an information officer in several previous ancillary

proceedings (both under Part 1V of the CCAA as well as the former section 18.6 of the CCAA).

98.  A&M has consented to acting as Information Officer in this proceeding. A copy of A&M’s

consent to act as Information Officer is attached hereto as Exhibit F.
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99.  The Chapter 11 Debtors propose to grant Canadian counsel to the Chapter 11 Debtors, the
proposed Information Officer and its legal counsel an administration charge with respect to their
fees and disbursements in the maximum amount of CDN $350,000 (the “Administration
Charge”) on the Chapter 11 Debtors’ property in Canada. | believe the amount of the charge to be
reasonable in the circumstances, having regard to the size and complexity of these proceedings

and the roles that will be required of the proposed Information Officer and its legal counsel.

(© Directors’ Charge

100. Iam advised by Marc Wasserman of Osler and believe that under Canadian law, in certain
circumstances, directors can be held liable for certain obligations of a company owing to
employees and government entities, which may include unpaid accrued wages and unpaid accrued

vacation pay, together with unremitted sales, goods and services, and harmonized sales taxes.

101. Itis my understanding that the Chapter 11 Debtors’ director and its past and former officers
who are or were employed are potential beneficiaries of director and officer liability insurance (the
“D&O Insurance”) with a $80 million aggregate limit. In light of the insolvency of the Chapter
11 Debtors, it is unclear whether this insurance policy provides sufficient coverage against the
potential liability that the director and officers could incur in relation to the Chapter 11 Cases and

these CCAA recognition proceedings.

102. Inlight of the potential liabilities and the insufficiency of available insurance, the continued
service and involvement of the directors and officers is conditional upon the granting of an order
under the CCAA which grants a charge in favour of Chapter 11 Debtors directors and officers on
the property of the Chapter 11 Debtors in Canada (the “Directors’ Charge”). The Directors’

Charge would be subordinate to the proposed Administration Charge. The Directors’ Charge
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would act as security for the indemnification obligations for directors’ and officers’ potential
liabilities, as set out above. The Directors’ Charge is necessary so that the Chapter 11 Debtors may
benefit from the directors’ and officers’ experience with the business as they guide the realization
and wind-down efforts. The charge would only be relied upon to the extent of the insufficiency
of the existing insurance. The Foreign Representative intends to return to Court to seek an order
granting the Directors’ Charge shortly after the granting of an Initial Recognition Order and

currently anticipates that it will seek a Directors” Charge in the amount of CDN $2 million.

(d) Recognition of First Day Orders

103. By operation of the U.S. Bankruptcy Code, the Chapter 11 Debtors obtained the benefit of
a stay of proceedings upon filing the voluntary Petitions with the U.S. Court. A stay of proceedings
in Canada is essential to protect the efforts of the Chapter 11 Debtors to proceed with the Chapter

11 Cases, pursue a restructuring transaction and wind-down its Canadian operations.

104. The Chapter 11 Debtors have filed certain First Day Motions with the U.S. Court, which

can be summarized as follows:

@) Motion for an Order Authorizing Pier 1 Imports, Inc. to Serve as Foreign
Representative on Behalf of the Debtors’ Estates (the “Foreign Representative
Motion™): This motion is for an order authorizing Pier 1 Imports to act as an
“authorized foreign representative” in order to seek the relief sought in this

application.

(b) Debtors” Motion for Entry of an Order (1) Directing Joint Administration of

Chapter 11 Cases and (Il) Granting Related Relief (the “Joint Administration
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Motion): This motion is for an order directing the joint administration of the cases

of the Chapter 11 Debtors for procedural purposes only.

Debtors” Motion for Entry of an Order (I) Establishing Certain Notice, Case
Management and Administrative Procedures and (I1) Granting Related Relief (the
“Case Management Motion”): This motion is for an order establishing certain

case management procedures for the Chapter 11 Cases.

Debtors’ Motion for Entry of an Order (I) Extending Time to File Schedules and
Statements of Financial Affairs, (1) Authorizing the Debtors to File a Consolidated
List of Creditors in Lieu of Submitting a Separate Mailing Matrix for Each Debtor,
(111) Authorizing the Debtors to File a Consolidated List of the Debtors’ Thirty
Largest Unsecured Creditors, (IV) Authorizing the Debtors to Redact Certain
Personal Identification Information for the Debtors” Employees, and (V) Granting
Related Relief (the “Creditor Matrix, SOFAs, Schedules Motion”): This motion
is for an order extending the deadline for the Chapter 11 Debtors to file certain
information in the Chapter 11 Cases, authorizing the Chapter 11 Debtors to file a
consolidated list of creditors and a consolidated list of their 30 largest unsecured
creditors, waiving the requirement to file a list of equity holders and authorizing

the redaction of certain personal identification information.

Debtors’ Motion for an Expedited Hearing on “First Day Motions” (the “Expedite
Hearing Motion”): This motion is for an order expediting the hearing for the

Chapter 11 Debtors’ First Day Motions.
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Debtors’ Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to (A) Continue to Operate their Cash Management System, (B) Honor Certain
Prepetition Obligations Related Thereto, (C) Maintain Existing Business Forms,
and (D) Perform Intercompany Transactions, and (I1) Granting Related Relief (the
“Cash Management Motion”): This motion is an interim order and a final order
authorizing the Chapter 11 Debtors to continue using their Cash Management
System, pay any prepetition or postpetition bank fees, maintain existing business
forms in the ordinary course of business, and continue to perform certain
intercompany transactions consistent with historical practice. In respect of Canada,
this motion seeks authorization for the Chapter 11 Debtors to continue using the
Canadian Cash Management System and to, as required in their business judgment
and in consultation with the Information Officer, retain account balances in
Canadian Bank Accounts until the conclusion of this CCAA recognition
proceeding, which account balances, in aggregate, shall be no less than the amount
required to satisfy the obligations secured by the Administration Charge and the

Directors’ Charge.

Debtors’ Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to (A) Pay Prepetition Wages, Salaries, Other Compensation, and Reimbursable
Expenses and (B) Continue Employee Benefits Programs, and (Il) Granting
Related Relief (the “Wages Motion”): This motion describes and seeks an interim
order and a final order for the continuation of the Chapter 11 Debtors’ prepetition
employee obligations in the ordinary course of business, and the authority to pay

and honour certain prepetition claims relating to, among other things, wages,
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salaries and other compensation. With respect to Canada in particular, the Chapter
11 Debtors are seeking authorization, among other things, to pay all prepetition
wages, salaries, reimbursable expenses, and other obligations on account of the
employee compensation and benefits programs described previously in this
affidavit in the ordinary course of business and to continue to administer the

compensation and benefits programs in the ordinary course of business.

Debtors’” Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to (A) Maintain, Renew, or Supplement Their Insurance Policies and Honor all
Obligations in Respect Thereof, and (B) Maintain, Renew, or Supplement Their
Surety Bond Program, and (1) Granting Related Relief (the “Insurance Motion”):
This motion seeks an interim and a final order authorizing the Chapter 11 Debtors
to maintain, renew, or supplement their insurance policies and honour all
obligations in respect thereof, and to maintain, renew, and supplement their surety
bond program on an uninterrupted basis. This includes a number of insurance
policies that apply to Canada as well as four surety bonds for utilities in Canada in

the aggregate amount of approximately $13,650.

Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing Payment of
Prepetition Claims of (A) Lien Claimants, (B) Import Claimants, (C) 503(B)(9)
Claimants, and (D) Critical Vendors, (II) Confirming Administrative Expense
Priority of Outstanding Orders, and (Ill) Granting Related Relief (the
“Lienholders Motion”): This motion describes the Chapter 11 Debtors’ supply
chain and, in order to ensure the continued operation of the supply chain in the

ordinary course, seeks an interim order and a final order authorizing the payment,
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in the ordinary course, of prepetition claims held by certain shippers,
warehouseman and other lien claimants as well as vendors who supplied goods
within the 20-day period immediately preceding the Petition Date, and seeks

administrative expense priority for outstanding orders.

Debtors’ Motion for Entry of Interim and Final Orders (I) Approving the Debtors’
Proposed Adequate Assurance of Payment for Future Utility Services, (II)
Prohibiting Utility Companies from Altering, Refusing, or Discontinuing Services,
(1) Approving the Debtors’ Proposed Procedures for Resolving Additional
Assurance Requests, and (IV) Granting Related Relief (the “Utilities Motion”):
This motion seeks an interim order and a final order approving the Chapter 11
Debtors’ proposed adequate assurance of payment for future utility services under
section 366 of the U.S. Bankruptcy Code, prohibiting utility companies from
altering, refusing, or discontinuing services, and approving the Chapter 11 Debtors’
proposed procedures for resolving disputes regarding adequate assurance. In
connection with their Canadian operations, the Chapter 11 Debtors obtain
necessary electricity, telephone, natural gas, water, waste management, and other

similar services from companies listed in Exhibit C to the Utilities Motion.

Debtors’” Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to Maintain and Administer Their Existing Customer Programs and Honor Certain
Prepetition Obligations Related Thereto and (II) Granting Related Relief (the
“Customer Programs Motion”): This motion describes and seeks an interim order
and a final order authorizing the continuation of various customer programs,

including but not limited to customer gift card programs, returns, exchanges, and
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refunds, merchant credit card agreements, and other similar policies, programs and
practices. The customer programs promote customer satisfaction and inure to the
goodwill of the Chapter 11 Debtors’ business and the value of their brand.
Maintaining the goodwill of their customers is important to the Chapter 11 Debtors’
ongoing operations and is necessary to maximize value for the benefit of all of the

Chapter 11 Debtors’ stakeholders.

Debtors’ Motion for Entry of Interim and Final Orders (1) Authorizing the Payment
of Certain Prepetition and Postpetition Taxes and Fees and (II) Granting Related
Relief (the “Taxes Motion™): In the ordinary course of business, the Chapter 11
Debtors collect, withhold, and incur various taxes and fees, and remit them to
various federal, state, provincial, and local governments, including taxing
authorities in Canada. As part of the Taxes Motion, the Chapter 11 Debtors seek an
interim order and a final order, among other things, authorizing them to pay certain
taxes and fees accrued or incurred prepetition but not paid prepetition, and to

maintain certain tax payments to avoid disruption to business operations.

Debtors’ Motion Seeking Entry of an Order Establishing a Record Date for Notice
and Sell-Down Procedures for Trading in Certain Claims Against the Debtors’
Estates (the “Sell-Down Motion): This motion seeks an order establishing the date
the U.S. Court enters the Record Date Order (as defined in the Sell-Down Motion)
as the effective date for notice and sell-down procedures for trading in certain
claims against the Chapter 11 Debtors’ estates in order to preserve the Chapter 11
Debtors’ ability to formulate a plan of reorganization that maximizes the use of

their Tax Attributes (as defined in the Sell-Down Motion).
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Debtors’ Application for Entry of an Order Pursuant to 28 U.S.C. § 156(c) (I)
Approving the Retention and Appointment of Epig Corporate Restructuring, LLC
as the Claims and Noticing Agent to the Debtors, Effective Nunc Pro Tunc to the
Petition Date, and (1) Granting Related Relief (the “Claims Agent Retention
Motion”): This motion seeks an order appointing Epiq Corporate Restructuring,

LLC as claims and noticing agent nunc pro tunc to Petition Date.

Debtors’ Motion for Entry of Interim and Final Orders (I) Approving Notification
and Hearing Procedures for Certain Transfers of and Declarations of
Worthlessness with Respect to Common Stock, and (I1) Granting Related Relief (the
“NOL Motion”): This motion seeks an interim order and a final order approving
certain notification and hearing procedures related to transfers of, or declarations
of worthlessness with respect to, Pier 1 Imports’ common stock or any beneficial
ownership therein, and directing that any purchase, sale, other transfer of, or
declaration of worthlessness with respect to the common stock is in violation of the

procedures shall be null and void ab initio.

Debtors’” Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to Assume the Consulting Agreement, (I1) Authorizing and Approving the Conduct
of Store Closing Sales, with Such Sales to be Free and Clear of all Liens, Claims,
and Encumbrances, (I11) Authorizing Customary Bonuses to Employees of Closing
Stores, and (1V) Granting Related Relief (the “Store Closing Motion”): The Store

Closing Motion is described below.
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Debtors” Omnibus Motion for Entry of an Order Authorizing (I) Rejection of
Certain Unexpired Leases and (II) Abandonment of any Burdensome Property
Located at Locations Covered by such Unexpired Leases, each Effective Nunc Pro
Tunc to Petition Date and (I1l) Granting Related Relief (the “Lease Rejection
Motion”): This motion seeks the Lease Rejection Order authorizing the Chapter 11
Debtors to (i) reject certain unexpired leases of real property, including any
guaranties thereof and any amendments, modifications, or subleases thereto (the
“Leases”); and (ii) abandon certain equipment, fixtures, furniture, or other personal
property that may be located at the premises and not otherwise transitioned to
another store location (collectively, the “Personal Property”). Pursuant to the
Lease Rejection Order, the Chapter 11 Debtors will be rejecting all of their
Canadian leases. The rejection of each Lease and the abandonment of Personal
Property will be effective as of the Rejection Date set out in Schedule 1 to the Lease

Rejection Motion for that particular Lease.

Debtors’” Motion for Entry of Interim and Final Orders (1) Authorizing the Debtors
to Obtain Postpetition Financing, (I1) Authorizing the Debtors to Use Cash
Collateral, (111) Grating Liens and Providing Superpriority Administrative Expense
Status, (IV) Granting Adequate Protection to the Prepetition Secured Parties, (V)
Modifying the Automatic Stay, (VI) Scheduling a Final Hearing, and (VII) Granting

Related Relief (the “DIP Motion”): The DIP Motion is described below.

Debtors Motion for Entry of an Order (I) Establishing Bidding Procedures, (1)
Scheduling Bid Deadlines and an Auction, (111) Approving the Form and Manner

of Notice thereof, (IV) Approving the Form of Asset Purchase Agreement, (V)
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Authorizing the Assumption of the Plan Support Agreement, and (VI) Grating
Related Relief (the “Bid Procedures Motion”): This motion seeks an order
approving the Bidding Procedures described above and authorizing the Chapter 11

Debtors to assume the Plan Support Agreement.

105. A hearing has been scheduled with the U.S. Court on February 18, 2020 to hear the First
Day Motions. A further court date has been scheduled with the U.S. Court to consider final
approval of any order that was entered on an interim basis and to consider any additional motions

that may be filed by the Chapter 11 Debtors.

106. The Chapter 11 Debtors intend to seek one or more orders under the CCAA recognizing
and giving effect to certain of the interim and/or final orders of the U.S. Court in respect of the

First Day Motions (the “First Day Orders”) as they are entered by the U.S. Court.

