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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DISTRICT OF TEXAS
HOUSTON DIVISION

)
In re: ) Chapter 11

)
PARTY CITY HOLDCO INC., et al.,’ ) Case No. 23-90005 (DRJ)

)

Debtors. ) (Joint Administration Requested)

)

DECLARATION OF DAVID ORLOFSKY,
CHIEF RESTRUCTURING OFFICER OF PARTY CITY HOLDCO INC.,
IN SUPPORT OF CHAPTER 11 PETITIONS AND FIRST DAY MOTIONS

I, David Orlofsky, pursuant to section 1746 of title 28 of the United States Code, hereby
declare that the following is true to the best of my knowledge, information, and belief:

1. I am a Managing Director of AlixPartners, LLP (“AlixPartners”), an internationally
recognized restructuring and turnaround firm. AlixPartners was retained by each of the above-
captioned debtors and debtors in possession (collectively, the “Debtors” and, together with their
non-Debtor affiliates, “PCHI” or the “Company”).? In addition, I have been employed and
retained to serve as the Chief Restructuring Officer of Party City Holdco Inc. (“PC Holdco”), a
Delaware corporation, since January 16, 2023. PC Holdco is the ultimate parent company of the
Debtors, as well as certain other indirect subsidiaries which are not debtors in these chapter 11

cases. The Company’s complete corporate organization chart is attached hereto as Exhibit A.

The Debtors in these chapter 11 cases, along with the last four digits of each Debtor’s federal tax identification
number, are: Party City Holdco Inc. (9758); Amscan Custom Injection Molding, LLC (4238); Amscan Inc.
(1359); Amscan Purple Sage, LLC (3514); Am-Source, LLC (8427); Anagram Eden Prairie Property Holdings
LLC (8309); Party City Corporation (3692); Party City Holdings Inc. (3029); Party Horizon Inc. (5812); PC
Intermediate Holdings, Inc. (1229); PC Nextco Finance, Inc. (2091); PC Nextco Holdings, LLC (7285); Print
Appeal, Inc. (5932); and Trisar, Inc. (0659). The location of the Debtors’ service address for purposes of these
chapter 11 cases is: 100 Tice Boulevard, Woodcliff Lake, New Jersey 07677.

In addition to the current engagement, the Company has previously retained AlixPartners in connection with
prior strategic transactions dating back to 2020.
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2. As the Chief Restructuring Officer of PC Holdco, I am currently responsible for,
and/or materially engaged with, operating and financial management on, among other things, (a)
all restructuring activities and initiatives of the Company, (b) cash management and liquidity
forecasting, (c¢) the development of, or revisions to, the Company’s business plan, and (d)
engagement with creditors and other stakeholders, including negotiations with, and proposals to,
the Ad Hoc Noteholder Group (as defined below), in each case, subject to the direction and
oversight of the board of directors of PC Holdco in all respects. I have more than 23 years of
restructuring experience in providing both interim management and advisory services to clients,
including by serving as the Chief Restructuring Officer of RCS Capital Corporation, Preferred
Sands, and Mark IV Industries and the interim Chief Operating Officer and Chief Financial Officer
of Malden Mills. I hold a bachelor’s degree in business administration from Montclair State
University.

3. I submit this declaration in support of the Debtors’ petitions for relief under chapter

11 of title 11 of the United States Code, 11 U.S.C. §§ 101 et seq. (the “Bankruptcy Code™), filed

on January 17, 2023 (the “Petition Date”) in the United States Bankruptcy Court for the Southern
District of Texas (the “Court”), and the Debtors’ related requests for initial relief in the form of

motions and applications (the “First Day Motions”), as well as to assist the Court and parties in

interest in understanding the circumstances leading up to these chapter 11 cases. To that end, this
declaration provides background information about the Debtors’ corporate history, business
operations, capital structure, and recent challenges, and supports the Debtors’ petitions and the
relief requested in the First Day Motions.

4. I am familiar with the Debtors’ day-to-day operations, business and financial

affairs, and books and records. Except as otherwise indicated, all facts set forth in this declaration
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are based upon my personal knowledge, information supplied to me by other members of the
Company’s management and other professionals and advisors, or my review of relevant documents
or my opinion, which is in turn based upon my experience and knowledge of the Debtors’ industry,
operations, and financial conditions. If called to testify, I could and would testify competently as
to the facts set forth herein.

5. Section I of this declaration provides an overview of the chapter 11 cases. Section
II provides background information on the Company’s businesses, corporate structure, and history,
and the Debtors’ current indebtedness. Section III describes the Company’s prepetition
restructuring efforts and the events leading up to the filing of the chapter 11 cases. Section IV
outlines the facts in support of the DIP Facility. Finally, Section V sets forth relevant facts in
support of the First Day Motions and summarizes the relief requested thereby.

1. Overview

6. PCHI is a global leader in the celebrations industry, with its offerings being sold in
more than 70 countries around the world. PCHI is also the largest vertically integrated designer,
manufacturer, distributor, and retailer of party goods in North America. As the market leader, the
Company’s retail and consumer products operations make it easy for customers to create
unforgettable memories through one-stop-shopping for all things celebration, including
Halloween, Christmas, New Year’s Eve, graduations, and birthdays.

7. PCHI has more than 75 years of experience providing comprehensive and
innovative offerings of decorative party goods to its customers around the world. Over these many
decades, the Company has grown significantly, reaching approximately $2.35 billion of revenues
by 2019. Since the onset of the COVID-19 pandemic, PCHI has been buffeted by a number of

adverse events and conditions—lockdown orders that temporarily reduced demand, store closures
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that limited its ability to sell its products, unprecedented supply chain disruptions arising from the
pandemic, helium shortages, and forty-year high inflationary pressures—that ultimately proved to
be more than the Company could bear.

