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Pier 1 imports

PIER 1 IMPORTS IS THE ORIGINAL GLOBAL IMPORTER OF UNIQUE HOME FURNISHINGS.

Our one-of-a-kind merchandise reflects the diverse cultures of the dozens of countries our buyers
explore. With broad assortments, we have something for everyone - useful things, decorative things
and the purely whimsical.

Our stores are unmistakable. Fragrant candles, the exotic scent of wicker, the colors and patterns of
dinnerware, textured carvings and woven textiles all combine to create an eclectic treat for the senses.

Our image is quirky. From our iconic logo to our signature red tile floors, we offer a unique shopping
experience. We display our wares so that each trip is a treasure hunt where customers can find long-time
favorites as well as something new. It’s the thrill of the bazaar. The expected and the unexpected.

Our associates bring our brand to life. We value their creativity, talent and dedication.

In short, there is only one authentic global importer - the ever-original Pier 1 Imports.



FELLOW SHAREHOLDERS:

Returning our well-loved company to profitability and restoring shareholder value is what we
think about all day every day. This recession has made it tougher, but our confidence in our
ability: and resolve to get the job done has not wavered. If anything, it has made us more
determined. We know that every aspect of our business is in better shape than it was two years
ago and that the improvements we have made, and continue to make, will allow us to come out of
this recession strong.

It is frustrating for all of us that in this retail climate, our turnaround will take longer than we
previously expected, but the foundation on which our turnaround is built remains the same. We
have clear strategies which speak to great merchandise, great stores, and a lean and efficient
infrastructure. These strategies are encapsulated in our business priorities. Staying focused on
these priorities has allowed us to accomplish many things despite the recession and we would like
to share some of these successes with you.

Merchandise is where it all starts and therefore our number one priority is to develop a
best-in-class buying organization that has a clear understanding of Pier 1 Imports’ brand
positioning and what excites our customers. Our buyers’ job is to travel, source, buy, develop,
test, and ultimately create compelling merchandise assortments that exceed our customers’
expectations. To do this, we needed a bigger team. By September 2007 we had added an
additional 11 buyers to the team, bringing our total number to 22. Enlarging our team has
created smaller spans of control with greater specialization, and allowed our buying team more
time to source and develop new products. Over the past two years, our team of buyers has begun
to reconnect with our customers, as evidenced by the increases in conversion rate that we have
been experiencing over the past year and a half. They have re-captured the brand essence of
Pier 1 Imports and we are pleased with the ongoing improvements to our merchandise. As each
season goes by, the accuracy of our buying is improving.

During fiscal 2008 and 2009, we brought back old favorites, created new favorites, and tested new
categories and departments. We have focused on rebuilding the “treasure hunt” that our
customers enjoy. Fortunately for us, before the decline in the economy took hold, we had already
moved away from our over-reliance on large, high-ticket furniture pieces and began to develop
stronger assortments of more affordable furniture and strengthened considerably our
non-furniture assortments. You can now find in our store, jewelry, girls’ gifts, stationary,
epicurean offerings, and kitchen gadgets. Although this shift in our merchandise assortment
decreased our average ticket, it helped to lessen the impact that the economic crisis had on our
business by driving increases in units per transaction and conversion rate.

Our second business priority is to support the buying team with an equally best-in-class planning
and allocation department. The planning and allocations team ensures that everything from
assortment planning to store allocation is carefully and thoughtfully planned and executed. We
have made improvements to the timing of our purchases to better align with our selling periods.
We have made technological advances in our allocations system that allows greater flexibility in
allocating SKUs and setting parameters by SKU at the store level. :

Our efforts to date have enabled us to make significant reductions in the inventory in our
distribution centers—decreasing our inventory by $95 million this year without compromising our
customers’ in-store experience. Further, this reduction allowed us to vacate outside warehouse



space of 350,000 square feet in fiscal 2009, and to close our Chicago distribution center in the
first quarter of fiscal 2010.