(e) Interim DIP Order

107. The DIP Motion seeks an Interim DIP Order that, among other things,

@ authorizes the Chapter 11 Debtors to obtain post-petition financing under a senior
secured asset based credit facility on a superpriority basis (subject to lien priorities
described in the DIP Motion) in the aggregate principal amount of up to $256
million (the “DIP Senior Credit Facility”) pursuant to the terms and conditions of
the Senior Secured Super-Priority Debtor in Possession Credit Agreement, by and
among Pier 1 Retail, as borrower, the Facility Guarantors named therein, Bank of
America, N.A., as administrative agent and collateral agent, Pathlight Capital LP

as administrative agent for the ABL Term Lenders (with Bank of America, N.A.,
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the “Agents”), and the lenders named therein (the “DIP ABL Credit Agreement”)
and all collateral documents to be executed or delivered in connection therewith
(collectively, with the DIP ABL Credit Agreement, the “DIP Senior Credit

Facility Documentation”);

authorizes the Chapter 11 Debtors to enter into, be bound by, and perform under
the DIP Senior Credit Facility Documentation and to perform such other and further

acts as may be necessary or appropriate in connection therewith;

authorizes the Chapter 11 Debtors to grant to the Agents for the benefit of
themselves and the DIP ABL Lenders (as defined in the DIP Motion): (i) valid,
binding, enforceable, non avoidable, properly perfected replacement liens on the
DIP Collateral (as defined below); and (ii) allowed superpriority administrative
expense claims for all obligations owing to the Agents and the DIP ABL Lenders
under the DIP ABL Credit Agreement and the DIP Senior Credit Facility

Documentation.

authorizes and directs the Chapter 11 Debtors to pay the principal, interest, fees,
expenses, and other amounts payable under the DIP Senior Credit Facility

Documentation; and

authorizes the Chapter 11 Debtors to use the collateral securing the Prepetition ABL

Obligations (as defined in the DIP Motion).
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108.  Full details of the DIP Senior Credit Facility are provided in the DIP Motion. An overview

of the DIP Senior Credit Facility is provided below:

(@)

()

(©)

(d)

(€)

Borrower: Pier 1 Imports (U.S.), Inc.

Guarantors: Pier 1 Imports, Inc., Pier 1 Assets, Inc., Pier 1 Licensing, Inc., Pier 1
Holdings, Inc., Pier 1 Imports (U.S.), Inc., Pier 1 Services Company, and Pier 1

Value Services, LLC.

Amount: An aggregate principal amount of up to $256 million consisting of (i) $200
million in revolving commitments, which will include a $60 million sublimit for
the issuance of letters of credit; (ii) a $15 million first in, last out term loan

commitment; and (iii) a $41.2 million asset based term loan.

Repayment of existing secured obligations: The Chapter 11 Debtors will use part of
the proceeds from the DIP Senior Credit Facility to refinance and/or roll up, as

applicable, the prepetition ABL Credit Facility in full.

Security: Subject to the Carveout (as defined in the Interim DIP Order), obligations
under the DIP Senior Credit Facility are secured by liens on substantially all of the
personal property, whether now existing or hereafter arising and wherever located,
tangible and intangible, of each of the Chapter 11 Debtors except for the Chapter
11 Debtors’ real property leases or the Excluded Assets as defined in the DIP Senior

Credit Facility Documentation (the “DIP Collateral”).

109. Immediate access to incremental liquidity pursuant to the DIP Senior Credit Facility is

critical to preserving the value of the Chapter 11 Debtors’ estate and maximizing the likelihood of
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a going-concern restructuring. The Chapter 11 Debtors do not have sufficient liquidity to operate
their business in the ordinary course without the financing provided by the DIP Senior Credit
Facility. Among other things, the Chapter 11 Debtors need such liquidity to pay vendors and other
participants in the Chapter 11 Debtors’ supply chain, to execute on certain turnaround initiatives,

and to pay fees and costs related to their restructurings.

110.  As described further in the DIP Motion, the Chapter 11 Debtors have determined, in the
exercise of their business judgment, that the terms of the DIP Facilities are reasonable and
appropriate in the circumstances. The Chapter 11 Debtors, with the assistance of Guggenheim,
conducted a well-organized and competitive marketing process for the Chapter 11 Debtors’
postpetition financing. As a result of this process, the Chapter 11 Debtors, with the assistance of
Guggenheim, ultimately determined that no other lender was able to provide debtor in possession

financing on better or more favorable terms than the DIP Senior Secured Facility.

111. Itis currently a condition precedent to the DIP Senior Secured Facility that an order of the
CCAA Court recognizing and giving effect to the Interim DIP Order is issued and entered. If the
Interim DIP Order is not recognized and given effect by the CCAA Court, the entire restructuring

of the Chapter 11 Debtors will be put in jeopardy.

112. The amount actually borrowed by the Chapter 11 Debtors under the DIP Senior Secured
Facility is proposed to be secured by, among other things, a Court-ordered charge on the Chapter
11 Debtors’ property in Canada (the “DIP Charge”). The Foreign Representative intends to return
to Court to seek an order granting the DIP Charge and recognizing the Interim DIP Order shortly
after the granting of an Initial Recognition Order and the Interim DIP Order being entered by the

U.S. Court.



(f)

-53-

Interim Store Closing Sale Order

113. The Store Closing Motion seeks an Interim Store Closing Sale Order that, among other

things,

(@)

()

(©)

(d)

authorizes the Chapter 11 Debtors to assume that the Store Closing Program
Agreement dated as of January 28, 2009 (as amended, including by the applicable
Statements of Work, the “Consulting Agreement”), by and between Pier 1 Retail

and Gordon Brothers (the “Consultant”);

authorizes the continuation or initiation of 398 store closings or similar themed
sales at the stores listed on Schedule 1 to the Consulting Agreement (the “Initial
Closing Stores™) and at additional stores (the “Additional Closing Stores”) at a
later date or dates that may be determined by the Chapter 11 Debtors in accordance
with the terms of the store closing sale guidelines (the “U.S. Sale Guidelines” with
respect to stores located in the United States, the “Canada Sale Guidelines” with

respect to stores located in Canada, and collectively, the “Sale Guidelines”);

authorizes customary bonuses to non-insider closing store employees who remain
employed for the duration of the store closing process (the “Store Closing

Bonuses”); and

grants related relief.
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() Store Closing Sales

114. The proposed store closings are a critical component of the Chapter 11 Debtors’ go-forward
business plan. During 2019, the Chapter 11 Debtors recognized that their store footprint was
unsustainable and began to develop a strategy in conjunction with AlixPartners and A&G to right-

size their store footprint.

115. In particular, the Chapter 11 Debtors management and advisors undertook an extensive
performance analysis of all existing stores, evaluating, among other factors, historical and recent
store profitability, historical and recent sales trends, occupancy costs, the geographic market in
which each store is located, the mall or property in which each store is located, the potential to
negotiate rent reductions with applicable landlords, the outcome of the third-party sale, and

specific operational circumstances related to each store’s performance.

116. Ultimately, the Chapter 11 Debtors’ management team and advisors determined that it was
appropriate to close and wind down approximately 398 underperforming brick-and-mortar stores.
In late 2019, the Consultant commenced an ongoing store closing process with respect to 71 stores,
a majority of which had naturally expiring leases. On January 6, 2020, the Chapter 11 Debtors
announced an intention to close up to 450 stores. On or around January 10, 2020, the Chapter 11
Debtors initiated the store closing process at approximately 270 Initial Closing Stores, which

included 169 that had previously been converted to a clearance store format.

117. The Chapter 11 Debtors intend to initiate closing sales at 56 Canadian stores where closing
sales have not been commenced if this Court recognizes the Interim Store Closing Sale Order and
allows the Chapter 11 Debtors to proceed with the store closings. The Foreign Representative

intends to return to Court to seek an order recognizing the Interim Store Closing Sale Order shortly
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after the granting of an Initial Recognition Order and the Interim Store Closing Sale Order being

entered by the U.S. Couirt.

118. The Chapter 11 Debtors expect all sales at the Initial Store Closings to be completed and
the properties vacated by March 31, 2020. The Chapter 11 Debtors estimate that the proceeds from

all the sales will be approximately $177 million.

(i)  The Consultant

119. For more than ten years, the Chapter 11 Debtors have engaged the Consultant to facilitate
store closures in the United States and Canada. As a result, the Consultant has significant expertise
and expert knowledge regarding the Chapter 11 Debtors, their merchandise, and their store
operations. Given the Consultant’s pre-existing arrangements with the Chapter 11 Debtors and its
pre-existing knowledge and experience, and in light of the Consultant’s historic success in closing
other stores for the Chapter 11 Debtors, the Chapter 11 Debtors concluded in their business
judgment that retaining the Consultant was necessary for a seamless and efficient large-scale store
closing process and to maximize the value of the saleable inventory located in the closing stores
(the “Merchandise™), and the associated furniture, fixtures, and equipment (the “FF&E” and, with
the Merchandise, the “Store Closure Assets”). The Chapter 11 Debtors also concluded that the
Consultant is the most qualified and capable of performing the required tasks in a value-
maximizing manner. Further, the Consultant is already in the process of liquidating inventory at

most of the closing stores.

120. Therefore, the Chapter 11 Debtors entered into the Consulting Agreement with the
Consultant, which reflects the parties’ historic contractual arrangements as amended by Statements

of Work 78, 79, 80, and 81.
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(iii))  Consulting Agreement and Sale Guidelines

121. Pursuant to the Consulting Agreement, the Consultant will serve as the exclusive
independent consultant to the Chapter 11 Debtors in connection with the sale of the Store Closure

ASSets.

122.  Under the Consulting Agreement, the Consultant would earn the following compensation:

@ A Base Fee equal to $3,000 per store.

(b) An Incentive Fee as one of the following based upon the applicable Recovery
Percentage relating to the Sale at the Stores (all terms below as defined in the

Consulting Agreement):

Recovery Percentage GBRP’s Incentive Fee
Below 50.00% None
50.00% - 51.99% 0.25% of the Retail Value of the Merchandise
52.00% - 53.99% 0.75% of the Retail Value of the Merchandise
54.00% and Above 1.00% of the Retail Value of the Merchandise; plus an amount
equal to $500 per Store subject to this Statement of Work

(c) A Special Purpose Payment under three of the Statements of Work that form part
of the Consulting Agreement. The Consultant may apply the Special Purpose
Payments to any unpaid obligation owing by the Chapter 11 Debtors to the
Consultant under the Consulting Agreement and unused portion of the Special
Purpose Payment shall be returned to the Chapter 11 Debtors within three days
following the final reconciliation under the Consulting Agreement. The Special
Purpose Payments are $310,000 for Statement of Work 78, $832,000 for Statement
of Work 79, and $750,000 for Statement of Work 80. There is no Special Purpose

Payment payable for Statement of Work 81.
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Some of the key terms of the Consulting Agreement include the following:

(@)

()

Services Provided by Consultant: Among other things, the Consultant shall (i)
recommend appropriate point-of-purchase, point-of-sale, presentation and external
and internal advertising and signage; (ii) provide qualified supervisors to oversee
the conduct of the Sale; (iii) maintain focused and constant communication with
store-level employees and managers to keep them abreast of strategy and timing
and to properly effect store-level communication by the Chapter 11 Debtors’
employees to customers and others; (iv) establish and provide oversight of
accounting functions for the Sale, including evaluation of sales of Merchandise by
category, sales reporting, and expense monitoring; (v) coordinate with the Chapter
11 Debtors so that the operation of the Closing Stores is being properly maintained,
including ongoing customer services and housekeeping activities; (vi) recommend
appropriate staffing levels for the stores and appropriate bonus and/or incentive
programs for Store employees; and (vii) provide recommendations for loss

prevention initiatives.

Term of Sale: The term “Sale Term” with respect to each store shall be the period
commencing on the Sale Commencement Date and ending on the Sale Termination
Date as set forth in the respective Statement of Work. However, the Consultant may
establish an earlier “Sale Termination Date” with respect to any one or more store
subject to each Statement of Work (on a per store basis) upon five days prior notice
to the Chapter 11 Debtors. Upon the conclusion of the Sale Term at each Store, the

Consultant shall leave such Store in broom clean condition, subject to the
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Consultant’s right pursuant to the Consulting Agreement to abandon in a neat and

orderly manner all unsold FF&E.

Expenses of Consultant: All expenses incidental to the conduct of the Sale and the
operation of the stores during the Sale Term shall be borne by the Chapter 11
Debtors except for any of the “Consultant’s Controlled Expenses” that exceed the
budgeted amount for such Consultant Controlled Expenses, which excess such

expenses shall be at the sole cost and expense of the Consultant.

Chapter 11 Debtors’ Responsibilities: The Chapter 11 Debtors shall provide, at no
cost or expense to the Consultant, (i) central administrative services and distribution
centre services reasonably necessary to administer the Sale and consistent with the
services provided in the ordinary course; (ii) store-level employees at the stores;
(iii) reasonable use of store-level assets; and (iv) peaceful use and occupancy of,
and reasonable access to the Stores for the purpose of preparing for, conducting,

and completing the Sale.

Insurance Obligations: The Chapter 11 Debtors agree to maintain their normal and
customary products liability insurance with respect to the Merchandise as well such
other insurance that Merchant has maintained in the ordinary course consistent with
historic periods. During the Sale Term, Consultant shall, at its sole cost and
expense, maintain in effect at all times during the Sale Term insurance coverages
with limits not less than those set forth below with insurers licensed to do business
in the state(s) in which the services are performed: (i) commercial general liability,

including contractual liability coverage with respect to the Services, bodily injury,
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property damage liability, independent contractor coverage and completed
operations coverage, all in broad form having a combined single limit of $1 million;
(if) comprehensive automobile liability, having a combined single limit of $1
million; (iii) workers’ compensation as required by the laws of the state(s) where
the stores are located containing a waiver of subrogation in favor of the Chapter 11
Debtors; (iv) employer’s liability with a $500,000 limit; and (v) such other
insurance as may be reasonably requested from time to time by the Chapter 11

Debtors.

124. The Canada Sale Guidelines shall govern the Sale at Canadian Stores. | am advised by Mr.

Wasserman of Osler and believe that the Canada Sale Guidelines are consistent with sales

guidelines approved by Canadian courts in recent Canadian retail store liquidations. The Canada

Sale Guidelines provide, among other things:

(@)

(b)

(©)

The Sale shall be conducted in accordance with the terms of the applicable lease,
except as otherwise set out in any order by the U.S. Court or the Canadian CCAA
Court, the Canadian Sale Guidelines, or in any subsequent written agreements
between the Chapter 11 Debtors and/or the Consultant, at the direction of the
Chapter 11 Debtors, and the applicable landlord(s), and approved by the

Consultant.