8. The cumulative effects of these circumstances siphoned off vital liquidity the
Company needed, thus limiting its ability to adequately fund critical growth initiatives, including
modernizing its retail stores, enhancing its product offerings, optimizing its supply chain, and
strengthening the online shopping and delivery experiences. Despite the significant strides on
these and other initiatives in the face of adverse conditions, in late 2022, the Company, with the
assistance of its advisors, began to evaluate and consider several strategic alternatives and
transactions aimed at refinancing or restructuring its debt obligations with minimal disruption to
its operations. After thoroughly evaluating all options available to the Company in the face of
continued and historic inflationary pressures and a declining stock price, the Company determined
that an in-court restructuring predicated on the equitization of its First Lien Notes (as defined
below) and the rationalization of its lease portfolio would best allow it to significantly deleverage
its balance sheet and position the Company for future success.

0. As a result, the Debtors have commenced these chapter 11 cases to implement an
expeditious, pre-negotiated restructuring that will ensure the long-term viability of PCHI. Under
the terms of the restructuring, the Company expects to deleverage its balance sheet and gain access
to significant new capital pursuant to an equity rights offering. The reduction in the Debtors’
funded debt will allow the Company to focus on long-term growth and, in turn, strengthen its
competitive position in the market. The Debtors also intend to utilize the tools provided to them
in chapter 11 to right-size their lease portfolio. Given the costs of remaining in chapter 11, the

Debtors believe that time is of the essence, and both the Debtors’ fiduciary duties and the
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Restructuring Support Agreement (as defined below) require the chapter 11 cases to move quickly
towards confirmation and emergence.
10. Pursuant to a restructuring support agreement attached hereto as Exhibit B (the

“Restructuring Support Agreement”), the holders of more than 70% of the principal amount

outstanding under the First Lien Notes have agreed, subject to the terms and conditions of the
Restructuring Support Agreement, to support the restructuring, including to vote in favor of the
Debtors’ chapter 11 plan that embodies the restructuring transactions in the Restructuring Support
Agreement. The Restructuring Support Agreement is anchored by a $150 million debtor in
possession financing facility (the “DIP Facility”), which is fully backstopped by the members of
the Ad Hoc Noteholder Group. The DIP Facility will provide critically needed liquidity to support
the Debtors’ continued operations across all channels and fulfill commitments to its valued team
members, customers, and suppliers during the process, while maintaining momentum on its
restructuring and continued transformation. All existing eligible holders of First Lien Notes will
be able to participate pro rata in, and the members of the Ad Hoc Noteholder Group will backstop,
the DIP Facility, as further described in the Restructuring Support Agreement and the DIP Motion
(as defined herein).

11. The Debtors firmly believe that the Restructuring Support Agreement and the
restructuring plan it contemplates puts them on the best path at this time to maximize the value of
their estates for the benefit of all stakeholders and ensure that they can efficiently and expeditiously
emerge from chapter 11 and continue to serve their customers as the go-to source for celebratory
party goods. Moreover, the Debtors are confident that, between the liquidity provided under the
DIP Facility and cash flow from normal operations, the Debtors will meet their go-forward

financial commitments as they work to achieve their business objectives.
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II. The Debtors’ Businesses and Capital Structure

A. Business Overview

12. Today’s PCHI traces its roots to Amscan Inc. (“Amscan”), an importer and
distributor of party goods founded in 1947, operating initially out of a family garage in the suburbs
of New York City. Over the next 75 years, the Company ballooned in size from these humble
beginnings to become the largest vertically integrated designer, manufacturer, distributor, and
retailer of party goods in North America. After a period of early organic growth, the Company’s
further development was achieved through strategic acquisitions. Specifically, in 1998, 2002, and
2005, three large party supply companies—Anagram International, Inc. (a global market leader in
balloons), M&D Balloons Inc. (a metallic and plastic balloon manufacturer), and Party City
Corporation, respectively—were acquired by Amscan.

13. Over the following decade, the Company acquired more than a dozen other
companies, including Factory Card & Party Outlet, Everts (a Malaysian latex balloon
manufacturer), and Party Packagers (a Canadian retailer), strengthening the Company’s position
as a global enterprise. In 2015, the ultimate parent company of Amscan and Party City
Corporation, PC Holdco, held and announced an initial public offering. PC Holdco’s common
stock trades on the New York Stock Exchange (the “NYSE”) under the symbol “PRTY.”?

14. Today, PCHI’s business is comprised of two primary business lines: (a) retail
operations, including owned and franchised stores and e-commerce sales, and (b) consumer

products, which involves design, manufacturing, sourcing, and distribution operations that

On December 15, 2022, PC Holdco received written notice from the NYSE that it was no longer in compliance
with the NYSE’s continued listing standards, triggering a six-month period for PC Holdco to regain compliance
with the minimum share price requirement. The notice has no immediate impact on the listing of PC Holdco’s
common stock and, as of the Petition Date, it continues to be listed and traded on the NYSE during the six-
month cure period.



Case 23-90005 Document 11 Filed in TXSB on 01/18/23 Page 7 of 260

ultimately result in sales to third-party wholesale customers and retailers, including the PCHI retail
business. The Company’s retail stores are located in the United States and Mexico and its
consumer products operations are located in the United States and Asia and supply goods
throughout the world in more than 70 countries.

