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Michaels Stores, Inc. Reports Fourth Quarter and Fscal 2013 Results

IRVING, Texas — April 29, 2014 — Michaels Storas;.I(the “Company”) today reported its
financial results for the fourth quarter and fisgaar ended February 1, 2014.

Fourth Quarter Financial Highlights

» Comparable store sales increased 4.6% driven b30a hcrease in the Company’s
average ticket and a 0.5% increase in transactparsally offset by a 10 basis point
impact from deferred custom framing revenue. Thaddian foreign exchange rate
negatively impacted comparable store sales by 33 paints.

* Net sales increased 2.0% to $1.55 billion from $h#lion during the fourth quarter of
fiscal 2012, which had a 83wveek that generated an estimated $66 million trsakes.

» Gross profit for the quarter increased 1.0% to $®&#Bon from $617 million during the
fourth quarter of fiscal 2012. Gross profit deceshapproximately 40 basis points to
40.1% as a percent of net sales. The decreabe dmpany’s gross profit rate was
driven by lower merchandise margin, and increassdht and distribution costs,
partially offset by improvements in the Companyisiisk rate.

» Selling, general and administrative expense (“SGgAicluding share-based
compensation and other expenses decreased 4.4346a#llion from $362 million
during the fourth quarter of fiscal 2012. SG&A deased approximately 150 basis
points to 22.3% as a percent of net sales. Theedse in the Company’s SG&A rate was
driven by lower store operating expenses, a deernegserformance-based incentive
compensation and the impairment of an intangibdetas fiscal 2012.

» Operating income for the quarter increased 8.6%2%¥ million and as a percent of net
sales increased approximately 110 basis point3.&%4.

» Net income for the quarter increased 36.2% to $tdion and increased approximately
230 basis points as a percent of net sales to 9.2%.



Fiscal 2013 Financial Highlights

Comparable store sales increased 2.9% driven b3%a Bicrease in the Company’s
average ticket, partially offset by a 0.4% decraageansactions. The impact of
Canadian foreign exchange rate negatively impambeaparable store sales by 40 basis
points.

Net sales increased 3.7% to $4.57 billion from $4i#lion over fiscal 2012.

Gross profit increased 3.2% to $1.82 billion. Asescent of net sales the Company’s
gross profit decreased approximately 10 basis paoin89.9% from 40.0% during fiscal
2012.

SG&A, including share-based compensation and @keenses increased 3.2% to $1.21
billion from $1.17 billion over fiscal 2012. SG&#ecreased approximately 10 basis
points to 26.5% as a percent of net sales.

Operating income increased 3.2% to $611 millionwaad flat as a percent of net sales at
13.4%.

Net income increased 32.0% to $264 million and peraent of net sales increased
approximately 130 basis points to 5.8%.

Balance Sheet and Cash Flow

The Company ended the year with $234 million irh¢&2.89 billion in debt and
approximately $589 million in availability undesiaisset-based revolving credit facility.

Inventory at the end of the year was $901 milliédtverage Michaels store inventory,
inclusive of distribution centers, was $764,000irammease of 1.3% from last year’'s
balance of $754,000.

Store Information

During the fourth quarter of fiscal 2013, the Compalosed one Michaels store and one
Aaron Brothers store.

The Company operated 33 net new Michaels and ARrothers stores during fiscal
2013. The Company opened 40, relocated 14 andctlibsee Michaels stores during the
year. Additionally, the Company relocated two afabed five Aaron Brothers stores
(note that a store closure relating to a relocaticeurred in fiscal 2012 and the relocated
store opened in fiscal 2013). The Company nowaipsrl,257 stores including 1,136
Michaels stores and 121 Aaron Brothers stores.

The Company will host a conference call to disatss®urth quarter financial results at 8:00
a.m. Central time on Tuesday, April 29. The call be available by dialing (866) 425-6198,
conference ID# 34186156. Due to the quiet pergmbaiated with the S-1 filing of the
Company’s parent (The Michaels Companies, Incexehvill not be a question and answer
session at the end of the call. The conferencenchilhlso be webcast at www.michaels.com.