The Sale shall be conducted so that each of the Stores remains open, before it is

vacated, during its normal hours of operation provided for in the applicable lease.

The Sale shall end by no later than March 31, 2020, unless otherwise agreed by the

applicable landlord.
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All display and hanging signs used by the Consultant in connection with the Sale
shall be professionally produced and hung in a professional manner. No sign shall
advertise the sale as a “bankruptcy”, “liquidation” or “going out of business” sale.
However, notwithstanding anything in the applicable leases, the Consultant may

advertise an “everything on sale”, “everything must go”, “store closing”, or similar

themed sale.

The purchasers of FF&E shall only be permitted to remove the FF&E either through
the back shipping areas designated by the applicable landlord or through other areas
after regular store business hours or, if the FF&E can fit in a shopping bag, through
the front door of the store during store business hours. FF&E may only be removed

with the landlord’s supervision, if required by the landlord.

The Consultant shall not conduct any auctions of Merchandise or FF&E at any of

the Stores.

Signs must be posted in the cash register areas of each Store informing customers

that all sales are “final”.

At the conclusion of the Sale in each Store, the Consultant and the Chapter 11

Debtors will arrange for the premises to be cleaned.

The Consultant shall be entitled to include additional merchandise in the Sale,
provided that (a) the additional merchandise is currently in the possession of the
Chapter 11 Debtors (including in any distribution centres owned or leased by the

Chapter 11 Debtors) or has previously been ordered by or on behalf of the Chapter
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11 Debtors and is currently in transit to the Chapter 11 Debtors; and (b) the
additional merchandise of the Chapter 11 Debtors is of like kind and category and
no lessor quality to the Merchandise, and consistent with any restriction on usage

of the Stores set out in the applicable leases.

125. The Chapter 11 Debtors are seeking interim approval of the Sale Guidelines to allow the
continuation of the Sales at the Initial Closing Stores and commencement of the Sales at the
Additional Closing Stores, if any. The Chapter 11 Debtors have determined, in the exercise of their
reasonable business judgment and in consultation with their advisors, that the Sale Guidelines will
provide the best and most efficient means of selling the Store Closure Assets in order to maximize
their value to the estates. The Chapter 11 Debtors estimate that the store closings will continue

until no later than March 31, 2020.

(iv)  Store Closing Bonus Plan

126. The proposed Interim Store Closing Sale Order authorizes the Chapter 11 Debtors to pay
store closing bonuses to store-level non-insider employees who remain in the employ of the
Chapter 11 Debtors during the Sales in accordance with existing practice (the “Store Closing
Bonus Plan”). The Chapter 11 Debtors believe that the Store Closing Bonus Plan will motivate
employees during the Sales and will enable the Chapter 11 Debtors to retain those employees

necessary to successfully complete the Sales.

127. The amount of the bonuses offered under the Store Closing Bonus Plan will vary depending
upon a number of factors, including the employee’s position with the Chapter 11 Debtors and
duration of employment. The total aggregate cost of the Store Closing Bonus Plan will also vary

depending on how many stores are ultimately closed. If the Chapter 11 Debtors were to close
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every Closing Store, the aggregate amount of Store Closing Bonuses paid will not be more than
$1.65 million, assuming all of the eligible employees remain employed through the duration of the

Sales at every closing store.
H, Proposed Next Hearing

128.  As noted above, Pier Imports as the Foreign Representative intends to seek one or more
recognition orders in respect of certain of the First Day Orders as they are entered by the U.S,
Court. Pier 1 Imports also intends to seek further hearings for recognition of any corresponding
“final orders” and any “second day” orders that need to be recognized, if and when entered by the

U.S. Court.
L. Notice

129.  This application has been brought on notice to the Term Loan Lenders, the Prepetition

ABL Lenders, and the proposed Information Officer.

130. Information regarding these proceedings will be provided to Pier 1°s Canadian stakeholders
by and through the Information Officer. .If the orders sought are granted, the Foreign
Representative proposes that a notice of the recognition orders be published for once a week for
two consecutive weeks, in the Globe and Mail (National Edition) and all Canadian Court materials

in these proceedings will be available on the Information Officer’s website.

SWORN BEFORE ME at the City of
Richmond, in the State of Virginia, on
February 18, 2020
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Proposed Co-Counsel to the Debtors and Debtors in Possession

IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF VIRGINIA
RICHMOND DIVISION

In re: Chapter 11

PIER 1 IMPORTS, INC., et al.,} Case No. 20-30805 (KRH)

Debtors. (Joint Administration Requested)

N N N N N N N

DECLARATION OF ROBERT J.
RIESBECK, CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER OF PIER 1 IMPORTS, INC,,
IN SUPPORT OF CHAPTER 11 PETITIONS AND FIRST DAY MOTIONS

I, Robert J. Riesbeck, Chief Executive Officer and Chief Financial Officer of Pier 1

Imports, Inc., hereby declare under penalty of perjury:

The Debtors in these chapter 11 cases, along with the last four digits of each Debtor’s federal tax identification
number, are set forth in the Debtors’ Motion for Entry of an Order (I) Directing Joint Administration of
Chapter 11 Cases and (Il) Granting Related Relief filed contemporaneously herewith. The location of the
Debtors’ service address is 100 Pier 1 Place, Fort Worth, TX 76102.
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Introduction

1. The so-called “retail apocalypse™ has truly taken on a life of its own—from its own
Wikipedia page? to dozens of articles attempting to discern its true meaning.® No retail company
or consumer in the United States has been immune from its reach over the last several years. Yet
for all the commentary and constant analysis, the retail apocalypse is simply a fancy way of saying
the American consumer has adjusted its consumption habits. Too many pundits have sought to
point in too many wrong directions.* In the face of the longest bull run in U.S. history (close to
3,000 days and counting), a myriad of factors have collectively changed the ways in which
consumers and retailers interact—creating for retailers what is tantamount to a perfect storm—and
directly contributing to the struggles retailers face in a shifting marketplace.® Pier 1 is
unfortunately a prime example.

2. Pier 1 has been at the forefront of major home décor and furniture trends since
1962, operating more than 1,000 stores across the United States and Canada at its peak. Pier 1
offers unique home furnishings and accessories focused on inspiring, fun, colorful, creative, out-

of-the-ordinary home décor and furniture. And its loyal customer base recognizes the company

2 hittps://en.wikipedia.org/wiki/Retail _apocalypse.

3 See, e.g., See, e.g., Derek Johnson, What in the World is Causing the Retail Meltdown of 2017, The Atlantic,
Apr. 10, 2017 (“[S]everal trends—including the rise of e-commerce, the over-supply of malls, and the surprising
effects of a restaurant renaissance—have conspired to change the face of American shopping.”)
(https://www.theatlantic.com/business/archive/2017/04/retail-meltdown-of-2017/522384/).

4 See, e.g., Ben Ungleshee and Nicole Ault, Is the Road to Bankruptcy Paved by Private Equity, Retail Dive,
Nov. 9, 2018 (https://www.retaildive.com/news/the-road-to-bankruptcy/540617/); Lillian Rizzo, Private Equity
Takes Fire as Some Retailers Struggle, Wall St. J., July 30, 2017, (https://www.wsj.com/articles/vendors-
landlords-target-private-equity-firms-in-retail-rubble-1501412401).

This includes: (a) the so called “Amazon effect,” the general movement of consumers towards online and direct
to consumer retail, particularly in light of younger generations growing into a convenience culture enabled by
changing technologies; (b) single-category stores struggling to compete as mega retailers, such as Target and
Walmart, expand into new product lines; (c) consumer trend towards “minimalism” over consumerism and the
rise of consumer resale; (d) sharing platforms and the rise of rental and resale; (e) direct to-consumer digitally
native vertical brands; and (f) the proliferation of goods globally.
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for the value it provides; Pier 1 merchandise is of similar quality to that of its higher-end
competitors but at price points closer to that of online stores and furniture sections at mass-market
retailers.

3. Unlike many other retailers that have recently commenced chapter 11 cases, Pier 1
is a public company with only $400 million of indebtedness. Pier 1 has a strong online platform
and omni-channel platform, accounting for approximately 27% of overall sales. The company
has, however, struggled to evolve in the modern retail environment. From fiscal years 2014 to
2018, the company’s net income dropped from $108 million to about $11.6 million and in fiscal
year 2019 Pier 1 experienced a $198.8 million loss. But Pier 1 has not stood idle. Over the course
of the past year, Pier 1 has sought to implement a reshaping of its business and building of the top
line through renewed focus on its brand and core group of purchasers, realignment of its
merchandising strategy, and reshaping its far too expansive store footprint. Pier 1—under new
management—is attempting to turning the corner in an ever-changing retail landscape.
Contemporaneously, the company is in the process of closing up to 450 stores, and in conjunction
with this filing, announced its intent to completely close its Canadian operations. And the
management team and its advisors, under the direction of a highly functioning world-class board

of directors, will stop at nothing to keep the lights on for this retail mainstay.
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4. With the support of 63.8 percent of its prepetition term loan lenders, Pier 1
commences these cases with an agreed plan and operational process designed to maximize the
value of the enterprise for the benefit of all stakeholders and continue the operational redo that is
already underway. More specifically, as contemplated in the plan support agreement and related
bidding procedures, the company will continue this broad marketing effort to seek all manner of
bids for its assets. The “all weather” chapter 11 plan contemplated by the plan support agreement,
which the company intends to file no later than February 24, 2020, provides for either the
effectuation of a sale or the equitization of term loan indebtedness on a stand-alone basis. To be
clear, the term loan lenders have made no decision at this point, but instead support the process as
outlined in the plan support agreement. The Debtors have secured $256 million in debtor in
possession financing to facilitate this process. The company expects to seek confirmation of its

plan in approximately 66 days.
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Background

5. | am the Chief Executive Officer of Pier 1 Imports, Inc.® and have served in that
role since November 4, 2019. 1 also currently serve as the Chief Financial Officer of Pier 1, having
served in that role since July 2019.

6. Before to joining the company, | was Chief Financial Officer of FullBeauty Brands
from June 2018 to February 2019. Before Full Beauty, | served as the Chief Financial officer of
H.H. Gregg, inc. from September 2014 to June 2016, and then as Chief Executive Officer from
February 2016 to June 2017. I also served as an operating executive of Sun Capital Partners, Inc.
from 2010 to 2014, and Chief Financial Officer of a Sun Capital Partners, Inc. portfolio company,
Marsh Supermarkets, from 2006 through 2010. Before that, | served as the Chief Operating Officer
and Chief Financial Officer of subsidiaries of Nike, Inc. from 2000 through 2005.

7. Each Debtor filed voluntary petitions for relief under chapter 11 of the United States

Bankruptcy Code, 11 U.S.C. 88 101-1532 (the “Bankruptcy Code”), in the United States

Bankruptcy Court for the Eastern District of Virginia (the “Court”) on Monday, February 17, 2020
(the “Petition Date”). To minimize the adverse effects on their business, the Debtors also filed

motions and pleadings seeking various types of “first day” relief (the “First Day Motions”).

8. I am generally familiar with the Debtors’ day-to-day operations, business and
financial affairs, and books and records. | submit this declaration to explain to the Court and
interested parties why the Debtors filed these cases, and in support of the First Day Motions.

9. Unless stated otherwise, all facts in this declaration are based upon my personal
knowledge; my discussions with the management team and outside advisors, including investment

banker Guggenheim Securities, LLC, restructuring advisor AP Services, LLC, restructuring

& In this declaration “Pier 1” or “Debtors” refers to Pier 1 Imports, Inc. together with its Debtor affiliates.
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counsel Kirkland & Ellis LLP, and Canadian counsel Osler, Hoskin & Harcourt LLP; my review
of documents and information concerning the Debtors’ operations, financial affairs, and
restructuring initiatives; or my opinions based on my experience and knowledge.

10. | am over the age of 18 and authorized to submit this declaration on behalf of the
Debtors. | would testify to the matters stated in this declaration.

11.  To familiarize the Court with the Debtors, their business, the circumstances leading
to these chapter 11 cases, and the relief the Debtors are seeking in the First Day Motions, | have
organized this declaration as follows:

e Part I describes the Debtors’ corporate history and current operations;
e Part Il describes the Debtors’ prepetition capital structure;

e Part 11 describes the circumstances leading to the filing of these chapter 11 cases
and the Debtors’ current restructuring efforts;

e Part IV describes the proposed debtor-in-possession financing; and

e Part V sets forth the evidentiary basis for the relief requested in each of the first
day pleadings.

Discussion
I Company History and Current Operations.
A. History.

12.  Pier 1 is widely regarded as the original “treasure hunt” destination for home
furnishings and is known for its unique culture, rich heritage and quality, and edited and styled

collection of on-trend and one-of-a-kind home furnishings and decorative accessories.

7 Many of the financial figures presented in this declaration are unaudited and potentially subject to change, but
reflect the Debtors’ most recent review of their business. The Debtors reserve all rights to revise and supplement
the figures presented herein.
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13. Founded with a single store in San Mateo, California in 1962, Pier 1’s first
customers were post-World War Il baby boomers looking for beanbag chairs, love beads, and
incense. By 1966, the company had expanded to 16 locations selling incense and novelty items,
and established its corporate headquarters in Fort Worth, Texas. By 1970, the company’s stock
was publically traded on the American Stock Exchange. Two years later, Pier 1 joined the New
York Stock Exchange under the symbol PIR. By this time, Pier 1 had 123 stores and had expanded
its international presence by adding stores in Australia and Europe.

14.  The company rapidly expanded beginning in the 1970s and continuing through the

1990s. In 1979, a store in Royal Oak, Michigan was the first to reach $1 million in annual sales.
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By 1985 the company operated 265 stores. In 1988, the company launched the Pier 1 Preferred
loyalty card; within its first year 120,000 customers were cardholders and by 1994, the card
generated over $100 million in sales. The company continued to grow its footprint and increase
its brand exposure through the 1990s, expanding into Puerto Rico and developing partnerships for
operations in the United Kingdom and Mexico. In 1996, the company introduced its first program
designed to provide interior designers exclusive product previews and generous discounts on Pier 1
merchandise, which is still offered as the Trade Perks program at all company stores throughout
the U.S. and Canada.

15.  Since the turn of the millennium, the company has continued to expand and evolve,
developing an e-commerce platform, opening new stores, and modernizing its existing stores. A

detailed company timeline is included below:

1962: Company 1966: 16 Locations 1970: Company’s 1972: Company 1985: Company

founded in San in United States. stock is traded on the operates 123 operates 265

Mateo, CA. American Stock locations. locations.
Exchange.