15. Each of the Debtors, other than PC Holdco, PC Nextco Holdings, LLC, PC Nextco

Finance, Inc., and Print Appeal, Inc. (collectively, the “Non-Guarantor Debtors”), incurred, issued,

or guaranteed some or all of the Debtors’ prepetition funded debt. None of the non-Debtor
subsidiaries, most of which are foreign entities, are borrowers, issuers, guarantors, or grantors in
connection with the Debtors’ prepetition funded debt. Additionally, the Debtors have excluded
their “Anagram” affiliates (Anagram Holdings, LLC, Anagram International, Inc., and Anagram

International Holdings, Inc. (collectively, the “Anagram Entities™)), a global market leader in foil

balloons, from these proceedings.* Accordingly, the Anagram Entities are not debtors in these
chapter 11 cases.

B. Retail and Consumer Products Operations

16.  PCHI operates in the party goods industry. The Company’s enterprise-wide
product lines span a wide variety of ways to celebrate everyday events from birthdays to theme
parties to sporting events, as well as seasonal events like holidays, graduations, and other special
occasions. Its product lines include tableware, costumes and accessories, decorations, balloons,

and favors.

As described below, the Anagram Entities have their own debt facilities, which do not provide for a default in
the event of a chapter 11 filing by any of the Debtors.
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17. The Company generated total consolidated operating revenues of approximately
$2.17 billion for the fiscal year ending December 31, 2021, with the retail segment accounting for
approximately 81.5% of total revenues and the consumer products segment generating the balance.

1. Retail Operations

18. PCHI’s retail operations generate revenue primarily through the sale of party
supplies, which are sold under the Amscan, Anagram, and Brava brand names through its PCHI
stores, Halloween City stores, and online. On average, PCHI offers 25,000 stock-keeping units
(“SKUs”) at any one time through its retail stores and 40,000 SKUs online through its e-commerce
platform; products are frequently updated to remain current and meet customers’ evolving needs.
The Company designs and manufacturers and/or sources approximately 80% of the products
offered through its retail operations and relies on third-party suppliers for the remaining 20%.

19. PCHI operates approximately 823 retail stores, 770 of which are Company-owned.
All of the Company-owned stores are located on leased premises that generally range in size from
10,000 to 15,000 square feet. The Company organizes its stores by events and themes to make it
easy for customers to shop.

20. The Company also franchises approximately 53 stores throughout the United
States, Mexico, and Puerto Rico. The franchised stores utilize PCHI’s format, design
specifications, methods, standards, operating procedures, systems, and trademarks. The Company
receives initial one-time franchise fees and ongoing royalty fees generally ranging from 4-6% of
net sales. In exchange for the franchise fees, franchisees receive brand value, marketing, and
merchandising support with respect to planograms (i.e., schematic drawings or plans for displaying

merchandise so as to maximize sales) from the Company. Additionally, franchisees have a
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mandated advertising budget and must pay 1-2.25% of gross sales to a group advertising fund to
cover common advertising materials.

21. In addition to its owned and franchised stores, PCHI operates through its websites,
including PartyCity.com, to offer convenient, user-friendly, and secure online shopping options
for its customers. The Company offers products on its PartyCity.com website that are not available
at its retail locations, enabling the Company to broaden the assortment of products available to its
customers. In addition to the ability to order products, its websites provide content about the
Company’s party products, party planning ideas, and promotional offers. The websites are also
one of the Company’s key marketing vehicles, specifically as they relate to social media marketing
initiatives.

22. The Company’s retail operations are subject to significant seasonal variation.
Historically, the Company’s retail segment has realized a significant portion of its revenues, cash
flow, and net income in the fourth quarter of the year, principally due to Halloween sales in
October and, to a lesser extent, year-end holiday sales. To maximize its seasonal opportunity,
PCHI operates a chain of temporary Halloween stores under the Halloween City brand during the
months of September and October of each year.

2. Consumer Products Operations

23. The Company’s other primary business segment, consumer products, generates
revenues from the design, manufacture and/or sourcing, and distribution and sale of decorative
party goods for all occasions. Its customers are party superstores (including its owned retail stores
and franchised stores operating principally as PCHI) and unaffiliated specialty retailers, mass
merchants, e-commerce merchandisers, craft stores, grocery retailers, and dollar stores. Through

its consumer products operations, the Company offers nearly 400 ensembles, which range from
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approximately five (5) to 40 design-coordinated items spanning tableware, accessories, novelties,
balloons, and decorations.

24.  Design. The Company’s in-house design team introduces approximately 4,000
products annually to ensure that the Company’s retail stores and third-party retailers are able to
promote sales of related products for every occasion. These products incorporate unlicensed
proprietary designs, as well as designs relying on third-party cartoon and other characters and
images from the Company’s intellectual property licenses. The images on the Company’s metallic
balloons and costumes are principally covered by licenses.

25.  Manufacturing and Sourcing. The Company’s manufacturing facilities produce
paper and plastic plates and cups, paper napkins, foil balloons, pifiatas, and other party and novelty
items. To support its operations, the Company operates printing, forming, folding, and packaging
equipment. Given its size and sales volume, the Company is generally able to operate the
manufacturing equipment on the basis of at least two shifts per day, thus lowering production costs
per unit. In select cases, the Company uses available capacity to manufacture products for third
parties, which allows them to maintain a satisfactory level of equipment utilization. The principal
raw materials in the Company’s products or in manufacturing its products are paper and petroleum-
based resin.

26. In addition to its manufacturing facilities, PCHI has a diverse network of third-
party vendors that produce items designed by and created for the Company. These vendors are
generally located in Asia and the relationship with them is managed by the Company’s non-Debtor
subsidiary, PCHI Asia Limited, based in Hong Kong. In addition, as described in further detail in
Section III below, in 2020, the Company sold a substantial portion of its international operations

and entered into a strategic joint venture (the “Summerhouse Joint Venture”) with the purchaser,

10
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which provides costume sourcing and manufacturing support in Asia. The orders the Company
places through the Summerhouse Joint Venture are critical to its Halloween sales and typically
require significant lead-time (i.e., close to one year) due to customization and processing time.