To listen to the live webcast, please go to thesitelat least 15 minutes early to register and
download any necessary audio software. The welaghdte accessible for 30 days after the
call.

Irving, Texas-based Michaels Stores, Inc. is Néwtierica’s largest specialty retailer of arts and
crafts. As of February 1, 2014, the Company owrtsaperates 1,136 Michaels stores in 49
states and Canada and 121 Aaron Brothers storgfraduces 11 exclusive private brands
including Recollections®, Studio Decor®, Bead Laing®, Creatology®, Ashland®, Celebrate
It®, Art Minds®, Artist’s Loft®, Craft Smart®, Lops & Threads® and Imagin8®. For more
information visit www.michaels.com or www.facebootm/Michaels or follow Michaels on
Twitter and Pinterest @MichaelsStores.

This news release may contain forward-looking statets that reflect our plans, estimates and beliefs
Any statements contained herein (including, butlinated to, statements to the effect that the Gomip
or its management “plans,” “estimates,” “believesind other similar expressions) that are not
statements of historical fact should be considéoedard-looking statements. Important factors that
could cause actual results to differ materiallyrfrour expectations are more fully described in atiner
filings with the Securities and Exchange Commissimecific examples of forward-looking statements
include, but are not limited to, forecasts of sast@e sales growth, operating income, planned epit
expenditures, new store openings and other findupeiformance. These forward-looking statementg rel
on a number of assumptions concerning future eardsare subject to a number of risks, uncertamtie
and other factors, many of which are outside of @amtrol that could cause actual results to mathyia
differ from such statements. Such risks, uncer&grdnd other factors include, but are not necebsar
limited to: risks related to general economic cdiuatis; risks related to our substantial indebteds)es
changes in customer demands; our recent data braadhany future failure to adequately maintain
security; competition, including internet-based gatition, could negatively impact our business; our
reliance on foreign suppliers; our success will €legh on how well we manage our business; our growth
depends on our ability to open new stores; damagdbd reputation of the Michaels brand or our ptva
and exclusive brands; a weak fourth quarter wousdenally adversely affect our operating resultsiro
suppliers may fail us; unexpected or unfavorablestoner responses to our promotional or
merchandising programs could materially adversdfg@ our sales, operating results and cash flow;
changes in regulations or enforcement may adversghact our business; product recalls and/or
product liability, as well as changes in productetg and other consumer protection laws; significan
increases in inflation or commodity prices suclpagoleum, natural gas, electricity, steel, wood an
paper may adversely affect our costs, including obmerchandise; improvements to our supply chain
may not be fully successful; we may be subjectftwration technology system failures or network
disruptions, or our information systems may prawedequate, resulting in damage to our reputation,
business operations, and financial conditions; a@min newspaper subscription rates may result in
reduced exposure to our circular advertisements;d®bt agreements contain restrictions that limit o
flexibility in operating our business; disruptiomsthe capital markets could increase our costdahg
business; our real estate leases generally obligatéor long periods, which subjects us to various
financial risks; we have co-sourced certain of mibrmation technology, accounts payable, payroll,
accounting and human resources functions and magoaece other administrative functions, which
make us more dependent upon third parties; we gpesed to fluctuations in exchange rates between th
U.S. and Canadian dollar, which is the functionairency of our Canadian subsidiaries; we are
dependent upon the services of our senior managdesn; failure to attract and retain quality sajes
distribution center or experienced buying and mamagnt personnel could adversely affect our



performance; catastrophic events, including gedatjpall events and weather, may adversely impact our
results; the interests of our indirect parent compand sponsors may conflict with the Company’s
interests and the interests of our debt investansl other factors as set forth in our prior filingsth the
Securities and Exchange Commission. We intene floesard-looking statements to speak only as of
the time of this release and do not undertake tiatgor revise them as more information becomes
available.