The third business priority is to tighten up the supply chain from vendors to our stores to reduce
both costs and lead times. We have made changes to consolidation, renegotiated ocean freight
contracts and improved vendor compliance. To improve our supply chain domestically, we
established a West Coast transload facility that both reduced cost and improved domestic transit
times. In our distribution centers, we reduced labor costs by implementing a labor package on
engineered standards that increased productivity. Additionally we reduced management layers,
which reduced fixed labor costs. To further these efforts, we developed a store delivery schedule
matrix that allows us to flex from two deliveries each week back to one delivery based on changes
in sales volume. The supply chain changes that we have made both internationally and
domestically helped us to offset the high fuel prices and inflationary pressures experienced in
2008 and to position us to improve merchandise margins in fiscal 2010.

We are extremely cost conscious, and so our fourth business priority is to make the business more
lean and efficient in every way. In fiscal 2008, we refocused the organization on the success of our
Pier 1 Imports stores. This meant exiting all non-core businesses. We eliminated the e-commerce
business, the catalog business, and the clearance stores and closed the Pier 1 Kids concept. We
are now totally focused on our core business—the Pier 1 Imports retail stores. |

We have taken significant costs out of the business, reducing overall SG&A by approximately
$190 million from fiscal 2007. The permanent savings resulted from decreases in marketing
spend, payroll, and other general administrative costs. We have significantly reduced our IT costs
and at the same time leveraged technology to increase the efficiency and effectiveness of our
business without compromising customer service and quality. In fiscal 2010 we will be able to
reduce costs even more through continued technological and process improvements without
increasing the size of our IT footprint.

The fifth business priority is to develop real estate strategies that protect both the short- and
long-term future of our Company. We are the only home specialty global importer with a
nationwide network of stores. We believe this is a competitive advantage and will maintain it.
However, we had a few more stores than needed to give us good coverage. In February 2007, the
Company had over 1,200 stores in its North American chain. Since that time, we have closed
119 locations and opened only five. We judiciously review opportunities to improve the efficiency
of our store network through economic terminations, natural expirations and renewal options.
Since the economy weakened, we have taken the opportunity to negotiate with our landlords to
achieve rental reductions which would improve profitability. We are pleased with the support we
have received from our landlord community and have agreed to roughly $7 million in rental
savings for the upcoming fiscal year. We will continue working with our landlords through fiscal
2010 and expect to achieve additional savings.

We concluded in the summer of 2007 that we should sell our headquarters building. In June
2008, we completed the sale to Chesapeake Energy Corporation for approximately $100 million.
This sale had a positive impact on both our balance sheet and liquidity. We now lease
approximately half of the building on a seven year lease.

Our sixth business priority is to ensure that our marketing creates a balance between bringing
customers to our stores in the short term and building our brand for the long term. Initially, we
reduced our marketing spend by eliminating marketing efforts that were not providing a return



on our investment, and concentrated our efforts on our most loyal customers. As we began to
rebuild the brand message, we tested different media and identified multiple channels that work
well for us.

We have also enhanced our point-of-sale technology to include customer data capture that
provides information about our customers that can be used to assess the reach of our marketing
efforts and to more effectively target future marketing campaigns. The revitalization of our
website, pierl.com, resulted in a detailed pre-shopping resource that provides potential
customers with everything from furniture dimensions to copies of recent retail mailers to aid in
their decision making process. Overall, we saved $58 million dollars in marketing costs from
fiscal 2007 levels. We believe that a marketing budget of about $60 million is the right level.

Our seventh business priority is to give our customers a rewarding and satisfying shopping
experience. All great shopping experiences begin and end with customer service. We strive to
ensure that every store associate has the selling skills and tools required to give our customers
great service. We have removed barriers that might otherwise reduce productivity and customer
interaction. Our commitment to providing the best experience in retail brings our brand to life
and gives our customers a reason to return to Pier 1 Imports. We are getting encouraging results
and are achieving higher conversion rates than before.

You may have noticed that we have redesigned our store layout by defining merchandise
departments and improving our in-store signage, which makes it easier for our customer to
experience our unique merchandise assortment. We continue to improve our visual
merchandising efforts to create the feel of a “trading bazaar” that one might find in the countries
of origin for our merchandise. We make frequent changes to the front of our stores to highlight
new merchandise and to ensure our stores are relevant and in line with the customer’s mindset.