27. PCHI is subject to regulatory requirements in the United States and internationally
with respect to its manufacturing and sourcing operations and products it sells. As part of its
manufacturing and sourcing operations, the Company has a full-time staff of professionals
dedicated to product safety and quality assurance to ensure compliance with applicable laws.
PCHI also tests third-party manufactured products in accordance with internal testing policies and
procedures, both at the manufacturing site and upon arrival at its distribution centers.

28.  Distribution. PCHI ships its products directly to retailers and distributors
throughout the world from its distribution facilities, as well as directly from its factories, through
an electronic order entry and information systems platform. The Company’s main distribution
facility for domestic customers is located in Chester, New York. Additionally, through the
Anagram Entities, the Company owns a 49.9% equity interest in a joint venture to distribute
metallic balloons principally in Mexico and Latin America.® While PCHI has long-term
relationships with many of its consumer products customers, it is not materially dependent on any
individual customer.

C. Strategic Initiatives

29.  Recently, in response to the significant headwinds facing the retail industry, the

Company has implemented various transformative initiatives designed to drive growth and

5 For the avoidance of doubt, this joint venture is a different legal entity than the Summerhouse Joint Venture.

11
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increase relevancy among consumers. These strategies, though capital-intensive, have proved
initially successful and their full implementation is critical to the Company’s future success.

30.  NXTGEN Stores. The Company has remodeled or opened 181 “next generation,”
or NXTGEN, stores. NXTGEN stores elevate the in-store experience by creating category
“shops,” with a balloon shop and customer engagement center as the epicenter. The open floor
plan layouts in NXTGEN stores allow customers to see the entire store from any vantage point,
thereby inspiring customers and removing friction in the shopping experience. Typically, the
shelves in these stores are lower to make products more visible and the aisles are shorter to allow
for a more immersive shopping experience. The NXTGEN stores have experienced higher balloon
sales growth than the trend in the balance of the Company’s stores. The Company continues to
enhance and refine the prototype of these stores based on customer feedback.

31. Product Innovation and Focus on Celebrations. In recent years, the Company
leveraged consumer insights and sales data to drive the review of their consumer products offerings
and retail assortments, which, in turn, accelerated growth in important categories. Additionally,
the Company has focused on improvements to products in core and seasonal products to grow
relevancy and customer loyalty. For example, given the Company’s success with Halloween sales,
it has evolved its pop-up Halloween City stores by increasing the number of temporary stores and
diversifying the costumes, decorations, candy, and other Halloween essentials that are offered. By
focusing on current trends, key items, and more curated assortments, the Company has experienced
improvements in customer shopping experiences and increased efficiencies for store associates.

32.  Deliveries. The Company has recently leveraged store-fulfilled delivery services
to provide customers with increased speed and access to products and drive sales. The retail

business generates delivery sales by web and in-store sales. To maximize efficiencies related to

12
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its deliveries, in 2020, the Company began utilizing third-party services to provide last-mile
delivery services, which typically is the most expensive leg in a delivery journey. Moreover, the
Company recently partnered with key delivery companies (e.g., Uber and Doordash) to facilitate
fast and reliable deliveries to customers and, through these partnerships, the Company realizes
delivery fee savings and expands network coverage. Through this arrangement, the delivery
partners have (or are expected to) offer PCHI products on their digital marketplaces.

33. Consumer Products Marketplaces. Through its consumer products business, the
Company has pivoted from an “item-selling” to a “market-focused” sales approach. Under the
former model, decorative party products were sold and grouped together by item, featuring
multiple types, designs, and colors of the same product as options for wholesale customers to
purchase. Under the newer, market-focused approach, items are categorized together through
brands, value, and shelf-activation programs and suggestions at the ultimate retailer. The shift in
the way PCHI sells these products is expected to drive incremental revenue and new customer
acquisition.

D. The Debtors’ Prepetition Capital Structure

34.  As set forth on the organizational chart attached hereto as Exhibit A, PC Holdco
currently owns, directly or indirectly, each of its subsidiaries. Of the wholly owned subsidiaries,
ten entities are obligated on portions of the Debtors’ prepetition funded debt. As of the Petition
Date, the Debtors have approximately $1.4 billion in total funded debt obligations, consisting of
approximately $407.2 million under its senior secured asset-based revolving credit facility, $17.1
million under its first-in, last-out facility, $911.7 million in aggregate principal amount of first lien

notes, and $115.2 million in aggregate principal amount of unsecured notes. The funded debt

13
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obligations of the Anagram Entities are not included in these amounts as the Anagram Entities are

not debtors in the chapter 11 cases.

35. The following table depicts the Debtors’ prepetition capital structure:

Funded Debt Maturity Approximate Qutstanding
Principal Amount as of the
Petition Date
Secured Debt
ABL Facility February 2026 $407,282,560
FILO Facility February 2026 $17,100,500
Floating Rate Notes July 2025 $161,700,000
Fixed Rate Notes February 2026 $750,000,000
Total Secured Debt $1,336,083,060
Unsecured Debt
Unsecured 2023 Notes August 2023 $22,900,000
Unsecured 2026 Notes August 2026 $92,300,000
Total Funded Debt $1,451,283,060

1. Secured Debt Obligations®

a. The ABL/FILO Facilities
36.  Party City Holdings Inc. and Party City Corporation, as borrowers, PC Intermediate
Holdings, Inc., as holdings, and JPMorgan Chase Bank, N.A., as administrative agent and
collateral agent (the “ABL Agent”), are parties to an ABL Credit Agreement, dated as of August
19, 2015 (as amended pursuant to the First Amendment thereto dated as of August 2, 2018, the
Second Amendment thereto dated as of March 4, 2019, the Third Amendment thereto dated as of
April 8, 2019, the Fourth Amendment thereto dated as of June 28, 2019, the Fifth Amendment

thereto dated as of February 19, 2021, the Sixth Amendment thereto dated as of March 18, 2022,

The Debtors are also party to a financial lease obligation. Specifically, in 2019, Debtor Party City Holdings
Inc. completed an agreement with Spirit Realty, L.P. for the sale and leaseback of certain distribution and
manufacturing facilities then owned by the Company. The lease did not meet certain sale-leaseback accounting
criteria, and the transaction is accounted for as a financing on the Company’s financial statements. As of the
Petition Date, the outstanding balance of the financing obligation for accounting purposes was approximately
$11.3 million.