2001: Company 1998: Sales 1994: Pier 1 Preferred 1993: Stores opened in
launches online surpass $1 hillion. loyalty card achieves Puerto Rico, Mexico, and
store and Pier 1 $100 million in sales. the United Kingdom.
Kids concept.

2003: Company 2006: 2016-2018: Stores lose 2019: Company
opens its 1000th Company significant portion of revenue brings in new
store in North sells its UK and competition from new management
America. operations. entrants intensifies. team.
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16. Today, Pier 1’s merchandise is cohesive, aspirational, and inspiring. Pier 1’s store
associates are a defining asset and hallmark of any visit to a Pier 1 store location; their dedication
to delighting customers at every turn sets Pier 1 apart from its competitors and has long been
considered one of Pier 1’s greatest strengths.

17.  Pier 1’s products, including a wide variety of decorative accessories, candles,
housewares, gifts, and seasonal products are available in retail stores throughout the United States
and Canada, as well as 61 store-in-store formats in Mexico and 1 in El Salvador through a
partnership with Grupo Sanborns (as defined below). The company directly imports the majority
of its merchandise from China, India, and Vietnam. Pier 1’s stores attract a loyal customer base
that appreciates the company’s curated, unique mix of home goods from the world’s most gifted
artisans reflecting fashion-forward trends and handcraft exclusive products.

B. Geographical and Digital Footprint.

18.  As of the Petition Date, the company operates 858 stores in the United States and

65 stores in Canada in addition to its e-commerce website, www.pierl.com, with e-commerce

representing 27% of total sales.® As announced on January 6, 2020, the company is in the process
of closing up to 450 stores, and in conjunction with this filing, announced its intent to close its
Canadian operations. The go-forward footprint is expected to be approximately 540 stores.

19.  The company’s anticipated go-forward stores average approximately 10,000 gross
square feet, which includes an average of approximately 8,000 square feet of retail selling space.
The stores are most commonly located in freestanding units near shopping centers or malls and
in-line positions in major shopping centers. Historically, the company operated in substantially

all major U.S. and most Canadian metropolitan areas and many of the primary smaller markets.

8 As a percentage of sales in the last twelve months as of the company’s third fiscal quarter of fiscal year 2020.
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Going forward, the store will have a substantially similar footprint in the United States, but with
fewer stores in the same markets. The company operates regional distribution center facilities
and/or fulfillment centers in or near Baltimore, Maryland; Columbus, Ohio; Fort Worth, Texas;
Ontario, California; Savannah, Georgia; and Tacoma, Washington.® The company’s corporate
headquarters is located in Fort Worth, Texas. As of the Petition Date, the company employs
approximately 17,000 employees in the United States and Canada.'?

20.  The company, through Debtor PIR Trading, Inc., has an arrangement to supply

Grupo Sanborns, S.A.B. de C.V. (“Grupo Sanborns) with the company’s merchandise to be sold

by Grupo Sanborns’ subsidiaries, Sears Operadora de Mexico, Corporacion de Tiendas
Internationales, S.A. de C.V., and claroshop.com, S.A.P.l. de C.V. Through this relationship,
Grupo Sanborns operates a “store within a store” format for Pier 1 merchandise in locations in 61
of Mexico, 1 location in El Salvador, and online at claroshop.com.

C. Product Mix and Sales.

21.  The company generally has its highest sales volumes during November and
December as a result of the holiday selling season. In the nine months ending November 2019,
the company had net sales of approximately $977 million. This sales figure is a result of consistent
decline in average unit prices and loss of foot traffic to stores, as shown by a decrease in net sales
by more than 14% from fiscal year 2019, and more than 24% from fiscal year 2018. While the

broad categories of the company’s merchandise remain fairly constant, individual items within

®  Pier 1 is currently in the process of closing the Distribution Centers in Ontario, California and Columbus, Ohio,
and is consolidating its two buildings in Baltimore, Maryland into one facility.

10 On January 6, 2020, the Debtors announced the closing of up to 450 stores and reduction of workforce in the

home office. The Debtors estimate that approximately 6,000 employees will be terminated during these
chapter 11 cases.

10
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merchandise categories change frequently in order to meet the changing demands and preferences
of customers and trends.
22.  The principal categories of merchandise include:

e Decorative accessories, which constitutes the broadest category of merchandise in
the company’s sales mix and accounted for approximately 67% of sales in fiscal
year 2019, compared to approximately 65% of sales in fiscal years 2018 and 2017.
These goods include decorative accents and textiles such as rugs, wall decorations
and mirrors, pillows, bedding, lamps, vases, dried and artificial flowers, baskets,
ceramics, dinnerware, candles, fragrance, gifts, and seasonal items, and

e Furniture, which consists of furniture and furniture cushions to be used in living,
dining, office, kitchen and bedroom areas, as well as sunrooms and patios. This
group accounted for approximately 33% of sales in fiscal year 2019, compared to
approximately 35% of sales in fiscal years 2018 and 2017. The company’s
furniture is generally made of metal or handcrafted natural materials, including
rattan, pine, acacia, oak, and other woods with either natural, stained, painted, or
upholstered finishes.

D. Customer-Focused Inventory and Marketing.

23. Further, the company has returned to its historic product mix and quality. New
management has reduced the SKU count and redesigned the stores to show customers a compelling
design story that they can bring into their own home. The company has shifted to a curated product
mix with proprietary designs and higher quality. This new product mix reflects a focus on

fast-growing segments such as furniture and home décor and accessories. The below examples

depict the company’s updated product mix:

11
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24.  These key strategies allow the company to capitalize on new trends and coordinate
collections, which will inspire the customer and maintain brand loyalty. The limited SKU count
allows the company to showcase compelling merchandise which has favorable unit economics.
As an example, sales of the company’s top furniture collections from August through December
2019 increased 47% from the year prior, while merchandise margin increased 44% over the same
period. Additionally, the company has implemented new inventory management systems to drive
execution and accountability for SKU realization, including new tools and guardrails to ensure
inventory plans are financially sound and well executed.

25.  The company’s updated marketing materials reflect the refreshed focus on an
elevated and cohesive style. Whereas before these strategic changes the advertisements focused
squarely on breadth of SKUs and the low-cost attributes, the current marketing materials show
distinct style and complementary pieces, providing a more fulsome design to inspire the
company’s core customers. The below advertisings provide a clear picture of the company’s

efforts to present a refined and elevated style.

12
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Before... I
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E. Supply Chain and Vendor Relationships.

26.  The Debtors’ supply chain and vendor relationships are some of the most important
components of its business. The company maintains an integrated supply chain aimed at ensuring
the uninterrupted flow of fresh merchandise to their brick-and-mortar locations and to the
company’s distribution centers. In order to meet the changing demands and preferences of
customers and adapt to trends within the market, the company works closely with various vendors
and logistics providers to ensure merchandise is up to the standards the Company’s customers

demand, and delivered on time. The company also utilizes buying agents (the “Buying Agents”)

in overseas markets to assist with product development and sampling, order management, product
inspection, and quality control.

27. Over the past year, the company implemented an integrated industry standard
“End2End” process, previously nonexistent at the company, that is data driven and reinforces a
culture of collaboration, accountability, and results. The iterative process begins with the company

developing a style story, and considering merchandise selection and mix. Samples are produced,

13
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and employees and Buying Agents liaise with merchants and vendors. The product line and mix
are then reviewed from a financial and marketing perspective, ensuring that any changes are
implemented to meet company goals and standards. While the final product is being produced,
employees work through final mock store walkthroughs in order to present the merchandise in a
cohesive and elevated manner. Once the vendor ships the final orders, it takes approximately 12
weeks for the order to arrive and for employees to prepare the floor sets. In total, this integrated
process requires 54 weeks of lead time.

28.  The company, utilizing their Buying Agents, coordinates with overseas vendors to
ship the merchandise on ocean freight carriers to the company’s destination port. Once the goods
arrive at the destination port, the company oversees their transport to the appropriate distribution
center.

29. During fiscal year 2019, the company sold merchandise imported from many
different countries, with approximately 60% of its sales derived from merchandise produced in
China, 16% in India and 17% collectively in Vietnam, the United States, and Indonesia. The
remainder of its merchandise is sourced from other countries around the world. Most merchandise
is shipped from the supplier to the company’s distribution centers, where merchandise is then
allocated and delivered to retail stores, fulfillment centers, or to third-party carriers fulfilling
customer orders.

1. The Debtors’ Prepetition Corporate and Capital Structure.

30. The below chart depicts the Debtors’ current corporate structure:

14
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Document

Pier 1 Imports, Inc.
(DE)

Pier 1 Assets, Inc.
(DE)

Pier 1 Licensing, Inc.
(DE)

Pier 1 Holdings, Inc. Pier 1 Imports (U.S.), Inc.
(DE) (DE)
Pier 1 Services Company PIR Trading, Inc. Pier 1 Value Services, LLC
(DE) (DE) (VA)

As of the Petition Date, the Debtors’ capital structure consists of outstanding funded-debt
obligations in the aggregate principal amount of approximately $400.0 million. The following
table summarizes the Debtors’ outstanding funded-debt obligations as of the Petition Date

(collectively, the “Prepetition Credit Facilities”):

15
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Funded Debt
Funded Debt Maturity Facility Interest Rates Outstanding as of the
Petition Date
Libor + 1.25-1.50%
- or
ABL Facility Prime rate + 0.25—
. . 0.50%
Revolving Credit | june 2, 2022 Libor + 3.00% $187,300,00011
y FILO Facility Prime rate + 0.25—
0.50%
Libor + 8.00% or
ABL Term Loan Prime rate + 7.00%
Term Loan . - Libor 2 + 3.50% or
Facility April 30,2021 | Term Loan Facility Base rate + 2.50% $189,000,000
TOTAL $400,000,000%

A Prepetition Revolving Credit Facility.

31.  Pier 1 Imports (U.S.), Inc. (“Pier 1 (U.S.)”), as lead borrower, certain affiliates of
Pier 1 (U.S.), as guarantors, Bank of America, N.A. (“BofA”), as administrative agent and

collateral agent (the “Prepetition ABL Administrative Agent”), Pathlight Capital Fund as ABL

Term Loan agent, and certain financial institutions, as lenders (the “Prepetition Revolving

Lenders”™), are party to the Prepetition Credit Agreement, which provides for a senior secured asset
based revolving credit facility that matures on June 2, 2022 (the “ABL Facility”), a senior secured
tranche “first in last-out” term loan that matures on June 2, 2022 (the “FILO Facility”), and an

asset based term loan (the “Term Loan Facility”, and together with the ABL Facility and the FILO

Facility, the “Revolving Credit Facility”).

32.  The obligations under the Prepetition Credit Agreement are secured, subject to

certain exceptions, by a first priority lien on certain of the assets of Pier 1 and the other domestic

1 Amount is inclusive of approximately $47.3 million in Letters of Credit Outstanding.
12 There is 1.00% LIBOR Floor.

13 Amount is inclusive of approximately $9.5 million outstanding under industrial revenue bonds and approximately
$14.2 million in loans secured by company-owned life insurance policies.

16
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guarantors, including, without limitation, eligible merchandise inventory, third-party credit card
receivables, and related assets, and a second lien on substantially all other assets of certain
subsidiaries. As of the Petition Date, approximately $90.0 million in borrowings and
approximately $47.3 million of letters of credit are outstanding under the Prepetition Credit
Agreement.

B. Prepetition Term Loan Facility.

33.  Pier 1 (U.S.), as lead borrower, certain affiliates of Pier 1 (U.S.), as guarantors,
Wilmington Savings Fund Society, FSB, as successor administrative agent (the “Term Agent”),

and certain financial institutions, as lenders (the “Term Loan Lenders™), are party to that certain

Term Loan Credit Agreement, dated as of April 30, 2014 (as amended, novated, supplemented,

extended or restated from time to time, the “Term Loan Agreement”), which provides for a secured

term credit facility consisting of a term commitment of $200.0 million, which matures on April 30,
2021.

34.  The obligations under the Term Loan Agreement are secured, subject to certain
exceptions, by a second priority lien on all assets subject to a first priority lien under the
Revolving Credit Facility, and a first lien on substantially all other assets of certain subsidiaries.
As of the Petition Date, approximately $189.0 million in borrowings are outstanding under the
Term Loan Agreement.

C. Industrial Revenue Bonds.

35. Pier 1 Imports (U.S.), Inc. owns certain property in Mansfield, Texas

(the “Mansfield Property), which was financed by certain bonds (the “Industrial Revenue

Bonds”) incurred under that certain loan agreement by and between itself and the City of Mansfield

Industrial Development Corporation dated November 1, 1986 (the “Mansfield Loan Agreement”).

The current value of the Mansfield Property is estimated in excess of $9.9 million. The Industrial

17
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Revenue Bonds have approximately $9.5 million of principal and interest outstanding. Under the
Term Loan Agreement, the Mansfield Property is not required to be pledged as collateral as long
as the Mansfield Loan Agreement remains outstanding. The Mansfield Loan Agreement is due to
mature on November 1, 2026.

D. Company-Owned Life Insurance

36.  The Debtors are party to certain company-owned life insurance contracts
(collectively, “COLIs”) by and between Pier 1 Services Company and John Hancock Mutual Life

Insurance Company (“John Hancock™), and Voya Financial (“Voya” and together with

John Hancock, the “Insurers™). The COLIs are life insurance policies on certain former employees
held for the benefit of the company. Pursuant to the COLIs, the policyholder is permitted to borrow
against the cash surrender value of each individual COLI. As of the Petition Date, the collective
cash surrender value of the COLIs is roughly $16.1 million. As of the Petition Date, the Debtors’
have borrowed roughly $14.2 million against the collective cash surrender value of the COLIs.
Such borrowing is secured by the future proceeds of the loan against the COLI and is afforded first
lien priority against such COLI. When a COLI policy becomes payable, the related outstanding
loan is deducted from the proceeds of the COLI.

E. Equity Interests.

37.  The Debtors’ common stock is traded on the New York Stock Exchange (“NYSE”)
under the symbol “PIR.” As of the Petition Date, there were approximately 4.2 million shares
outstanding, trading at $3.56 per share. On August 5, 2019, the Debtors received a delisting notice
from NYSE that they were no longer in compliance with Section 802.01B of the NYSE Listed
Company Manual because the Debtors’ average global market capitalization over a consecutive
thirty (30) trading-day period was less than $50 million and, at the same time, its shareholders’

equity was less than $50 million. On November 4, 2019, the Debtors announced that NYSE had
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accepted the company’s business plan to regain compliance with NYSE continued listing
standards.

