=wBrand Doctor

® Brand Check-up

Toys "R" Us

As of July 23, 2024

© Status: Needs attention

A famous name kept alive by partners after buyout debtand an
outsourced online channel weakened the original retailer; the revival
stilllacks a clearreason to visit.

About this check-up

Brand Doctor reviews well-known brands the way we review a client’'s marketing: symptoms,
diagnosis, treatment. This check-up uses public information available on July 23, 2024. It is
brand and marketing analysis, not investment advice. Sources are listed at the end.
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Close, Jan 7, 2004
2004-01-07 2004-08-10

Buyout price per share

$26.75

Buyout price per share paid when the company
went private on July 21, 2005; no listed shares
since [2, 4, 5]

Buyout value

$6.6 billion

2005 deal by KKR, Bain Capital and Vornado,
plus assumed debt [2]

Public information as of July 23, 2024. Not investment advice.

Close, Aug 10, 2004
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USD, at the dates shown [4, 3, 2]

$26.75

$24.77
[ )

Close before buyout Buyout price paid

news (delisted)
2005-03-16 2005-07-21
Change vs January 2004

+123%

Buyout price vs the $12.02 close on January 7,
2004 [4]

Last annual revenue

$11.54 billion

Net sales, fiscal 2016 (year ended January 28,
2017), the last full year reported before the 2017
Chapter 11 filing [7]
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Debt at filing Brand footprint

About $5.2 billion 1,400+ stores and sites

Stores and e-commerce businesses in 32
countries, with more than $2 billion in global
retail sales a year, as reported by the brand in
June 2024 [16]

September 2017; about $400 million a year in
interest [8]
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Timeline

2000-08 o Signs aten-year deal with Amazon for a co-branded toy site; Amazon handles
fulfilment and customer service [1]

2004-05 ® Sues Amazon (May 21, 2004); a court order ends the alliance on March 31,
2006 [5]
2005-07 o KKR, Bain Capital and Vornado complete the $6.6 billion buyout at $26.75 a

share; the company goes private [2, 4, 5]

2017-09 @ Files for Chapter 11 with about $5.2 billion of debt and about 1,600 stores [8]
2018-03 @ Says it will close or sell all 735 U.S. stores, with about 31,000 jobs at risk [9]
2018-05 o Sale of Toys "R" Us Canada to a Fairfax Financial affiliate for C$300 million

closes on May 31 [1, 17]

2018-06 @ Last U.S. stores close [10]

2021-03 ® WHP Global takes a controlling stake in Tru Kids, owner of the brand [12]
2021-08 ® Macy's agrees to add Toys "R" Us shops to more than 400 stores in 2022 [13]
2024-06 ® A brand film made with OpenAl's Sora premieres at Cannes Lions and draws

criticism online [15]

Symptoms

e The original U.S. chain closed its last stores in June 2018.

e The brand's only two U.S. stores, in New Jersey and Texas, closed during the pandemic,
about seven months before the August 2021 Macy's deal.

e Inthe U.S., the name lives mainly inside another retailer: 452 shops opened inside Macy's in
2022.

e Owner-reported global retail sales of more than $2 billion a year compare with $11.54 billion in
net sales for the old company in fiscal 2016.

e Its June 2024 brand film, made with Al, drew public criticism within days.
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Diagnosis

° Buyout debt drained the business

The 2005 buyout was a $6.6 billion deal plus assumed debt, and total debt stood at $5,947
million by January 28, 2006. At its 2017 Chapter 11 filing the company carried about $5.2
billion of debt and paid about $400 million a year in interest. [2, 5, 8]

e The online customer relationship was handed to Amazon

In 2000 the company signed a ten-year deal for a co-branded site, with Amazon handling
fulfilment and customer service and receiving fixed annual payments, per-unit payments
and a share of revenue. It sued in May 2004 and won an order ending the alliance on
March 31, 2006, and Amazon agreed in 2009 to pay $51 million to settle. [1, 5, 6]

e The stores lost momentum before the filing

In fiscal 2016 net sales fell 2.2% to $11.54 billion, domestic comparable sales fell 1.3%, and
the company reported a net loss of $36 million. By March 2018 it had lost $2.5 billion since
2012, the last year it posted a full-year profit. [7, 9]

o The revival rests on recognition, not a new promise

Since WHP Global took control in 2021, the brand's return has run through partners: 452
Macy's shop-in-shops in 2022 and plans with Go! Retail Group for at least 24 U.S. flagship
stores. The June 2024 Sora film retold the founder's story rather than giving parents a
reason to shop there now, and it drew criticism online. [12, 14, 15]

Prognosis

As of July 23, 2024, Toys "R" Us is a brand, not a retailer. The name earns its keep through
partners, from shops inside Macy's stores to a flagship at American Dream, and the brand reports
more than $2 billion a year in global retail sales. The tests for the next year are whether the at
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least 24 U.S. flagship stores announced for 2024 onward open and draw repeat visits, how the
Macy's shops perform through the holiday season, and whether Al-made marketing helps or hurts
trust with parents. Recognition is not the problem. Relevance is.