14
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the Seventh Amendment thereto dated as of July 19, 2022, and as at any time further amended,

restated, supplemented, or otherwise modified from time to time, the “ABL Credit Agreement”).

The ABL Credit Agreement provides for a revolving credit facility in an amount up to $545
million, including $40 million in swingline loans and $50 million in letters of credit. In addition,
on July 19, 2022, the borrowers under the ABL Credit Agreement incurred an asset-based
revolving credit facility providing for an additional $17.1 million of revolving commitments on a

first-in, last-out basis (the “FILO Facility” and, together with the ABL Facility, the “ABL/FILO

Facilities”; the lenders under the ABL/FILO Facilities, the “Prepetition ABL Lenders”). Each of
the other Debtors guarantees the ABL/FILO Facilities, with the exception of the Non-Guarantor
Debtors.

37. The maturity date on the ABL/FILO Facilities is February 19, 2026, and the
obligations thereunder are secured by first liens on the Debtors’ (other than the Non-Guarantor
Debtors’) accounts receivable, inventory, bank accounts, related property, and certain cash (which
also form the borrowing base for the ABL/FILO Facilities), and second liens on substantially all
other property of the Debtors (other than the Non-Guarantor Debtors). As of the Petition Date,
approximately $407.2 million in principal amount was outstanding under the ABL Facility and,
additionally, approximately $17.1 million in principal amount was outstanding under the FILO
Facility.

b. First Lien Notes

38. In connection with the 2020 Exchange Transaction (as defined below), on July 30,

2020, Party City Holdings Inc. issued approximately $162 million in aggregate principal amount

of senior secured first lien floating rate notes due 2025 (the “Floating Rate Notes”) under an

Indenture, dated as of July 30, 2020 (as amended, restated, supplemented, or otherwise modified

15
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from time to time), with certain of the Debtors, as guarantors, and Ankura Trust Company, LLC,

as trustee (solely in such capacity, the “Floating Rate Notes Trustee”). Party City Holdings Inc.

issued the Floating Rate Notes in exchange for certain of the then existing Unsecured 2023 Notes
and Unsecured 2026 Notes (each as defined below). Each of the other Debtors, except the Non-
Guarantor Debtors and PC Intermediate Holdings, Inc., guarantees the Floating Rate Notes. The
maturity date of the Floating Rate Notes is July 15, 2025. The Floating Rate Notes are secured by
a first priority lien on substantially all assets of Party City Holdings Inc. and the other guarantor-
Debtors, except for the collateral that secures the ABL/FILO Facilities on a first lien basis, with
respect to which the Floating Rate Notes and related guarantees are secured by a second priority

lien (the “First Lien Notes Collateral”). As of the Petition Date, approximately $161.7 million in

aggregate principal amount of Floating Rate Notes was outstanding.
39. On February 19, 2021, Party City Holdings Inc. issued $750 million in aggregate

principal amount of 8.750% senior secured first lien notes due 2026 (the “Fixed Rate Notes” and,

together with the Floating Rate Notes, the “First Lien Notes”) under an Indenture, dated as of

February 19, 2021 (as amended, restated, supplemented, or otherwise modified from time to time),
with PC Intermediate Holdings, Inc., certain of the Debtors, as guarantors, and the Ankura Trust

Company, LLC, as trustee (solely in such capacity, the “Fixed Rate Notes Trustee”). The net

proceeds were used to repay the Company’s then existing debt under a term loan facility maturing
in 2022 and to pay related fees and expenses for general corporate purposes. Each of the Debtors,
except the Non-Guarantor Debtors and PC Intermediate Holdings, Inc., guarantees the Fixed Rate
Notes. The maturity date of the Fixed Rate Notes is February 15, 2026. The Fixed Rate Notes are

secured by the First Lien Notes Collateral with the same lien priority as the Floating Rate Notes,

16
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subject to the Pari Notes Intercreditor Agreement (as defined below). As of the Petition Date,
approximately $750 million in aggregate principal amount of Fixed Rate Notes was outstanding.
¢. Intercreditor Agreements
40. The ABL Agent and Floating Rate Notes Trustee, together with Party City Holdings
Inc., Party City Corporation, and PC Intermediate Holdings, Inc., entered into an Amended and
Restated Intercreditor Agreement, dated as of July 30, 2020 (as amended, restated, amended and

restated, supplemented, or otherwise modified from time to time, the “ABL/Notes Intercreditor

Agreement”). On February 19, 2021, when the Fixed Rate Notes were issued, the Fixed Rate
Notes Trustee and the other parties to the ABL/Notes Intercreditor Agreement executed the
Intercreditor Agreement Joinder to bind the Fixed Rate Notes Trustee thereto. The ABL/Notes
Intercreditor Agreement sets forth the agreements between the ABL Agent, the Floating Rate
Notes Trustee, and the Fixed Rate Notes Trustee with respect to the priority of liens in the collateral
securing the ABL/FILO Facilities and each of the First Lien Notes, and the respective rights and
remedies of the various lenders, among other things.