This press release is also available on the Mishaglres, Inc. websitenvw.michaels.com



Michaels Stores, Inc.
Supplemental Disclosures Regarding Non-GAAP Finanal Information

The following table sets forth the Company’s Eagsibefore Interest, Taxes, Depreciation,
Amortization and losses on early extinguishmerdedft. (“EBITDA (excluding refinancing
costs and losses on early extinguishment of debf)ije Company defines EBITDA (excluding
refinancing costs and losses on early extinguishmikedebt) as net income before interest,
income taxes, depreciation, amortization and refiireg costs and losses on early
extinguishment of debt. Additionally, the table g#ats Adjusted Earnings before Interest,
Taxes, Depreciation and Amortization (“Adjusted EBA”). The Company defines Adjusted
EBITDA as EBITDA (excluding refinancing costs amds$es on early extinguishment of debt)
adjusted for certain defined amounts that are atlleat subtracted from, EBITDA (excluding
refinancing costs and losses on early extinguishmiedebt) (collectively, the “Adjustments”) in
accordance with the Company’s $1.6 billion Senemused term loan and $650 million Asset-
based revolving credit facility. The Adjustments described in further detail in the footnotes to
the table below.

The Company has presented EBITDA (excluding reftiragncosts and losses on early
extinguishment of debt) and Adjusted EBITDA in thress release to provide investors with
additional information to evaluate our operatingf@enance and our ability to service our debt.
The Company uses EBITDA (excluding refinancing s@std losses on early extinguishment of
debt), among other metrics, to evaluate operatarfppmance, to plan and forecast future
periods’ operating performance and as an elemeita ofcentive compensation targets for
certain management personnel. Adjusted EBITDAresqaired calculation under the Company’s
Senior secured term loan and its Asset-based renptredit facility. As it relates to the Senior
secured term loan, Adjusted EBITDA is used in takewation of the fixed charge coverage
ratio, which, under certain circumstances, maylt@sdimitations on the Company’s ability to
make restricted payments as well as the deterromafi mandatory repayments of the loans.
Under the Asset-based revolving facility, AdjustBITDA is used in the calculation of fixed
charge coverage ratios, which, under certain cistantes, may restrict the Company's ability to
make certain payments (characterized as restqpagohents), investments (including
acquisitions) and debt repayments.

As EBITDA (excluding refinancing costs and lossasearly extinguishment of debt) and
Adjusted EBITDA are not measures of operating peréonce or liquidity calculated in
accordance with U.S. GAAP, these measures shotldenconsidered in isolation of, or as a
substitute for, net income, as an indicator of apeg performance, or net cash provided by
operating activities as an indicator of liquidit@ur computation of EBITDA (excluding
refinancing costs and losses on early extinguishmiedebt) and Adjusted EBITDA may differ
from similarly titled measures used by other conigsnAs EBITDA (excluding refinancing
costs and losses on early extinguishment of delot)Aaljusted EBITDA exclude certain
financial information compared with net income aad cash provided by operating activities,
the most directly comparable GAAP financial measuusers of this financial information
should consider the types of events and transactidnch are excluded. The table below shows
a reconciliation of EBITDA (excluding refinancingsts and losses on early extinguishment of
debt) and Adjusted EBITDA to net income and nehga®vided by operating activities.