Treatment

e State one current reason to choose Toys "R" Us, such as expert help, play space and events,
and make every partner shop deliver it.

e Build the planned U.S. flagships as places to play and discover, and judge them on repeat
visits rather than on opening counts.

e Build a direct relationship with parents online, with its own accounts, data and loyalty program,
rather than renting that relationship from host retailers.

e Keep human craft and clear disclosure in brand films, and test Al-made work with parents
before it goes public.

Lessons for growing companies

Own your front door

When a partner runs your online store, it learns your customers and sets their experience.
Keep the customer relationship and the data in your own hands.

Debt sets the marketing budget

Interest payments come before stores, service and advertising. Fund growth in a way that
leaves room to invest when the market turns.

Nostalgiais not a position

A loved name earns a first look. A clear, current promise earns the second visit.
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Toys "R" Us, Inc. Announces Agreement to Be Acquired by KKR, Bain Capital and Vornado for $26.75 Per Share

in $6.6 Billion Transaction (Form 8-K, Exhibit 99.1). Toys "R" Us, Inc. via SEC EDGAR, 2005-03-17.
https://www.sec.gov/Archives/edgar/data/0001005414/000119312505057772/dex991.htm

Report on the agreement to sell Toys "R" Us to KKR, Bain Capital and Vornado (archived page has no headline).

CNN/Money, 2005-03-17.
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SEC EDGAR, 2006-04-28.
https://www.sec.gov/Archives/edgar/data/0001005414/000119312506093096/d10k.htm
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https://abcnews.com/Technology/story?id=7830608

Toys"R"Us, Inc. Reports Results for the Full Year and Fourth Quarter of Fiscal 2016 (Form 8-K exhibit). Toys "R"

Us, Inc. via SEC EDGAR, 2017-04-12.
https://www.sec.gov/Archives/edgar/data/0001005414/000100541417000010/trug4-16earningsreleaseexh.htm

How $5 billion of debt caught up with Toys 'R' Us. Reuters via Investing.com, 2017-09-20.
https://uk.investing.com/news/stock-market-news/how-5-billion-of-debt-caught-up-with-toys-r-us-513728

Toys 'R' Us Will Close Or Sell All US Stores. CBS San Francisco (CBS News), 2018-03-15.
https://www.cbsnews.com/amp/sanfrancisco/news/toys-r-us-close-sell-all-us-stores

Goodbye, Geoffrey: Toys 'R' Us closing its last U.S. stores. Associated Press via BNN Bloomberg, 2018-06-28.
https://www.bnnbloomberg.ca/goodbye-geoffrey-toys-r-us-closing-its-last-u-s-stores-1.1100345

Toys "R" Us Canada acquired by affiliate of Fairfax Financial Holdings Ltd., emerges from creditor protection.

Lexpert, 2018-06-27.
https://lexpert.ca/article/toys-r-us-canada-acquired-by-affiliate-of-fairfax-financial-holdings-Itd-and-emerges-from-creditor-p
rotection/

WHP Global Acquires Controlling Stake in Toys"R"Us. Tru Kids Brands, 2021-03-15.
https://trukidsbrands.com/2021/03/15/whp-global-acquires-controlling-stake-in-toysrus

Macy's, Toys'R'Us partner to bring the toy store back into physical locations. Fox Business, 2021-08-19.
https://www.foxbusiness.com/lifestyle/macys-toys-r-us-bring-toy-store-back-physical-locations

WHP Global Announces Toys"R"Us Retail Expansion to Air, Land and Sea, Including 24 New U.S. Stores. WHP

Global release via Trade & Industry Development, 2023-10-05.
https://www.tradeandindustrydev.com/industry/retail/news/whp-global-announces-toysrus-retail-expansion-air-32325

Toys'R'Us Ad Made With Al Ignites Controversy. Decrypt, 2024-06-25.
https://decrypt.co/237017/ai-film-toys-r-us-sora-controversy

Toys"R"Us Studios and Native Foreign Use OpenAl's Sora to Narrate the Origin Story of Beloved Toy"R"Us Brand.
Toys"R"Us via PR Newswire, 2024-06-24.
https://www.prnewswire.com/news-releases/toysrus-studios-and-native-foreign-use-openais-sora-to-narrate-the-origin-story
-of-beloved-toyrus-brand-302180332.html

Fairfax Financial Holdings Limited: First Quarter Financial Results (press release, Form 6-K exhibit). Fairfax

Financial Holdings Limited via SEC EDGAR, 2018-05-03.
https://www.sec.gov/Archives/edgar/data/0000915191/000091519118000016/a2018q1pressrelease.htm
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About Brand Doctor

Brand Doctor is a marketing strategy consultancy founded by CIiff K. F. Lin. He has spent 17
years in marketing and managed more than $30 million in spend for SaaS, tech and
lead-generation companies.

A Brand Check-up applies the method we use with clients to a well-known brand: the symptoms
you can see from outside, the root causes behind them, and the treatment we would prescribe.
For your own company, we look at six areas (positioning, messaging, customer journey, channel
mix, budget and spend, and measurement) and rank what to fix first.

$30M+ 135+ 8 x 17

In marketing spend Campaigns treated Growth achieved Years in marketing
managed

Find out where your marketing is
bleeding.

Brand Doctor runs the same check-up on your marketing. Book a free
diagnosis at brandmd.ca/contact.

Book your free diagnosis
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