41. The Floating Rate Notes Trustee, together with Party City Holdings Inc., Party City
Corporation, and PC Intermediate Holdings, Inc., entered into a Pari Passu Intercreditor
Agreement, dated as of July 30, 2020 (as amended, restated, amended and restated, supplemented,

or otherwise modified from time to time, the “Pari Notes Intercreditor Agreement”). On February

19, 2021, when the Fixed Rate Notes were issued, the Fixed Rates Notes Trustee entered into a
Joinder No. 1 to the Pari Notes Intercreditor Agreement to bind the Fixed Rate Notes Trustee
thereto. The Pari Notes Intercreditor Agreement sets forth the agreements between the Fixed Rate

Notes Trustee and the Floating Rate Notes Trustee with respect to the priority of liens in the

17



Case 23-90005 Document 11 Filed in TXSB on 01/18/23 Page 18 of 260

collateral securing each of the First Lien Notes, and the respective rights and remedies of the
various lenders, among other things.

2. Unsecured Debt Obligations

42.  On August 19, 2015, Party City Holdings Inc. issued $350 million in aggregate

principal amount of 6.125% senior notes due 2023 (the “Unsecured 2023 Notes”) under an

Indenture, dated as of August 19, 2015 (as amended, restated, supplemented, or otherwise
modified from time to time), with Wilmington Trust, National Association, as trustee. In July
2020, approximately 93.5% of the then existing holders of Unsecured 2023 Notes by amount
participated in the 2020 Exchange Transaction and, pursuant to the terms thereof, exchanged their
Unsecured 2023 Notes for their pro rata share of first and second lien notes issued by certain of
the Anagram Entities, the Floating Rate Notes, and certain common stock of PC Holdco. The
Unsecured 2023 Notes mature on August 15,2023. As of the Petition Date, the aggregate principal
amount of the Unsecured 2023 Notes was approximately $22.9 million, which represents the
Unsecured 2023 Notes of noteholders who did not participate in the 2020 Exchange Transaction.
43, On August 2, 2018, Party City Holdings Inc. issued $500 million in aggregate

principal amount of 6.625% senior notes due 2026 (the “Unsecured 2026 Notes”) under an

Indenture, dated as of August 2, 2018 (as amended, restated, supplemented, or otherwise modified
from time to time), with Wilmington Trust, National Association, as trustee. In July 2020,
approximately 78.6% of the then existing holders of Unsecured 2026 Notes by amount participated
in the 2020 Exchange Transaction and, pursuant to the terms thereof, exchanged their Unsecured
2026 Notes for their pro rata share of first and second lien notes issued by certain of the Anagram
Entities, the Floating Rate Notes, and certain common stock of PC Holdco. The Unsecured 2026

Notes mature on August 1, 2026. As of the Petition Date, the aggregate principal amount of the
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Unsecured 2026 Notes was approximately $92.3 million, which represents the Unsecured 2026
Notes of noteholders who did not participate in the 2020 Exchange Transaction.

3. Common Stock

44. As discussed above, PC Holdco is a public company. As of October 13, 2022, PC
Holdco had approximately 300 million shares of common stock issued and 113,316,286 shares
outstanding, par value $0.01 per share. PC Holdco’s common stock is currently listed on the
NYSE under the symbol “PRTY.” On December 15, 2022, PC Holdco received written notice
from the NYSE that it was no longer in compliance with the NYSE continued listing standards,
which require listed companies to maintain an average closing price share of at least $1.00 over a
consecutive 30 trading-day period. The notice triggered a six (6)-month cure period for PC Holdco
to regain compliance with the minimum share price requirement and, during such time, its common
stock will continue to be listed and traded on the NYSE.

I11. Events Leading to the Chapter 11 Cases

A. The Short-Term and Long-Term Effects of COVID-19

1. Acute COVID-19 Impacts

45.  Atthe end of 2019, immediately prior to the COVID-19 pandemic and on the heels
of a banner year in 2018, the Company generated approximately $2.35 billion in revenue,
representing an approximately 3% decrease from 2018. While PCHI, like many other companies
in the retail industry, was negatively impacted by the declining consumer demand stemming from
the general trend from brick-and-mortar to online retail channels, it nevertheless was well-

capitalized and positioned to respond to these cyclical trends with the targeted, strategic initiatives
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described above, including revamping or opening NXTGEN stores.” Everything changed
materially, however, when the COVID-19 pandemic forced the Company to close all of its stores
and demand for gathering-oriented party products plummeted. No retail operations led to reduced
revenue, thus interrupting the implementation of strategic initiatives and forcing the Company to
actively manage its capital structure to stay afloat.

46. Desperate for cash to avoid debt defaults—and to take advantage of the distressed
trading prices of its funded debt—in July 2020, PCHI completed a private exchange offer for
approximately $719.8 million or 84.7% of its then existing Unsecured 2023 Notes and Unsecured

2026 Notes (the “2020 Exchange Transaction”). The 2020 Exchange Transaction allowed the

Company to raise approximately $90 million in new capital through an offering of new first lien
notes issued by certain of the Anagram Entities to holders of its existing unsecured notes. At the
same time, participating unsecured noteholders exchanged $327 million of Unsecured 2023 Notes
and $393 million of Unsecured 2026 Notes for a combination of (a) $156.6 million principal
amount of the Debtors’ Floating Rate Notes, which were issued in connection with the 2020
Exchange Transaction, (b) $84.7 million principal amount of new second lien notes issued by
certain of the Anagram Entities, and (c) 19.99% of PC Holdco’s common stock. As a result of the