1.  Circumstances Leading Up to the Petition Date and Restructuring Efforts.
A Operational Challenges

38.  Aconfluence of operational and strategic factors contributed to the company’s need
to commence these chapter 11 cases. The most significant factor was a strategy launched under
past management to turn to a mass-market merchandizing strategy based on high volume, low
price, lower margin commodity items. Pier 1’s struggles derive from a misguided effort by prior
management to adapt to the changing retail environment by seeking to compete in the marketplace
with low-price, low curation retailers. This strategy failed to resonate with core customers, leading
to a glut of inventory on shelves that the company could not move, requiring significant
discounting (and loss of margin) to open up space in stores with fixed inventory capacities, or
stripping the stores of the inventory taking more significant losses.

39.  While implementing this strategy, the company lost focus of its core customer and
the financial assumptions underlying the strategy did not materialize, leading to a loss of sourcing
savings and inventory productivity. Even after bringing in new management, the company was
left with a large quantity of low-price, low-quality inventory that it needed to sell before
implementing a new strategy, thus causing continuing losses into fiscal year 2020.

40. In addition, the company did not rationalize its store footprint in any meaningful
way or close underperforming stores to account for these losses. The decline in store traffic was
also a result of heightened competition both online, with the entrance of Amazon and Wayfair, and
in-store, with the entrance of AtHome, Cost Plus World Markets, HomeGoods, HomeSense,
Target and others. The macroeconomic trends impacting the home furnishings sector of the retail

industry also generally contributed to the company’s performance shortfalls.
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41. The company has worked to further enhance and develop their omni-channel
approach, and have transferred a large share of their customers to online shopping. Nonetheless,
heightened competition online—with the entrance of Amazon, Wayfair, and Overstock—coupled
with added in-store competition from AtHome, Cost Plus World Market, HomeGoods,
HomeSense, and increased furniture offerings from big box retailers such as Target and Walmart
have added competition in the retail space. The company did not timely respond to meet all of
these challenges, and suffered diminished performance as a result. Over time, these factors have
tightened the company’s liquidity position and the Debtors now have insufficient liquidity to meet
their operating obligations. As a result, net income dropped to $11.6 million in fiscal year 2018
and the company experienced a loss of $198.8 million in fiscal year 2019.

42.  Armed with a new management team with extensive retail experience and
demonstrated ability to quickly design and execute a turnaround business plan in today’s retail
landscape, Pier 1 is already in the process of implementing a turnaround and the company’s new
leadership is executing a new business plan quickly. In recent months, Pier 1 has undertaken
several initiatives to optimize and realign the business, and has already seen the benefits associated
with these efforts. The company has made tremendous strides in implementing a new vision to
restore Pier 1 back to the original roots of its success, refocusing its marketing and merchandising
on its core customer, rationalizing the store footprint (including exiting the Canadian market),
reducing overhead expenses, and repositioning the company back to its unique place amongst

competitors of offering an incredible value on high-quality goods.
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43.  With these efforts, Pier 1 has already improved its margins, sales levels, and
customer engagement. In addition, the company’s Term Loan Lenders have analyzed the business
plan, met with management, and are working constructively with the company as part of this
chapter 11 process to maximize the company’s ability to implement a going-concern restructuring,
including by executing the Plan Support Agreement.

44.  Additionally, as the company’s liquidity has tightened, certain supply chain
vendors have begun to place pressure on the supply chain cost structure. Some of the company’s
inventory is currently located in ports in China, Vietnam, and Indonesia, and a number of foreign
vendors have signaled that they are unwilling to ship the product absent payment in full prior to
delivery. This in turn reduces the company’s ability to generate revenue from sales, creating a
negative feedback loop decreasing liquidity. Any disruption to the supply chain poses a threat to
the company, as without the flow of fresh inventory, the company’s retail business will effectively
starve. The flow of fresh inventory is the lifeblood of retail sales, and ensuring the uninterrupted

flow of inventory to the company’s customers is of the utmost importance.
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45, Further, the company, like many other companies, are facing potential disruptions
from the COVID-19 virus (commonly referred to as Coronavirus) currently facing China and other
parts of the world. While factories are beginning to reopen in China, this will likely have some
effect on inventory levels for the foreseeable future.

B. Overhead Rationalization.

46.  Pier 1 has taken key initiatives to reduce overhead and streamline operations to
adapt to certain trends and improve overall efficiency. The company has cut over $90 million in
selling, general, and administrative expenses in the last 12 months, and has strategically re-
negotiated media contracts, all without sacrificing sales and operational efficiency. The company
has also implemented sourcing and supply chain savings to improve profit margins, such as
renegotiating agent commissions and optimizing logistics. On January 6, 2020, the company also
announced that it would right-size its corporate overhead by including a reduction in head count.
The Debtors are in the process of completing that rationalization, along with right-sizing the
company’s distribution center network. Additionally, the company is in discussions with the
landlord of their corporate offices regarding a reduction in space or will otherwise likely reject the
lease during these cases and find new corporate offices.

C. Inventory Rationalization.

47.  As a result of the unsuccessful shift in its retail strategy towards higher volume,
lower margin product in 2018, and new management’s Strategy to revert to the company’s historic
stronghold, the company was left with a large amount of excess inventory that does not meet their
current plan. In order to effectively realize this excess inventory, the company ran concentrated

clearance sales in 169 underperforming stores (the “Clearance Sales). The Clearance Sales were

an effective mechanism to clear this excess inventory while also helping to maintain liquidity.

Further, the Clearance Sales were offered at historically under-performing locations, allowing the
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company to monetize this excess inventory while maintaining the brand strength in stores that are
most likely to have a role in a go-forward business plan. As described below, on January 6, 2020,
the company announced that it ultimately determined to close up to 450 stores (including these
169 stores). The company intends to continue to sell the excess inventory through the store
closings.

D. Store Closings.

48. During 2019 the company recognized that their store footprint was unsustainable
for any go-forward business and began developing a strategy in conjunction with AlixPartners,
A&G Realty Partners, LLC (“A&G”), and partner Gordon Brothers Retail Partners, LLC

(“Gordon Brothers”) to help right-size the company’s store footprint and assist with the Clearance

Sales. Company management undertook a store by store analysis of the financial performance of
each store location. The analysis resulted in a store reduction target creating a simplified and
substantially more profitable store base. Based on this analysis, company management decided
that in any go-forward scenario, the company needed to close up to 450 stores. The remaining go-
forward stores achieved superior sales and customer metrics in the last twelve months compared
to the closing stores, including approximately 15% greater sales per square foot on average.

49.  On January 6, 2020, the company announced an intention to close up to 450
stores. On or around January 10, 2020 the company initiated the store closings at approximately
270 locations, which included 169 stores where the Clearance Sales have been conducted. Within
the next few days, the company intend to initiate closings of 56 stores in Canada, and an additional
U.S. store. The company expects all Sales at the Initial Store Closings to be completed and the
properties vacated by March 31, 2020. The company estimates that the proceeds from all the Sales
will be approximately $177 million. The company intends for Gordon Brothers to manage all of

the store closing operation as further set forth in the Debtors’ Motion for Interim and Final Orders
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(1) Authorizing the Debtors to Assume the Consulting Agreement, (I1) Authorizing and Approving
the Conduct of Store Closing Sales, With Such Sales to be Free and Clear of All Liens, Claims,
and Encumbrances, (I11) Authorizing Customary Bonuses to Employees of Closing Stores, and
(IV) Granting Related Relief, filed contemporaneously herewith. The company expects to
conclude all of these closings and exit the leases by the end of March 2020.

50.  The company is continuing to negotiate with certain of its landlords and pending
the outcome of those negotiations and ongoing discussions with creditors and potential purchasers
as part of these chapter 11 cases, may announce the closing of additional stores. The store footprint
rationalization plan allows the company to take advantage of inventory management, and logistics
initiatives, freeing up net working capital.

E. Strategic Alternatives and Sale Process.

51.  In late 2018, certain of the company’s term loan lenders started organizing as a
result of a growing concern about the company’s future and became imcreasingly focused on
contingency planning. Recognizing the need to explore restructuring alternatives, in December
2018 the company retained Credit Suisse Securities (USA) LLC (“Credit Suisse”) to assist the
company’s board of directors (the “Board”) in its review of strategic alternatives. Credit Suisse
commenced a process seeking a comprehensive out-of-court merger or sale proposals for the
company’s entire business. The company, however, did not receive any actionable proposals. In
January 2019, the company hired AlixPartners to assist in its operational restructuring efforts,
including assisting with a store rationalization strategy and inventory pricing strategy. The
AlixPartners team also took on significant responsibility within the Company’s finance and
liquidity management apparatus, with AlixPartners employees taking temporary positions as both
CFO and Treasurer in the middle of 2019. Kirkland & Ellis was retained in March 2019 to further

facilitate the company’s turnaround efforts and to pursue strategic alternatives.
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52. In the summer of 2019, the company engaged Guggenheim Securities LLC

(“Guggenheim Securities”) to serve as its investment banker and assist the company in connection

with the evaluation of various strategic alternatives. Additionally the AlixPartners team assisted
the company in preparing cash-flow models and other related diligence in connection with these
conversations. In conjunction with the employment of an investment banker, the company had a
full suite of restructuring advisors that were able to jump start formal negotiations with organized
lender groups. These negotiations picked up speed going into February 2020 as it became clear
that time was of the essence for this company and a path forward need to be forged sooner, rather
than later. In early 2020, the Company engaged in substantive negotiations with its Term Loan
Lenders and launched a broader marketing process with the assistance of Guggenheim Securities.

53.  Aspart of this process, the company, with the assistance of Guggenheim Securities,
has reached out to approximately 22 strategic buyers and investors, who were selected based on
their business model, historical acquisition activity, and financial capabilities, among other factors.
Approximately 69 financial buyers and investors, who were selected based on their historical
interest in retail, consumer and branding opportunities, existing and past investment and financial
capabilities, and other factors, were also contacted. Approximately four brand/inventory buyers,
who were selected based on their historical interest in individual retail assets, were also contacted.
In total, approximately 95 strategic, financial, and brand/inventory buyers were contacted and
received introductory materials and non-disclosure agreements (“NDASs”), of which 35 parties
have executed or are in the process of executing NDAs and 25 parties have received a Confidential
Information Memorandum and other information containing business and brand overviews,
product positioning, management team information, channel overviews, customer demographics,

strategic plans, growth opportunities, and historical and projected financial information.
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54.  The culmination of the company’s efforts and decision making, with the support of
its advisors, was entry into the Plan Support Agreement on February 16, 2020. Along with the
first day pleadings, the Debtors have filed the Plan Support Agreement—supported 63.8 percent
of the copmany’s term loan lenders—and Bidding Procedures setting out the process pursuant to
which parties can submit bids for any or all of the Debtor’s assets, either on a going concern basis,
a piecemeal basis, or for the purposes of a liquidation. Depending on the outcome of the marketing
and auction process, the Consenting Term Lenders have agreed to either release their liens on the
Pier 1 assets in exchange for the sale proceeds (after payment of all applicable more senior claims
as contemplated by the Plan) or convert their debt claims into equity in a reorganized Pier 1.

55. Moreover, the compromises and settlements embodied in the Plan Support
Agreement, to be implemented pursuant to a Plan, preserve value by enabling the Debtors to avoid
protracted, value-destructive litigation that would delay their emergence from chapter 11. Instead
of litigating with the Consenting Term Lenders over the sale and potential recoveries, the
Consenting Term Lenders have agreed to become parties to the Plan Support Agreement and
support the Debtors’ sale and Plan—each of which provides significant value to the Debtors.

F. Governance Matters.

56.  The company’s Board consists of eleven members, including two disinterested
restructuring industry veterans who were recently appointed on January 6, 2020, Pamela Corrie

and Steven Panagos (the “Disinterested Directors™).

IV.  Proposed Debtor-In-Possession Financing.

57. By the DIP Motion** filed contemporaneously herewith, the Debtors seek

authorization from the Court to enter into the DIP Senior Credit Facility (as defined in the DIP

14 As defined in Exhibit A.
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Motion). The Debtors require immediate access to additional liquidity to ensure that they are able
to continue to operate during these chapter 11 cases and maximize the value of their estates for the
benefit of all parties in interest.

58.  As set forth in greater detail in the DIP Motion and the Savini Declaration,* the
Debtors, with the assistance of their advisors, undertook a comprehensive marketing process to
solicit proposals for debtor-in-possession financing. These efforts culminated in the credit facility,
which will fund the Debtors’ working capital needs and the chapter 11 process.

59.  Certain of the Prepetition DIP ABL Parties (as defined in the DIP Motion, and
together with any other parties that may become a party to the DIP Credit Agreement,
the “DIP Lenders”) have agreed to provide the DIP Senior Credit Facility. The DIP Senior Credit
Facility is a commitment by and between Pier 1 (U.S.), as borrower, the Facility Guarantors named
therein, BofA, as administrative agent and collateral agent (in such capacities,

the “DIP ABL Agent”), Pathlight Capital LP (“Pathlight”) (or an affiliated debt fund) as

administrative agent for the ABL Term Lenders (in such capacity, the “DIP ABL Term Loan

Agent” and together with the DIP ABL Agent, the “Agents” or “DIP Agents”, as applicable).

Notably, the structure of the DIP Senior Credit Facility is similar in structure to the Debtors’
prepetition Revolving Credit Facility. The DIP Lenders have agreed to provide an aggregate
amount of approximately $256 million in debtor-in-possession financing. Upon entry of an
Interim DIP Order, the DIP Senior Credit Facility will refinance and/or roll up, as applicable the

prepetition ABL facility as follows: (a) $137.3 million of Revolving Commitments will refinance

15 As used herein, the “Savini Declaration” shall mean the Declaration of Durc Savini in Support of the Debtors’
Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors to Obtain Postpetition Financing,
(I1) Authorizing the Debtors to Use Cash Collateral, (l1l) Granting Liens and Providing Superpriority
Administrative Expense Status, (V) Granting Adequate Protection to the Prepetition Secured Parties,
(V) Modifying the Automatic Stay, (V1) Scheduling A Final Hearing, and (VII) Granting Related Relief, filed
contemporaneously herewith.
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prepetition revolving commitments (including approximately $47.3 million in Letters of Credit
Outstanding); (b) $15 million of the FILO Commitments will refinance prepetition FILO
commitments; and (c) $41 million of the ABL Term Loan will roll up the prepetition ABL term
loans. The Prepetition ABL Secured Parties have also consented to the Debtors’ use of their cash
collateral in connection with the DIP Senior Credit Facility.