Michaels Stores, Inc.
Consolidated Balance Sheets

(Unaudited)
February 1, February 2,
(In millions, except share data) 2014 2013
ASSETS
Current assets:
Cash and eqUIVAIBNTS............couiiiiiii i e e $ 234 3% 56
MerchandiSe INVENTOIES ......c..i it e 901 862
Prepaid expenses and Other..... ..o e e e 95 86
Receivable from Parent...........coooiiie e s -
Deferred INCOME LAXES ... . e it e e e s e 39 37
INCOME taXreCeivabIES ... . ... ——— 2 3
TOtaAl CUIMENT @SSEES ...etiiiii e e e re e 1,273 1,044
Property and eqUIPMENT, At COSL ... ...uuiieiit it 1,600 1,502
Less accumulated depreciation and amortization.........cc.cceeeeeiiiiiiiiii e, (1,242) (1,164)
Property and equipmMENt, NeT. ..o i e e 358 338
(€000 11 | | PP UP TP 94 94
Debht issuance costs, net of accumulated amortizatiof $54 at February 1, 2014, and
FEDrUArY 2, 2003 . .. e e 37 46
DeferrediNCOME TAXES. ... cv et 28 30
Long-termreceivable from Parent............coooiiiiiii 8 -
OB S S TS, ettt ettt et 3 3
TOtal NON-CUIMENT @SSEIS .. ..uviiiii i e 170 173
TOLAl BS S OIS .ottt $ 1,801 $ 1,555
LIABILITIES AND STOCKHOLDERS' DEFICIT
Current liabilities:
ACCOUNES PAYADIE. ... oot $ 368 $ 263
Accrued liabilities and Other............ooo i 377 367
Share-based compensation liability ..o - 35
Current portion of long-termdebt............oooi i 16 150
Dividend payable t0 HOIAINGS .....ooiirieceeeeee e e s e e en 30 -
Deferred INCOIME TAXES ... .cvvvt et e 1 4
INCOME taxes PayabIB.......ovei 42 37
Total current labilities .. ... ..o e 834 856
LONG-EEIM DL, ...ceeeee e e 2,878 2,891
Deferred iNCOME TAXES. ... ce it et 2 2
Share-based compensation Hability.............cocoviiiiiii e - 27
Other long-term Habiliies .........covuiiii e 88 83
Total long-term iabilities ... e 2,968 3,003
Total labilitieS ........oeee e e 3,802 3,859
Commitments and contingencies
Stockholders' deficit:
Common Stock, $0.10 par value, 100 shares améuor
100 shares issued and outstanding at Febili2814 and February 2, 2013........... - -
Additional paid-in Capital...........ocuiiiiiii e 124 49
Accumulated defiCit.........vue i (2,125) (2,359)
Accumulated other comprehensive INCOME...... ..o - 6
Total stockholders' defiCit ...........oouie e e (2,001) (2,304)
Total liabilities and stockholders' defiCit...............oiiiimmme e $ 1,801 $ 1,555




Michaels Stores, Inc.

Consolidated Statements of Comprehensive Income

(Unaudited)
Quarter Ended Fiscal Year Ended

February 1, February 2, February 1, February 2,
(In millions) 2014 2013 2014 2013
N[ BTz =TT 1555 $ 1,524 $ 4570 $ 4,408
Cost of sales and occupancy eXpense.......coevevvvvevnneennn. 932 907 2,748 2,643
GroSS Profit.....cceeie i 623 617 1,822 1,765
Selling, general, and administrative expense.............. ... 334 345 1,169 1,132
Share-based compensation............ccoovvieeeiiiiiineiineennnn, 8 6 23 15
Impairment of intangible assets.......cccovvnnniiciice - 8 - 8
Related party eXpenses......coovivvviiiieiiiiniineei e 4 3 14 13
Store pre-0pening COSES ...ovvvniiiiiiiieeiii e - - 5 5
Operating iNCOME. ... .. ..t 277 255 611 592
INtEreSt EXPENSE .. it 46 58 183 245
Refinancing costs and losses on early extinguishoktgebt 7 30 14 33
Other (income) and expense, Net.....cccovvuieeviiienecinneennn. 1 - 2 (1)
Income before iNCoOmMe taxes.........covveeveiiviiiiiiinice, 223 167 412 315
Provision forincome taxes..........cccoovveevviieiiiiiineiii e, 80 62 148 115
NETINCOME ...ttt e e e ee e 143 105 264 200
Other comprehensive (loss) income, net of tax