2020 Exchange Transaction, the Company reduced its total debt at the time by $558 million and

As a component of its streamlining efforts, in October 2019, the Company sold its Canadian retail business to
Canadian Tire Corporation (“Canadian Tire”). Under the terms of the transaction, Canadian Tire acquired
PCHI’s 65 Canada-based retail store locations in an all-cash transaction valued at approximately CAD $175
million (with $131.7 million of net proceeds realized by the Company). The proceeds of the transaction were
used, among other things, to pay down the Company’s then existing debt, including a prepayment of $17.5
million under its prior term loan credit agreement in September 2020. In connection with the sale, PCHI and
Canadian Tire executed a long-term wholesale supply agreement, with an initial term of 10 years, pursuant to
which Amscan provides Canadian Tire with consumer products for the purchased PCHI stores as well as its
other stores.
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gained access to $90 million in new capital to support its operations and stay afloat during the
pandemic.®

2. Extended Pandemic Impacts

47. The liquidity uplift provided by the 2020 Exchange Transaction allowed the
Company to weather the store closures it experienced during the pandemic. Yet while all of its
stores have since reopened, the pandemic cost the Company $174 million of EBITDA in 2020,
robbing the Company of the capital necessary to implement its NXTGEN upgrades and other
important strategic initiatives. In addition, the Company’s operations have continued to be
affected by the lingering effects of COVID-19, including changes in consumer purchasing
behavior (e.g., hosting smaller gatherings and purchasing fewer party products as a result), supply
chain challenges resulting from increased transportation and distribution costs, and increased labor
costs. Despite the Company’s efforts to manage its financial position and liquidity, the Company’s
operations continue to be negatively impacted in key ways.

48. First, while the Company has experienced a rebound in sales and turnaround in
demand since the height of the COVID-19 pandemic, it continues to manage through the
challenges from earlier and continuing supply chain disruptions and increased costs. Global
supply chain disruptions have significantly strained the Company’s ability to manufacture products

and bring them to market. With shortages of necessary supplies and inventory across the

Additionally, as contemplated under the terms of the 2020 Exchange Transaction, in May 2021, Anagram
Holdings, LLC and Anagram International, LLC, as borrowers, entered into an ABL Credit Agreement, dated
as of May 7, 2021 (as amended, restated, supplemented, or otherwise modified from time to time, the “Anagram
ABL Credit Agreement”) with Wells Fargo Bank, National Association, as agent (the “Anagram ABL
Facility”). The Anagram ABL Credit Agreement provides for a $15 million revolving credit facility, including
$1.5 million in swingline loans, and $3 million in letters of credit. The Anagram ABL Facility is guaranteed
by the Anagram Entities and secured by substantially all of their collateral. As of the Petition Date,
approximately $3 million was outstanding under the Anagram ABL Facility.
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Company’s portfolio, competition for available materials is steep, exacerbating inflation-induced
cost pressures.

49. A global shortage of helium gas due primarily to decreased supply from major
producers, including Russia, has also negatively impacted the Company’s bottom line. The
Company is one of the largest individual purchasers of helium in the United States and primarily
purchases it through long-term helium supply contracts. In turn, PCHI uses helium to offer balloon
inflation services through its retail operations and for quality assurance and control purposes with
respect to balloons that the Anagram Entities manufacture. Additionally, PCHI’s sales of metallic
balloons to consumer products purchasers typically decline as the supply of helium decreases.
Even in instances where the Company is able to source enough helium (albeit at a higher price)
from its suppliers, the increased costs associated with such purchases result in additional strains
on the Company’s profitability. In light of these issues, the Company has invested in research and
development initiatives aimed at developing new technologies to utilize less helium to inflate a
balloon, along with air-filled balloons as an alternative.

50. Moreover, as noted, inflation has negatively affected the Company’s operating
margins. The elevated costs of raw materials, inventory, and other services have increased
pressure on the Company without a corresponding meaningful ability to raise prices to levels that
effectively combat inflation (i.e., lower margins). Because of both market standards and
contractual provisions with certain of its wholesale customers, the Company typically only
increases prices of its consumer products offerings one to two times in a given calendar year. On
the retail side, opportunistic price increases have been insufficient to fully offset the cost increases

the Company has seen.
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51. Second, labor shortages and rising labor costs generally are affecting the Company,
both in its manufacturing and transportation of goods. Suppliers are working with smaller labor
forces and the trucking industry is suffering from a decline in available drivers—both of which
result in increased costs, delays, and difficulties in obtaining products. The Company is also
dealing with these issues internally as it seeks to maintain a sufficient workforce in the face of low
employment rates and significantly rising wages.

52. Finally, liquidity constraints have limited the Debtors’ investment in strategic
initiatives (such as modernizing stores) and strained vendor relationships. Many of the Debtors’
vendors have ceased providing ordinary trade credit and begun requiring cash in advance and/or
prepayment on future orders before shipping goods. Such tensions are particularly detrimental to
the Company’s businesses because of the advance window in which the Company is required to
place orders for seasonal manufacturing components and other inventory, such as Halloween
costumes. While in previous years some vendors may have worked with the Company on
prepayment plans or alternative trade terms, the Company’s declining credit ratings has caused
suppliers to easily pivot to alternative purchases. This combination of factors has constricted the
Debtors’ liquidity and complicates their relationship with vendors, and contributed to delays in the
full implementation of the Company’s growth opportunities that will best position it for future
success.

B. Prepetition Efforts to Combat Market Downturn

53.  As with many of its peers, PCHI has worked diligently to respond to the adverse
market conditions and industry headwinds. In addition to the 2020 Exchange Transaction and the
sale to Canadian Tire, the Company has taken certain steps to maintain the liquidity necessary to

operate its business and maximize long-term enterprise value. These include strategic and
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opportunistic sales, the implementation of broad cost-saving measures to reduce operating
expenses while increasing operational efficiency and preserving revenue margins, and the infusion
of additional liquidity through the incurrence of new debt.