The Debtors require immediate access to additional liquidity to ensure that they are able to
continue to operate during these chapter 11 cases and maximize the value of their estates for the
benefit of all parties in interest. Specifically, based on the Debtors’ forecast, the Debtors anticipate
that they will be unable to generate sufficient levels of operating cash flow in the ordinary course
of business to cover working capital needs and the projected restructuring costs of these chapter
11 cases without access to the postpetition financing provided by the DIP Senior Credit Facility,
and that the liquidity provided by the DIP Senior Credit Facility is necessary to provide the
Debtors’ customers, vendors, and employees with comfort that the Debtors will continue to operate
in the ordinary course of business during these chapter 11 cases.

V. Evidentiary Basis for Requested First Day Relief.

60.  Contemporaneously, the Debtors have filed a number of first day pleadings seeking
relief that the Debtors believe is necessary to enable them to efficiently administer their estates
with minimal disruption and loss of value during these chapter 11 cases. The Debtors request that
the relief requested in each of the first day motions be granted as critical elements in ensuring the
maximization of value of the Debtors’ estates. I believe that the relief requested in the first day
motions is necessary to allow the Debtors to operate with minimal disruption during the pendency
of these chapter 11 cases. | have reviewed each of the first day motions discussed below and the
facts set forth in each first day motion are true and correct to the best of my knowledge and belief

with appropriate reliance on corporate officers and advisors. A description of the relief requested
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in and the facts supporting each of the first day motions is set forth in Exhibit A attached hereto

and incorporated herein by reference.

[Remainder of page left intentionally blank]
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Pursuant to 28 U.S.C. 8 1746, | declare under penalty of perjury that the foregoing
statements are true and correct to the best of my knowledge, information, and belief.
Dated: February 17, 2020 /s/ Robert J. Riesbeck

Robert J. Riesbeck
Chief Executive Officer of Pier 1 Imports, Inc.
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Exhibit A

Evidentiary Support for First Day Motions
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Evidentiary Support for First Day Motions!

L. Debtors’ Motion for Entry of an Order (I) Directing Joint Administration of Chapter
11 Cases and (II) Granting Related Relief (the “Joint Administration Motion”).

1. Pursuant to the Joint Administration Motion, the Debtors seek entry of an order:
(a) directing procedural consolidation and joint administration of these related chapter 11 cases;
and (b) granting related relief. Given the integrated nature of the Debtors’ operations, joint
administration of these chapter 11 cases will provide significant administrative convenience and
cost savings to the Debtors without harming the substantive rights of any party in interest.

2. Many of the motions, hearings, and orders in these chapter 11 cases will affect each
and every Debtor entity. Joint administration also will allow the U.S. Trustee and all parties in
interest to monitor these chapter 11 cases with greater ease and efficiency.

3. The entry of an order directing joint administration of these chapter 11 cases will
reduce fees and costs by avoiding duplicative filings and objections. Joint administration of these
chapter 11 cases, for procedural purposes only, under a single docket, will also ease the
administrative burdens on the Court by allowing the Debtors’ cases to be administered as a single
joint proceeding, instead of multiple independent chapter 11 cases. Parties in interest will not be
harmed by the relief requested; instead, parties in interest will benefit from the cost reductions
associated with the joint administration of these chapter 11 cases. Accordingly, on behalf of the

Debtors, I respectfully submit that the Joint Administration Motion should be approved.

I Capitalized terms used but not defined herein shall have the meanings ascribed to them in the applicable first day
motion.

KE 66699641
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Debtors’ Motion for Entry of Interim and Final Orders (I) Extending Time to
File Schedules and Statements of Financial Affairs, (II) Authorizing the Debtors to
File a Consolidated List of Creditors in Lieu of Submitting a Separate Mailing Matrix
for Each Debtor, (III) Authorizing the Debtors to File a Consolidated List of the
Debtors’ Thirty Largest Unsecured Creditors, (IV) Waiving the Requirement to File
a List of Equity Security Holders, (V) Authorizing the Debtors to Redact Certain
Personal Identification Information, and (VI) Granting Related Relief
(the “Creditor Matrix Motion”).

4. Pursuant to the Creditor Matrix Motion, the Debtors seek entry of an
order: (a) extending the deadline by which the Debtors must file their schedules of assets and
liabilities, schedules of current income and expenditures, schedules of executory contracts and

unexpired leases, and statements of financial affairs (collectively, the “Schedules and Statements™)

by 14 days, for a total of 28 days from the Petition Date; (b) authorizing the Debtors to file a
consolidated list of creditors in lieu of submitting a separate mailing matrix for each Debtor;
(c) authorizing the Debtors to file a consolidated list of the Debtors’ thirty largest unsecured
creditors in lieu of filing lists for each Debtor; (d) waiving the requirement to file a list of equity
holders; (e) authorizing the Debtors to redact certain personal identification information; and
(f) granting related relief.

5. Although I understand that that Schedules and Statements are typically filed within
14 days of the Petition Date, in a complex chapter 11 case the Court may extend the time

2

“for cause.” Collecting the necessary information for the Schedules and Statements requires an
enormous expenditure of time and effort on the part of the Debtors, their employees, and their
professional advisors in the near term, which resources would be best used to stabilize the Debtors’
business operations.

6. I am also aware that a list of creditors usually is filed on a debtor-by-debtor basis,

but in a complex chapter 11 bankruptcy case involving more than one debtor, the debtors may file

a consolidated creditor matrix “in the interest of justice.” Requiring the Debtors to segregate and
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convert their computerized records to a Debtor-specific creditor matrix format would be an
unnecessarily burdensome task and result in duplicate mailings.2

7. Furthermore, I believe that the requirement to file a list of equity holds and provide
notice directly to those equity holders should be waived. Pier 1 Imports, Inc. is a publicly held
company, and as of the Petition Date had approximately 4,223,045 shares of common stock
outstanding, held by 3,666 stockholders. It would create an undue expense and administrative
burden for the Debtors to compile a list of equity holders and provide notice to each holder.

8. Additionally, I believe that it is appropriate to authorize the Debtors to redact from
the Creditor Matrix address information of individuals—including the Debtors’ employees, former
employees, customers, and equity holders because such information could be used to perpetrate
identity theft or locate survivors of domestic violence or stalking. The Debtors propose to provide
an unredacted version of the Creditor Matrix to the U.S. Trustee, any official committee of
unsecured creditors appointed in these chapter 11 cases, and the Court.

0. Accordingly, on behalf of the Debtors, I respectfully submit that the Creditor
Matrix Motion should be approved.

I11. Debtors’ Motion for Entry of an Order (I) Establishing Certain Notice, Case

Management, and Administrative Procedures and (II) Granting Related Relief
(the “Case Management Motion”).

10.  Pursuant to the Case Management Motion, the Debtors seek entry of an
order: (a) establishing certain notice, case management, and administrative procedures, which
(1) direct that matters requiring notice under rule 2002(a)(2)—(6) of the Federal Rules of

Bankruptcy Procedure will be served only to individuals and entities identified on a shortened

2 The Debtors submit that if any of these chapter 11 cases converts to a case under chapter 7 of the

Bankruptcy Code, the applicable Debtor will file its own creditor mailing matrix.
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mailing list and those creditors who, in accordance with rules 2002-1 and 9013-1(M) of the Local
Rules of the United States Bankruptcy Court for the Eastern District of Virginia, file with the Court
a request that they receive such notice pursuant to Bankruptcy Rule 2002; (ii) allow electronic
service of all documents (except complaints and summonses) for the 2002 List; and (iii) direct that
all matters be heard at periodic omnibus hearings to be scheduled in advance by the Court;
(b) approving the notice of commencement; and (c) granting related relief.

11. Given the size and complexity of these chapter 11 cases, I believe implementing
the Case Management Procedures will facilitate the fair and efficient administration of these cases
and promote judicial economy.

12. Accordingly, on behalf of the Debtors, I respectfully submit that the Case
Management Motion should be approved.

Debtors’ Motion for Entry of Interim and Final Orders (I) Approving the Debtors’

Proposed Adequate Assurance of Payment for Future Utility Services,

(IT) Prohibiting Utility Companies from Altering, Refusing, or Discontinuing Services,

(II) Approving the Debtors’ Proposed Procedures for Resolving Additional
Assurance Requests, and (IV) Granting Related Relief (the “Utilities Motion”).

13.  Pursuant to the Utilities Motion, the Debtors seek entry of interim and final orders:
(a) approving the Debtors’ Proposed Adequate Assurance of payment for future Utility Services;
(b) prohibiting Utility Companies from altering, refusing, or discontinuing services; (c) approving
the Debtors’ proposed procedures for resolving Adequate Assurance Requests; and (d) granting
related relief.

14.  In connection with the operation of their business and management of their
properties, the Debtors historically obtain necessary electricity, telephone, internet, natural gas,

propane, water, waste management, and other similar services (collectively, the “Utility Services”)

from a number of Utility Companies.
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15. To manage the Debtors’ payments owed to most of their Utility Companies, the

Debtors entered into a service agreement with Engie (the “Engie Agreement”). Pursuant to the

Engie Agreement, the Debtors pay Engie the amounts invoiced for the Utility Services managed
by Engie, plus a monthly fee of approximately $5.00 per Utility Company, in the ordinary course
of business. The Debtors seek authority, but not direction, to pay all service fees.

16. On average, the Debtors pay approximately $2.3 million each month for third-party
Utility Services, calculated as a historical average payment for the twelve-month period ending
December 31, 2019, including amounts paid to Engie and the Landlords. The Debtors estimate
that their cost for Utility Services during the next 30 days (not including any deposits to be paid
or fees payable to Engie) will be approximately $2.4 million. The Debtors estimate the aggregate
amount currently held as deposits, prepayments, or surety bonds by the Utility Providers providing
services to stores that the Debtors intend to continue operating is approximately $150,000.
Additionally, the Debtors provide a $14,500 letter of credit for the benefit of Engie.

17. To provide additional assurance of payment, the Debtors propose depositing

$701,500 into a segregated account as additional assurance of payment (the “Adequate Assurance

Deposit™), which is an amount sufficient to cover one-half of the Debtors’ average monthly cost
based on the historical average payment, and excludes Utility Services billed directly to the
Landlords, the service fees paid to Engie, Prepetition Deposits, and letters of credit. The Adequate
Assurance Deposit will be held by the Debtors, and the Debtors’ creditors will have no lien on any
Adequate Assurance Deposit.

18. The Debtors are conducting store closing sales for certain retail locations, which
are expected to be completed on or before March, 2020. After these stores are closed and utility

accounts associated therewith are settled, the Debtors will reduce the amount of the Adequate
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Assurance Deposit to reflect Utility Services that are no longer being provided. The applicable
Utility Companies will be required to return deposits within a reasonable amount of time of
receiving notice from the Debtors that the respective Utility Service is no longer in use.

19. Additionally, the Debtors seek approval of their proposed Adequate Assurance
Procedures. These procedures allow Utility Companies to request adequate assurance for unpaid
Utility Services and additional adequate assurance when they believe the proposed amount is not
sufficient. This ensures that all key stakeholder groups obtain notice of such request before it is
honored.

20. Furthermore, the Debtors request that Utility Companies be prohibited from
refusing or disrupting Utility Services, for any duration, including those that are indirectly obtained
through nonresidential real property leases with Landlords associated with certain retail locations.
Landlords must continue to honor their obligations and pay for Utility Services in accordance with
such leases until the applicable lease is rejected pursuant to section 365 of the Bankruptcy Code,
notwithstanding any current or future nonpayment, deferral, waiver, or other compromise of rent.
Utility Services should be preserved on an uninterrupted basis because it is essential to the Debtors’
ongoing operations and a successful reorganization. The Debtors’ retail enterprise requires
maintaining open and active stores to entice and allow customers to make purchases. Any
disruption would adversely impact customer relationships and result in a significant decline in the
Debtors’ revenues and profits. This, in turn, jeopardizes the value of the Debtors’ estates and
impact creditor recoveries. Therefore, it is critical that Utility Services continue uninterrupted
during these chapter 11 cases. Accordingly, on behalf of the Debtors, I respectfully submit that

the Court should approve the Utilities Motion.
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V. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors
to (A) Continue to Operate Their Cash Management System, (B) Honor Certain
Prepetition Obligations Related Thereto, (C) Maintain Existing Business Forms, and
(D) Perform Intercompany Transactions, and (II) Granting Related Relief
(the “Cash Management Motion”).

21.  Pursuant to the Cash Management Motion, the Debtors seek entry of interim and
final orders: (a) authorizing the Debtors to (i) continue to operate their Cash Management System;
(i1) pay any prepetition or postpetition amounts outstanding on account of Bank Fees; (iii) maintain
existing Business Forms in the ordinary course of business; and (iv) continue to perform
Intercompany Transactions consistent with historical practice; and (b) granting related relief.

22. The Debtors operate an intricate cash management system to facilitate the timely
and efficient collection, management, and disbursement of funds used in the Debtors business.
The Debtors use their Cash Management System in the ordinary course to transfer and distribute
funds and to facilitate cash monitoring, forecasting, and reporting. The Debtors’ treasury
department maintains daily oversight over the Cash Management System and implements cash
management controls for entering, processing, and releasing funds. Additionally, the Debtors’
corporate accounting, treasury, and internal audit departments regularly reconcile the Debtors’
books and records to ensure that all transfers are accounted for properly. The Debtors estimate
that cash collections for the Cash Management System average approximately $107 million per
month, including store cash receipts, credit and debit card receipts, and website sales. The Debtors
estimate that total disbursements will average approximately $100 million per week during these
chapter 11 cases.

23. The Debtors maintain business relationships and have entered into certain

agreements with each other (the “Intercompany Transactions™) resulting in intercompany

receivables and payables in the ordinary course of business (collectively,

the “Intercompany Claims”). The Intercompany Transactions include the transfer of funds
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through direct deposits to purchase merchandise, fund operating expenses, and settle obligations
arising from such agreements on behalf of certain Debtor entities. Accordingly, at any given time
there may be Intercompany Claims owing by one Debtor to another Debtor. Such Intercompany
Transactions are typically conducted pursuant to intercompany trade arrangements and joint use
of certain shared service platforms, among others.

24. Among the Debtors, Intercompany Transactions occur regularly resulting from,
among other things, informal loan, services, management, and licensing agreements, among the
Debtor entities. These Intercompany Claims are reflected as journal entry receivables and
payables, as applicable, in the respective Debtors’ accounting systems.

25. Because of the nature of the Debtors’ business and the disruption to the business
that would result if they were forced to close their existing bank accounts, I believe that it is critical
that the existing Cash Management System remain in place on a postpetition basis. I believe that
the relief requested in the Cash Management Motion is in the best interests of the Debtors’ estates,
their creditors, and all other parties in interest, and will enable the Debtors to continue to operate
their business in chapter 11. Accordingly, on behalf of the Debtors, I respectfully submit that the
Cash Management Motion should be approved.

Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors

to (A) Pay Prepetition Wages, Salaries, Other Compensation, and Reimbursable

Expenses and (B) Continue Employee Benefits Programs, and (II) Granting Related
Relief (the “Wages Motion”).

26. Pursuant to the Wages Motion, the Debtors seek entry of interim and final orders:
(a) authorizing, but not directing, the Debtors to (i) pay prepetition wages, salaries, reimbursable
expenses, and other obligations on account of the Employee Compensation and Benefits Programs

(as defined in the Wages Motion) in the ordinary course of business and (i) continue to administer
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the Employee Compensation and Benefits programs in the ordinary course of business; and (b)
granting related relief.

27. As of the Petition Date, the Debtors employ over 3,600 individuals on a full-time
basis and 14,100 individuals on a part-time basis (collectively, the “Employees™) in the United
States and Canada.? Approximately 16,100 Employees are paid on an hourly basis, and
approximately 1,600 Employees earn a salary.* The Employees are not party to any collective
bargaining agreements. In addition to the Employees, the Debtors also periodically retain

specialized individuals as independent contractors (the “Independent Contractors™), as well as

temporary workers, to complete discrete projects and fulfill certain duties on a short- and long-term

basis when the Debtors are otherwise unable to fill required positions (the “Temporary Staff”).

The Debtors source the Temporary Staff either directly or from various staffing agencies and do
not pay the individual worker directly. The Independent Contractors and Temporary Staff are an
important supplement to the efforts of the Debtors” Employees.

28. The majority of Employees and Temporary Staff rely on the Employee
Compensation and Benefits Programs to pay their daily living expenses. Thus, Employees and
Temporary will face significant financial consequences if the Debtors are not permitted to continue
the Employee Compensation and Benefits Programs in the ordinary course of business. The
Debtors seek to minimize the personal hardship the Employees and Temporary Staff would suffer
if employee obligations are not paid when due or as expected. Consequently, I believe the relief

requested is necessary and appropriate.

3 On January 6, 2020, the Debtors announced the closing of up to 450 stores and reduction of workforce in the
home office. The Debtors estimate that approximately 6,000 employees will be terminated during these
chapter 11 cases.

4 The included figures do not include seasonal staff which the Debtors do not anticipate utilizing during these
chapter 11 cases.
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29. The Debtors are seeking authority to pay and honor certain prepetition claims
relating to the Employee Compensation and Benefits, including, among other things, wages,
salaries, other compensation, withholding obligations, payroll processing fees, reimbursable
expenses, non-insider employee incentive programs, health insurance, life insurance, workers’
compensation benefits, short- and long-term disability coverage, supplemental benefits, retirement
plans, paid and unpaid leave, severance, and other benefits that the Debtors have historically
directly or indirectly provided to the Employees in the ordinary course of business and as further
described in the Wages Motion.

30. Pursuant to the Wages Motion, the Debtors also seek authority to continue their
incentive programs and to honor their obligations to non-insider Employees under the pre-existing

short- and long-term incentive programs (together, the “Non-Insider Employee

Incentive Programs”), as described more fully in the Wages Motion. The Non-Insider Employee

Incentive Programs are highly targeted programs with specific aims of incentivizing, retaining,
and motivating certain Employees. The Debtors believe these incentive programs drive Employee
performance, align Employees’ interests with those of the Debtors generally, increase Employee
retention and promote the overall efficiency of the Debtors’ operations. I believe that maintaining
these programs is vital to the Debtors’ operations. Out of an abundance of caution, to the extent
that a Non-Insider Employee Incentive Program is not described or included in the amounts
requested pursuant to the Wages Motion, the Debtors request the authority, but not the direction,
to maintain these Non-Insider Employee Incentive Programs in the ordinary course of business.
I understand that “insiders” (as the term is defined in section 101(31) of the Bankruptcy Code) of
the Debtors are excluded from the relief requested in the Wages Motion with respect to any

incentive programs or severance payments.

10
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31. I believe the Employees provide the Debtors with services necessary to conduct the
Debtors’ business, and, absent the payment of the Employee Compensation and Benefits Programs
owed to the Employees, the Debtors will likely experience Employee turnover and instability at
this critical time. I believe that, without these payments, the Employees may become demoralized
and unproductive because of the potential significant financial strain and other hardships the
Employees may face. Employees may then elect to seek alternative employment opportunities.
I believe enterprise value may be materially impaired to the detriment of all stakeholders in such
a scenario. I, therefore, believe that payment of the prepetition obligations with respect to the
Employee Compensation and Benefits is a necessary and critical element of the Debtors’ efforts
to preserve value and will give the Debtors the greatest likelihood of retention of their Employees
as the Debtors seek to operate their business in these chapter 11 cases.

32. Therefore, 1 believe that the relief requested in the Wages Motion inures to the
benefit of all parties in interest. Accordingly, on behalf of the Debtors, I respectfully submit that
the Court should approve the Wages Motion.

VII. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors
to (A) Maintain, Renew, or Supplement Their Insurance Policies and Honor All

Obligations in Respect Thereof, and (B) Maintain, Renew, or Supplement Their
Surety Bond Program, and (II) Granting Related Relief (the “Insurance Motion”).

33, Pursuant to the Insurance Motion, the Debtors seek interim and final orders:
(a) authorizing the Debtors to (i) maintain, renew, or supplement their insurance policies

(the “Insurance Policies™) and honor all obligations in respect thereof; and (i1) maintain, renew,

and supplement their surety bond program (the “Surety Bond Program™) on an uninterrupted basis;

and (b) granting related relief.

11
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34. The Debtors’ Insurance Policies® and Surety Bonds are essential to the preservation
of the value of the Debtors’ business, properties, and assets. [ understand that, in many cases,
insurance coverage such as that provided by the Insurance Policies is required by diverse
regulations, laws, and contracts. The Debtors work with Insurance Brokers to obtain these
Insurance Policies and may owe certain Brokers’ Fees. Failure to make the payments required by
the Debtors’ Insurance Policies, or renew such Insurance Policies when they expire, and to the
Insurance Brokers (if any) could have a significant negative impact on the Debtors’ operations.
As of the Petition Date, the Debtors estimate that they owe approximately $115,000 in premiums
on behalf of their Insurance Policies.

35. Similarly, the Debtors maintain a robust Surety Bond Program, including
95 U.S. Bonds, 4 Canada Bonds, and 8 Notary Bonds. Two of the U.S. Bonds are required by the
United States Customs and Border Protection Agency in order to be able to import merchandise
into the United States. The majority of the remaining Surety Bonds are required by certain utility
companies. Given that the Debtors rely on imported merchandise to replenish their inventory and
invigorate their operations and are required to maintain the Surety Bonds by other utility providers
and regulatory authorities, failure to provide, maintain, or timely replace the Surety Bonds will
jeopardize the Debtors ability to operate their businesses. The Debtors pay approximately $52,000
annually in premiums on account of the Surety Bond Program. The Debtors estimate that 9 Surety

Bonds need to be renewed in the 21 days after the Petition Date.

5 In addition to the Insurance Policies, the Debtors maintain workers’ compensation policies that are reflected
in Exhibit C to the Insurance Motion, but for which relief is not sought in the Insurance Motion. The Debtors’
policies with respect to, among other things, workers’ compensation, employee health, dental, disability, and life
insurance benefits are described, and relief is requested with respect to such policies in the Wages Motion, filed
contemporaneously herewith.

12
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36. I believe that the relief requested in the Insurance Motion is in the best interest of
the Debtors’ estates, their creditors, and all other parties in interest, and will enable the Debtors to
continue to operate their businesses in chapter 11 without disruption. Accordingly, on behalf of
the Debtors, I respectfully submit that the Insurance Motion should be approved.

VIII. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors
to Maintain and Administer Their Existing Customer Programs and Honor Certain

Prepetition Obligations Related Thereto and (II) Granting Related Relief
(the “Customer Programs Motion”).

37. Pursuant to the Customer Programs Motion, the Debtors seek entry of interim and
final orders: (a) authorizing the Debtors to maintain and administer their customer-related

programs (collectively, the “Customer Programs™) as described in the motion and honor certain

prepetition obligations related thereto; and (b) granting related relief.

38. The Debtors have historically provided certain incentives, discounts, and
accommodations to their customers to attract and maintain positive customer relationships. The
Customer Programs promote customer satisfaction and inure to the goodwill of the Debtors’
business and the value of their brand, including a Rewards Program, Gift Card and Merchandise
Credit Programs, Refund and Exchange Program, Registry Program, Customer Relations Program,
Trade Perks Program, Delivery Programs, and Customer Donation Programs. Accordingly,
maintaining the goodwill of their customers is important to the Debtors’ ongoing operations in
these chapter 11 cases, and is necessary to maximize value for the benefit of all of the Debtors’
stakeholders.

39. In the ordinary course of business, the Debtors offer promotional certificates, such
as Rewards Certificates, and other benefits through the Rewards Program. The Debtors estimate
that as of the Petition Date there are approximately 340,000 Rewards Certificates outstanding that

translate to $6 million in value, assuming all Rewards Certificates are redeemed within the

13
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prescribed periods. The Debtors also maintain a Gift Card and Merchandise Credit Programs
pursuant to which their customers can purchase physical, pre-paid, non-expiring Gift Cards in
various denominations, with a maximum denomination of $1,000, or are issued a Merchandise
Credit in various denominations up to $1,000 in exchange for a merchandise return. The Debtors
estimate that as of the Petition Date, approximately $59 million in issued Gift Cards and
Merchandise Credit are outstanding.

40. The Debtors occasionally conduct Sales Promotions both online and at selected
stores. The Sales Promotions consist of clearance discounts, seasonal discounts, and coupons for
discounts on future purchases through direct mail, in-store flyers, and online channels.

41. Similar to many retail companies, the Debtors also accept Non-Cash Payments
from customers. The Debtors pay Payment Processing Companies a Processing Fee in exchange
for processing these Non-Cash Payments. 1 believe that it is essential to continue to accept
Non-Cash Payments because a majority of the Debtors’ sales are made using Non-Cash Payments
and a failure to accept such payments would have a sever negative effect on the Debtors’ ongoing
operations.

42. I also believe that continuing to administer the Customer Programs without
interruption during the pendency of the chapter 11 cases will help preserve the Debtors’ valuable
customer relationships and goodwill, which will inure to the benefit of all of the Debtors’ creditors
and benefit their estates. In contrast, if the Debtors are unable to continue the Customer Programs
postpetition, the Debtors risk alienating certain customers (who might then initiate business
relationships with the Debtors’ competitors) and might suffer corresponding losses in customer
loyalty and goodwill that will harm their prospects maximizing the value of their estates.

The Debtors’ Customer Programs are essential marketing strategies for attracting new customers.

14
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43.  1believe that the failure to honor the Customer Programs could place the Debtors
at a competitive disadvantage in the marketplace, amplifying the negative effect of customer
uncertainty that may arise from the chapter 11 filings. Such uncertainty could erode the Debtors’
hard-earned reputation and brand loyalty, which, in turn, could adversely impact their prospects
for a successful emergence from bankruptcy.

44, I believe that the relief requested herein will pay dividends with respect to the
long-term reorganization of their businesses, both in terms of profitability and the engendering of
goodwill, especially at this critical time following the filing of the chapter 11 cases. Accordingly,
on behalf of the Debtors, I respectfully submit that the Court should approve the Customer
Programs Motion.

Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing Payment of

Prepetition Claims of Lien Claimants and 503(B)(9) Claimants, (II) Confirming

Administrative Expense Priority of Outstanding Orders, and (III) Granting Related
Relief (the “Lienholders Motion”).

45. Pursuant to the Lienholders Motion, the Debtors seek entry of interim and final
orders: (a) authorizing, but not directing, the Debtors to pay in the ordinary course prepetition
claims held by certain (i) shippers, warehouseman and other lien claimants, and (ii) 503(b)(9)
claimants, collectively, in an amount not to exceed $12 million on an interim basis and $30 million
on a final basis; (b) confirming administrative expense priority of outstanding orders; and
(c) granting related relief. In addition, the Debtors request that the Court schedule a final hearing
within 21 days of the commencement of these chapter 11 cases to consider approval of the
Lienholders Motion on a final basis

46.  Lien Claimants. The Debtors’ supply chain and order fulfillment depends on the
services provided by, among others, customs brokers, freight forwarders, shippers, common or

contract carriers, consolidators, and third-party logistics systems (collectively, the “Shippers™) as

15
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well as the Debtors’ employees or temporary staff paid by the Debtors that operate the Debtors’

distribution centers (the “Warehousemen™).

47. Additionally, the Debtors employ various general contractors and vendors to assist
with remodels and on-site construction and repairs at their corporate headquarters, warehouses,

and retail stores (the “Non-Merchant Lienholders,” and together with the Warehousemen and

Shippers, the “Lien Claimants”).

48. Under certain nonbankruptcy laws, the Lien Claimants may be able to assert liens
on the goods in their possession to secure payment of the charges or expenses incurred in
connection with these prepetition obligations. Specifically, Shippers may refuse to deliver or
release Merchandise or other goods for delivery to the Debtors’ distribution centers, customers,
or stores if the Shippers are not paid current and may assert a possessory lien on the Merchandise
until such time. Further, Warehousemen may refuse to release the Debtors’ inventory or other
goods for shipment to the Debtors’ brick-and-mortar store locations or fulfill online orders if they
are not paid current. Additionally, pursuant to section 363(e) of the Bankruptcy Code, the
Lien Claimants may be entitled to adequate protection of any valid possessory lien, which would
drain estate assets.

49. Collectively, the Debtors estimate that approximately $20 million is due and owing
to the Lien Claimants as of the Petition Date (the “Lien Claims™), of which approximately
$12 million may become due and owing during the interim period.

50. 503(b)(9) Claimants (Final Order Only). The Debtors may have received certain
Merchandise and goods from various foreign and domestic vendors (collectively,

the “503(b)(9) Claimants™) within the 20-day period immediately preceding the Petition Date,

thereby giving rise to claims that may be accorded administrative priority under section 503(b)(9)

16
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of the Bankruptcy Code (the “503(b)(9) Claims”). Many of the Debtors’ relationships with the

503(b)(9) Claimants are not governed by long-term contracts. Rather, the Debtors obtain
Merchandise, goods, or other materials from such Claimants on an order-by-order basis. As a
result, a 503(b)(9) Claimant may refuse to supply new orders without prompt payment of its
503(b)(9) Claims. Such foreign vendors also may take actions against the Debtors based on the
incorrect belief that they are not bound by the automatic stay, and may refuse to do business with
the Debtors until their claims are paid. In light of the fact that such foreign vendors and domestic
vendors are rightfully entitled to payments on account of 503(b)(9) Claims as administrative
claims, the Debtors believe it is prudent to seek administrative status of such claims now.