Foreign currency translation adjustment .................... (4) - (6) -

Comprenensive INCOME........c.oviuiieeiiiiii e 139 $ 105 $ 258 $ 200




Michaels Stores, Inc.
Consolidated Statements of Cash Flows

(Unaudited)
Fiscal Year Ended
February 1, February 2,
(In millions) 2014 2013
Operating activities:
[N L] T T =PSRRI $ 264 $ 200
Adjustments:
Depreciation and amortization.............ccccevevviiiiiiiiicieeecee e 106 97
Share-based compensation............ccoceviiiiicici 4 3 21
Debt issuance costs amortization............c.ovvuueiiiiiiieiin v e 9 14
Accretion of long-termdebt.........c.ccooviiiiiiiiii e @ -
Refinancing costs and losses on early extgfguents of debt........ 14 33
Impairment of intangible asSets......cccvevve v - 8
Changes in assets and liabilities:
MerchandiSe INVENTONES ......vuiiiieiiiece e (38) (21)
Prepaid expenses and other...............coccoii, (8) )
Deferred iINCOME taXeS ......cccciiiiciiiceeeeeiie ettt 3 2
Accounts payable..........ooco i, 102 (35)
ACCIUE INTEIEST....uiie it (8) (20)
Accrued liabilities and other...........cooiv i, (12) (16)
INCOME LAXES .. ittt e e e 5 18
Other long-termliabilities ...........ccoovviii e, 4 (@)
Net cash provided by operating acB@iti.................ccceveennnnn. 468 299
Investing activities:
Additions to property and equipmMENt..........coveeiiiiiiiieieee et e (112) (124)
Net cash used in investing activities «o..c........oveeiiiiiiinieennns (112) (124)
Financing activities:
Borrowings on Restated Term Loan Credit Facility.............cccoceevveereennen. - 1,640
Repayments on senior secured termloan facility......................... (12) (1,996)
Borrowings on asset-based revolving creditifgcil......................... 389 322
Payments on asset-based revolving credit facilit.......................... (390) (321)
Issuance of senior notes due 2018.............ccoveeeiiiiiiiiiiieeieeen, - 213
Repurchase of subordinated discount notes di& 20.................... - (315)
Repurchase of senior subordinated notes due.2016............cc.cccueeuee. (403) -
Issuance of senior subordinated notes due 202Q..........c.c.cceeevreennenne 260 -
Payment of debt issuance COStS........cooviiiiiiiiiiiiii e, ) (3 (13)
Payment of refinancing COSES ... 2) ( (12)
Payment of capital 1eases.........ccooveeiiiiiiiiiis e (©)] ?3)
Changein cash overdraft............ccooiiiiieiiic e, 4 (5)
Payments on behalf of Parent...........c..ccooviiiiiii i 10) -
Net cash used in financing activitieS . .ovvveveeieeieiineiiennnns (178) (490)
Netincrease (decrease) in cash and equivalents...........c..ccceeevveenennn. 178 (315)
Cash and equivalents at beginning of period...............oocoin, 56 371
Cash and equivalents at end of periad...........cccoeiviiiiiiiiiiiie, $ 234 $ 56
Supplemental Cash FHow Information:
Cash paid forinterest...........oeiiiiiiiiie e $ 183 $ 239
Cash paid foriNnCOME taXesS .........c.uvveviiiii i e $ 145 $ 108