1. Sale of International Businesses

54. In concert with the streamlining efforts the Company had begun with the sale of its
Canadian businesses prior to the COVID-19 pandemic, in January 2021, the Company sold a
substantial portion of its international operations (such international operations, “Amscan
International”) to Endless LLP, a U.K.-based private equity investor, for a total transaction value
of $59 million, including approximately $45 million of cash proceeds and $14 million of excess
cash and other adjustments. The international businesses sold included the Company’s
international wholesale, retail, and e-commerce businesses in the U.K., Ireland, Germany,
Australia, New Zealand, and Asia. As part of the sale, PC Holdco and Amscan International
formed the Summerhouse Joint Venture to facilitate the Company’s costume sourcing and
manufacturing business in Asia. The Company owns a 50.1% ownership interest in the
Summerhouse Joint Venture. The Summerhouse Joint Venture sources a significant amount of
the Company’s Halloween costumes out of Asia, acts as an intermediary between the Company
and Asian-based suppliers, and charges the Company a commission on the costumes it purchases
for the Company. The Summerhouse Joint Venture is not a debtor in these chapter 11 cases.

2. Cost-Cutting Initiatives

55. Recently, PCHI has initiated significant cost-saving measures in response to the
ongoing market downturn. In doing so, PCHI has prioritized protecting its operational capabilities

and streamlining its businesses. Accordingly, these efforts have been highly strategic and focused
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on an effort to reduce overhead and eliminate inefficiencies without jeopardizing or impairing the
Company’s operational capabilities.

56. As part of the Company’s overall operational adjustments, PCHI’s management
team regularly evaluates the performance ofits retail stores as the associated leases become eligible
for renewal. From time to time, management has determined that certain stores should be closed
or relocated, which alleviates or reduces the Company’s rent burden. As part of these efforts, the
Company closed 76 of its retail stores from late 2019 to the end of the year in 2020.

57. In recent years, PCHI also closed or sold real property that it previously owned to
reduce costs and other burdens associated with ownership, among other things. Specifically, in
June 2019, the Company entered into an agreement with Spirit Realty, L.P. to sell and leaseback
certain of its manufacturing and distribution facilities. Moreover, in February 2022, the Company
ceased operations at and closed its manufacturing facility in New Mexico.

58. More recently, in November 2022, PCHI implemented a reduction in force that
eliminated 75 (or 19%) of PCHI’s existing and then-open corporate roles. The Company, along
with professional consultants, has also initiated a recent project to implement additional cost-
saving initiatives, including as they relate to contract negotiations, transportation optimization, and
requests for proposals.

3. Incurrence of New Debt

59. As part of the Company’s efforts to combat recent financial challenges, and in order
to obtain additional liquidity, in July 2022, PC Holdco amended its existing ABL Credit
Agreement to increase the aggregate commitments available under the ABL Facility from $475
million to $562.1 million. The increase included the establishment of a new $17.1 FILO Facility,

which remained outstanding as of the Petition Date.
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60. Approximately one month later, in August 2022, Anagram International, Inc. and
Anagram Holdings, LLC issued an unsecured intercompany loan to PC Holdco in an aggregate
principal amount of up to $22 million. Holders of 99.24% and 97.61% of the total outstanding
principal amount of the Anagram Entities’ first and second lien notes, respectively, consented to
the issuance of the intercompany loan and, in exchange, received an aggregate fee of $1.5 million.
The proceeds of the intercompany loan provided a cash infusion to PC Holdco’s balance sheet and
provided additional runway leading up to these chapter 11 cases.

C. Preparation for Chapter 11: Negotiations with Creditors

61. By the fall 0f 2022, management determined that, notwithstanding its ongoing cost-
cutting and other efforts to improve liquidity, further steps needed to be taken to allow the Debtors
to successfully weather the ongoing downturn and avoid eventual default. In August 2022, the
Debtors retained Paul, Weiss, Rifkind, Wharton & Garrison, LLP, as legal advisor, and, in October
2022 and November 2022, re-engaged AlixPartners and Moelis & Company LLC, as financial
advisor and investment banker, respectively (each of whom had been involved in the Debtors’
prior strategic transactions) to explore restructuring alternatives. Together, the Debtors and their
advisors analyzed the Debtors’ capital structure, potential sources of liquidity, and runway to right-
size their balance sheets and address their debt load.

62.  Management, aided by its advisors, soon began discussions with the Company’s
key stakeholders. In November 2022, management commenced negotiations with the advisors to

an ad hoc group of holders of First Lien Notes (the “Ad Hoc Noteholder Group”) represented by

Davis Polk & Wardwell LLP, as legal advisor, and Lazard Fréres & Co., as investment banker.’

Management’s decision to engage with the first lien noteholders was heavily informed by the fact that the First
Lien Notes were trading below 40% of par at the time.
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Shortly thereafter, an ad hoc group of holders of first and second lien notes issued by certain of

the Anagram Entities (the “Anagram Noteholder Group™) also organized and retained Milbank

LLP as counsel to represent the Anagram Noteholder Group in negotiations with PCHI.
63. In November 2022, in recognition of the importance of the Company’s review of
their strategic alternatives, the board of directors of PC Holdco established a restructuring

committee (the “Restructuring Committee’’) and appointed Joel A. Alsfine, William S. Creekmuir,

and Norman S. Matthews as members.!? Since then, the board has successfully facilitated active
engagement with stakeholders through the Restructuring Committee (with board oversight) and
benefitted from its members’ financial sophistication and experience in restructuring matters. The
Restructuring Committee was authorized with full and exclusive power and authority to, among
other things, carry out all key activities related to the restructuring, subject to approval by the full
board of directors of certain significant transactions. The Restructuring Committee met regularly
from November 2022 to January 202