51. The Debtors seek authority, but not direction, to pay up to $10 million pursuant to
the final order only on account of the 503(b)(9) Claims.

52. Without the services of the entire supply chain functioning smoothly and
efficiently, the Debtors would likely not be able to timely procure Merchandise, guarantee timely
development of trend-reliant Merchandise, and/or reliably deliver the Merchandise to the stores
for sale to their customers, which would be detrimental to the value of the Debtors’ estates and
cost the Debtors the ability to effectively compete with its competitors in the marketplace. Such
harm would likely far outweigh the cost of payment of the Lien Claimants and
503(b)(9) Claimants. I believe that the relief requested in the Lienholders Motion will allow the
Debtors to preserve stakeholder value by paying the prepetition claims of certain Lien Claimants
and 503(b)(9) Claimants that are critical to the Debtors’ business enterprise. [ believe that the
relief requested in the Lienholders Motion is in the best interests of the Debtors’ estates, their

creditors, and all other parties in interest, and will enable the Debtors to continue to operate their

17
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business in chapter 11. Accordingly, on behalf of the Debtors, I respectfully submit that the Court
should approve the Lienholders Motion.
X. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Payment

of Certain Prepetition and Postpetition Taxes and Fees and (II) Granting Related
Relief (the “Taxes Motion”).

53.  Pursuant to the Taxes Motion, the Debtors seek entry of interim and final
orders: (a) authorizing, but not directing, the Debtors, to remit and pay Taxes and Fees without
regard to whether such obligations accrued or arose before or after the Petition Date, including
those obligations subsequently determined upon audit or otherwise to be owed for periods prior to
the Petition Date; and (b) granting related relief.

54.  In the ordinary course of business, the Debtors incur and/or collect certain Taxes
and Fees and remit such Taxes and Fees to various governmental authorities. The Debtors must
continue to pay the Taxes and Fees to avoid potential costly distractions during these chapter 11
cases. Specifically, the Debtors’ failure to pay the Taxes and Fees could adversely affect the
Debtors’ estates because the governmental authorities could file liens or seek to lift the automatic
stay.

55.  Ibelieve that the relief requested in the Taxes Motion is in the best interests of the
Debtors’ estates, their creditors, and all other parties in interest, and will enable the Debtors to
continue to operate their businesses in chapter 11 without disruption. Accordingly, on behalf of
the Debtors, I respectfully submit that the Taxes Motion should be approved.

XI. Debtors’ Motion Seeking Entry of an Order Establishing a Record Date for Notice

and Sell-Down Procedures for Trading in Certain Claims Against the Debtors’
Estates (the “Sell-Down Motion”).

56. Pursuant to the Sell-Down Motion, the Debtors seek entry of an order:
(a) establishing the date the Court enters the Record Date Order as the effective date

(the “Record Date”) for notice and sell-down procedures for trading in certain claims against the
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Debtors’ estates in order to preserve the Debtors’ ability to formulate a plan of reorganization that
maximizes the use of their Tax Attributes; and (b) granting related relief.

57. The Debtors’ ability to use their Tax Attributes may be lost (or extremely limited)
if they experience an “ownership change” for tax purposes and are unable to take advantage of
certain favorable rules that apply to ownership changes that occur pursuant to a bankruptcy plan
of reorganization. Thus, in order to protect their ability to utilize the Tax Attributes
(and, specifically, to rely on the favorable rule described below), the Debtors may ultimately need

to seek an order (a “Sell-Down Order”) requiring any persons or entities that have acquired debt

claims against the Debtors during these chapter 11 cases in such an amount that the holders of such
claims would be entitled to receive more than 4.5 percent of the equity of the reorganized Debtors

(collectively, the “Substantial Claimholders™), to sell-down their claims below this threshold

amount.

58. At this stage, it is too early to determine whether it is (or will be) necessary for the
Debtors to obtain a Sell-Down Order. Accordingly, the Sell-Down Motion does not seek entry of
a Sell-Down Order. Instead, the Sell-Down Motion merely seeks to establish the Record Date
through entry of the proposed Record Date Order. The Record Date Order will provide notice of
the Record Date to persons and entities that trade claims against the Debtors that their claims
ultimately may be subject to sell-down.

59. I believe that the relief requested in the Sell-Down Procedures Motion is in the best
interest of the Debtors’ estates, their creditors, and all other parties in interest. Accordingly, on
behalf of the Debtors, I respectfully submit that the Sell-Down Procedures Motion should be

approved.
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XII. Debtors’ Motion for Entry of Interim and Final Orders (I) Approving Notification
and Hearing Procedures for Certain Transfers of and Declarations of Worthlessness
with Respect to Common Stock, and (II) Granting Related Relief
(the “NOL Motion™).

60. Pursuant to the NOL Motion, the Debtors seek entry of interim and final orders:
(a) approving certain notification and hearing procedures related to certain transfers of, or
declarations of worthlessness with respect to, Debtor Pier 1 Imports, Inc.’s existing common stock
or any Beneficial Ownership therein (any such record or Beneficial Ownership of common stock,

the “Common Stock™), as detailed in Exhibit 1 to the interim order and final order

(the “Procedures™); (b) directing that any purchase, sale, other transfer of, or declaration of
worthlessness with respect to Common Stock in violation of the Procedures shall be null and void
ab initio; and (c) granting related relief.

61. As of the end of the 2019 fiscal year, the Debtors estimate they had NOLs in the
amount of approximately $133 million and approximately $13.5 million of 163(j) Carryforwards.
They further estimate that they may generate additional NOLSs, disallowed interest carryforwards,
or other tax attributes in the 2020 and 2021 fiscal years (NOLs, together with certain other tax
attributes, the “Tax Attributes”). These Tax Attributes may provide the potential for material
future tax savings (including in post-emergence years) or other tax structuring possibilities in these
chapter 11 cases. The value of the Tax Attributes will inure to the benefit of all of the Debtors’
stakeholders.

62. Notably, the Debtors have limited the relief requested herein to the extent necessary
to preserve estate value. Specifically, the proposed Interim Order and Final Order will affect only:

(a) holders of the equivalent of Beneficial Ownership of more than 190,038 shares of Common
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Stock® (i.e., 4.5 percent or more of outstanding Common Stock); (b) parties who are interested in
purchasing sufficient Common Stock to result in such party becoming a holder of 4.5 percent or
more of Beneficial Ownership of outstanding Common Stock; and (c) any “50-percent
shareholder” seeking to claim a worthless stock deduction.
63. I believe that the relief requested in the NOL Motion is in the best interest of the
Debtors’ estates, their creditors, and all other parties in interest. Accordingly, on behalf of the
Debtors, I respectfully submit that the NOL Motion should be approved.
XIII. Debtors’ Application for Entry of an Order Pursuant to 28 U.S.C.§ 156(c)
(I) Authorizing the Retention and Appointment of Epiq Corporate Restructuring,
LLC as the Claims and Noticing Agent to the Debtors, Effective Nunc Pro Tunc to the

Petition Date and (II) Granting Related Relief (the “Claims and Noticing Agent
Retention Application”).

64.  Pursuant to the Claims and Noticing Agent Application, the Debtors seek entry of
an order: (a) approving the services agreement between the Debtors and Epiq Corporate
Restructuring, LLC (“Epiq”) and the Debtors’ retention and employment of Epiq as claims and

noticing agent (the “Claims and Noticing Agent”) for the Debtors in lieu of the Clerk (the “Clerk™)

of the United States Bankruptcy Court for the Eastern District of Virginia (the “Court”) and for
related relief, effective nunc pro tunc to the date hereof (the “Petition Date”); and
(b) granting related relief.

65.  Based on my discussions with the Debtors’ advisors, I believe that the Debtors’
selection of Epiq to act as the Claims and Noticing Agent is appropriate under the circumstances

and in the best interest of the estates. Moreover, it is my understanding that based on all

¢ Based on approximately 4,223,045 shares of Common Stock outstanding for purposes of section 382 of the IRC
as of the Petition Date.
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engagement proposals obtained and reviewed that Epiq’s rates are competitive and comparable to
the rates charged by their competitors for similar services.

66. The Debtors anticipate that there will be thousands of entities to be noticed. In
view of the number of anticipated claimants and the complexity of the Debtors’ businesses, the
Debtors submit that the appointment of Epiq as the Claims and Noticing Agent is both necessary
and in the best interests of the Debtors’ estates and their creditors because the Debtors will be
relieved of the burdens associated with the Claims and Noticing Services. Accordingly, on behalf
of the Debtors, I respectfully submit that the Court should approve the Claims and Noticing Agent
Retention Application.

XIV. Motion for an Order Authorizing Pier 1 Imports, Inc. to Serve as Foreign

Representative on Behalf of the Debtors’ Estates (the “Foreign Representative
Motion”).

67.  Pursuant to the Foreign Representative Motion, the Debtors seek entry of an order:
(a) authorizing Pier 1 Import’s, Inc. (“Pier 1) to act as a Foreign Representative on behalf of the
Debtors’ estates in the Canadian Proceedings (as defined herein); (b) authorizing Pier 1 to seek
recognition by the Canadian Court (as defined herein) of these chapter 11 cases and the orders
made by the Court in these chapter 11 cases; (c) requesting that the Canadian Court lend assistance
to this Court; (d) granting any other appropriate relief from the Canadian Court that Pier 1 deems
just and proper in the furtherance of the protection of the Debtors’ estates; and (e) obtaining related
relief.

68.  Pier 1, as the proposed Foreign Representative, will shortly commence an ancillary

proceeding in Canada (the “Canadian Proceedings™) on behalf of the Debtors’ estates under

Part IV of the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C 36, as amended,

(the “CCAA”) in the Ontario Superior Court of Justice (Commercial List) (the “Canadian Court”).

The purpose of the Canadian Proceedings is to request that the Canadian Court recognize these
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chapter 11 cases as “foreign main proceedings” under the applicable provisions of the CCAA in
order to, among other things, facilitate the wind down of Canadian operations.

69. Absent a court order, the Debtors may find it difficult to satisfy the requirements
set out in the CCAA for an application for recognition of these chapter 11 cases. Accordingly, in
order for Pier 1 to be recognized as the Foreign Representative in the Canadian Proceedings, and
thereby apply to have these chapter 11 cases recognized by the Canadian Court, this Court must
enter an order authorizing Pier 1 to act as the Foreign Representative in the Canadian Proceedings.
After the order is granted, Pier 1 will be able to file the order with the Canadian Court as the
instrument authorizing Pier 1 to act as the Foreign Representative pursuant to section 46 of the
CCAA.

70. I believe that the relief requested in the Foreign Representative Motion will allow
coordination of these chapter 11 cases and the Canadian Proceedings, and provide an effective
mechanism to protect and maximize the value of the Debtors’ assets and estates. Accordingly, on
behalf of the Debtors, I respectfully submit that the Foreign Representative Motion should be
approved.

Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing the Debtors

to Obtain Postpetition Financing, (II) Authorizing the Debtors to Use Cash Collateral,

(IIT) Granting Liens and Providing Superpriority Administrative Expense Status, (IV)

Granting Adequate Protection to the Prepetition Secured Parties, (V) Modifying the

Automatic Stay, (VI) Scheduling A Final Hearing, and (VII) Granting Related Relief
(the “DIP Motion”).

71. Pursuant to the DIP Motion, the Debtors seek entry of an interim order and final
order: (a) authorizing the Debtors to incur the DIP Senior Credit Facility; (b) authorizing the
Debtors to use Cash Collateral; (c) granting priming liens and providing superpriority
administrative expense status to the DIP Senior Credit Facility; (d) granting adequate protection

to the Prepetition Secured Parties under the Prepetition Credit Agreement; (¢) modifying the
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automatic stay imposed by section 362 of the Bankruptcy Code to the extent necessary to
implement and effectuate the terms of the DIP Orders; and (f) granting related relief.

72. Prior to the Petition Date, the Debtors, in consultation with their proposed
restructuring advisor, AlixPartners, reviewed and analyzed their projected cash needs and prepared
a projection (as updated from time to time in accordance with the terms of the DIP Senior Credit
Facility Documentation, (the “Budget”). After a careful review of the Budget, the Debtors in
consultation with their advisors, determined that the use of Cash Collateral alone would be
insufficient to meet the Debtors’ postpetition liquidity needs. In addition, the Cash Collateral is
collateral of the Prepetition Secured Parties. As such, without access to the DIP Senior Credit
Facility in addition to access the Cash Collateral, the Debtors likely would not be able to pursue a
value-maximizing transaction, to the detriment of their stakeholders

73. The Debtors commenced these chapter 11 cases with firm commitments for
approximately $256 million of postpetition financing to support their businesses at this critical
juncture. Upon entry of the Interim Order: (a) $137.3 million of the Revolving Commitments will
be used to refinance, in full, $137.3 million of revolving commitments under the Prepetition Credit
Agreement (including approximately $47.3 million of the Letter of Credit Outstanding (as defined
in the Prepetition Credit Agreement) being refinanced and constituting DIP Facility Obligations
under the DIP Senior Credit Facility (including all existing letters of credit issued under the
Prepetition Credit Agreement being deemed issued under the DIP Senior Credit Facility);
(b) $15 million of the FILO Commitment will be used to refinance, in full, $15 million of the FILO
facility under the Prepetition Credit Agreement; and (c) $41.2 million of the ABL Term Loan will

be used to refinance, in full, the term loan under the Prepetition Credit Agreement. It became
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apparent, throughout the negotiations, that this feature was a necessary prerequisite to acquiring
postpetition financing, given the Debtors’ time constraints.

74. The Debtors’ access to their proposed DIP Senior Credit Facility will enable them
to preserve their value as a going concern by providing crucial liquidity under terms that would
allow them to pursue a dual-track value-maximizing sale and chapter 11 plan process.
Accordingly, for all the reasons described in the DIP Motion, I believe that the proposed terms of
the DIP Senior Credit Facility provide the best terms presently available to the Debtors. The
proposed DIP Senior Credit Facility mitigates the risk of a substantial disruption to the Debtors’
businesses during these chapter 11 cases.

75. I believe that without immediate access to the DIP Senior Credit Facility and Cash
Collateral as provided for in the DIP Motion, the Debtors will suffer significant impairment to
their business operations to the material detriment of all of their stakeholders. The Debtors will
be unable to preserve and maximize the value of their estates, responsibly administer these chapter
11 cases, and execute its business plan. Therefore, I believe that approval of the DIP Senior Credit
Facility as described herein and in the DIP Motion is in the best interests of the Debtors’ estates.

76. Accordingly, on behalf of the Debtors, I respectfully submit that the DIP Motion

should be approved.

[Remainder of page intentionally left blank]
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