Michaels Stores, Inc.
Summary of Operating Data

(Unaudited)
The following table sets forth the percentage i@feghip to net sales of each line item of our uritegdconsolidated
statements of operations:
Quarter Ended Fiscal Year Ended
February 1, February 2, February 1, February 2,
2014 2013 2014 2013
NEE SAIES. ...ttt e 100.0 % 100.0 % 100.0 %  100.0
Cost of sales and 0CCUPANCY EXPENSE......iiuuiiiiiiii it e e eea e 59.9 59.5 60.1 60.0
GrOSS PrOfit. e et 40.1 40.5 39.9 40.0
Selling, general, and administrative eXPeNSe..........i.ut e eeeiie e ee e, 21.5 22.6 25.6 25.7
Share-based COMPENSALION.......c.oiiii e e e e 0.5 0.4 0.5 0.3
Impairment of INtaNgIDIE @SSELS ..o e - 0.5 - 0.2
Related party @XPeNSES . ... 0.3 0.2 0.3 0.3
StOre Pre-OPENING COSES . iiuuiiiiitee ettt ettt e e et e eee e e e e et e ee et e e aeaa e eeens - - 0.1 0.1
OPeratiNng INCOME........ciiiiiiiii i 17.8 16.7 134 134
I ISt BN NS O e it 3.0 3.8 4.0 5.6
debt..oiniii 0.5 2.0 0.3 0.7
Other (iNCOME) anNd EXPENSE, NEL.....uiiiiii et e e ee e eees, 0.1 - - -
INCOME bEfOre INCOME tAXE.. ...\ ittt 14.3 11.0 9.0 7.1
Provision for income taxes 5.1 4.1 3.2 2.6
NEEINCOME ...t 9.2 % 6.9 % 58 % 4.5
The following table sets forth certain of our unéed operating data:
Quarter Ended Fiscal Year Ending
February 1, February 2, February 1, February 2,
2014 2013 2014 2013
Michaels stores:
Retail stores open at beginning of period............ooomam i, 1,137 1,099 1,099 1,064
Retail stores opened during the period............ccooovviiiieiceeei e - 2 40 38
Retail stores opened relocations during theoplen...............ccooooiiiiiiiinnn. - - 14 13
Retail stores closed during the period............ccoooiieveveeiiin i @ (%) 3) 3)
Retail stores closed relocations during thegueri...........ccooovviiiiniieiiineeiinnnn. - - (14) (13)
Retail stores open at end of Period. ..o e 1,136 1,099 1,136 1,099
Aaron Brothers stores:
Retail stores open at beginning of period..............covccceeeiiiiiii i 122 127 125 134
Retail stores opened during the YEar ... e e - - - -
Retail stores opened relocations during theogeri............c.vveiiveeiiiiniiiiininee, - - 2 -
Retail stores closed during the period............ooiiuieoieciiiii e, (D) 2 (5) (8)
Retail stores closed relocations during theg@eri.............oovieiiiiiiiniin. - - (1) (1)
Retail stores open at end of Period..........c..ovviiiiiiiiiiii e 121 125 121 125
Total store count at end Of PErOd......cccvuiniiiiiiii e 1,257 1,224 1,257 1,224

Other operating data:

Average inventory per Michaels store (in thoudsan..........ccooveviivivinineiennnn. $ 764 $ 74 $ 764 $ 754
Comparable store sales INCrease........co.oi it e 4.6 % 17% 29% 15%



Michaels Stores, Inc.
Reconciliation of Adusted EBITDA

Quarter Ended Fiscal Year Ended
February 1, February 2, February 1, February 2,
(In millions) 2014 2013 2014 2013
Net cash provided by operating activities.............. $ 394 % 286 $ 468 $ 299
Depreciation and amortization..............cc.cccceveeennnn. (32) (26) (106) 97)
Share-based compensation.............cccocevvveeennnnnn. (15) 6) (34) (1)
Debt issuance costs amortization......................... ?3) 2 9) 14)
Accretion of long-termdebt............cccoovviiiiiiiniinnnn, 1 - 1 -
Refinancing costs and losses on early extinguisthmen
ofdebt.. ..o ©) (30) (14) (33)
Impairment of intangible assets - 8) - (©)]
Changes in assets and liabilities..........cccoeercvciiiiinine (195) (109) (42) 74
NEtINCOME....o it 143 105 264 200
INTEreSt EXPENSE....oeviiiiiiiiiiiiie i 46 58 183 245
Refinancing costs and losses on early extinguisthmen
Of et 7 30 14 33
Provision forincome taxXes.........c.oooevvvviineniiiiinnnnn. 80 62 148 115
Depreciation and amortization...............c.cc.eeeeenenn. 32 26 106 97
EBITDA (excluding refinancing costs and losses on
early extinguishment of debt)..........ccooevviiviiiiinnn 308 281 715 690
Adjustments:
Share-based compensation and related taxes .... 16 6 35 21
SPONSOIfEES ...vniiiiiice e, 4 3 14 13
Impairment of intangible assets.........cccceeeveievenienenns - 8 - 8
Termination EXPENSE......vvvviieiii e e e 3 - 5 1
Store pre-0pening COSES...vvuivviiiiiieiiieeiieerieeeans - - 5 5
Store remodel costs 1 1 7 2
Foreign currency transaction losses (gains)........ 1 - 2 @)
Store closing costs 1 2 5 4
(O 4 1= () SO - 2 5 4
Adjusted EBITDA ......ooviiiiiiiiiiia e, $ 334 $ 303 $ 793 $ 747

(1) Other adjustments relate to items such as ngoaid relocation expenses, franchise taxes, sigmoonses and certain legal expenses.