The final business priority for our company is to develop a strong performance culture. We know
that the execution of our business priorities is dependent upon our ability to attract, motivate,
and retain quality associates in a very competitive environment. In 2008, we established a set of
values that support our business priorities and define behaviors that are expected of our
associates. To reinforce these behaviors and to align their efforts with overall company goals, we
developed incentive programs that reward our associates, in both the long and short term. These
rewards are performance based and are dependent on individual performance in effective area
management, teamwork and expense control, in addition to the company’s overall performance.
This ensures that every member of the management team understands how their individual
efforts contribute to the successful execution of our eight business priorities, and ultimately to
our return to profitability. Our overall performance management program is designed to retain
talented individuals and to develop them into the future leaders of our company.

Our efforts in executing each of these business priorities should have paved the way for fiscal
2009 to be the year that we broke even. Unfortunately, the dramatic change in the United States
economy as a result of the troubled financial markets in September 2008 had a significant impact
on our business as consumers grew fearful and cut discretionary spending. We experienced
double-digit declines in traffic from the middle of September until December 2008. The drop in
traffic was so significant that the modest gains seen in conversion rates were unable to offset the
drop in traffic and the decline in average ticket, and as a result, both our comparable store sales
and our operating profit declined compared to last year.



The challenging economic environment might have had a more catastrophic impact had we not
improved our balance sheet and liquidity position. The liquidity generated from the sale of our
corporate headquarters as well as the reduction of our investment in inventory provided us:the
wherewithal to withstand the unanticipated sales declines experienced in the third and fourth
quarters. Subsequent to the end of fiscal 2009, one of our foreign subsidiaries purchased
$79 million dollars of our unsecured convertrble notes. The purchase was made at a significant
discount using only $27 million of cash to reduce our consolidated outstanding debt by
$79 million. The opportunity to execute the repurchase of the convertible notes significantly
strengthened our financial pos1t1on In our proxy statement that is included with this letter, we
are asking for your approval on three proposed amendments to our certificate of 1ncorporat10n
that will provrde our Board continued ﬂeX1brl1ty in guiding our company and protectlng our
shareholders interests. R

Our company has transformed over the last two years. Without the clear strategres that resulted
in the improvements to our merchandise and stores and the significant reductions in our costs;
and without haV1ng had the abrllty to take the steps we took to 1mprove liquidity and strengthen
our balance sheet, this recession could well have affected our company more dramatlcally than it
has. Rest assured our Board, our management team, and our associates. contmue to Work
diligently every day to ensure the success of our company.

As we look down the road on our journey, it is difficult to predict what the economy ‘holds in
store for fiscal 2010. Clarity on our mission and our strategy has served us well and we remain
committed to our course of action in executing our eight busrness priorities. We flrmly beheve
that some thlngs are worth fighting for and a successful Pier 1 Imports is one of them, We know
with the continued support of our supphers vendors, customers, and our talented and
enthusiastic associates across the entire organization, that together we will restore shareholder
value and will return the luster to our well loved company :

Alexander W. Smith - Tom M. Thomas
President and Chzef Executive Oﬁtcer - Chairman, Board of Directors
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PART I
Item 1. Business. |
(a) Generﬁl Development of Business.

Pier 1 Imports, Inc. was incorporated as a Delaware corporation in 1986. Throughout this report, -
references to the “Company” include Pier 1 Imports, Inc. and its consolidated subsidiaries. References
to “Pier 1 Imports™ relate to the Company’s retail locations operating under the name Pier 1 Imports®.
References to “Pier 1 Kids” relate to the Company s retail locations that operated under the name Pier
1 Kids®.

On March 20, 2006, the Company. announced the sale of its subsidiary based in the United
Kingdom, The Pier Retail Group Limited (“The Pier”). The Pier has been included in discontinued -
operations in the Company’s financial statements for fiscal 2007 and prior years. All discussions in thlS
report relate to continuing operations, unless stated otherwise.

In fiscal 2009, the Company closed 26 stores and opened one new Pier 1 Imports store, a
relocation of an existing store in Flushing, New York. During the fourth quarter of fiscal 2009, the
Company began negotiating with landlords to achieve rental reductions across its store portfolio.
Unsuccessful rental reduction negotiations may lead to the execution of early termination agreements
for underperforming store locations. The Company expects these ncgotlatlons to be on-going
throughout the upcoming fiscal year. :

As of the end of fiscal 2009, the Company maintained regional distribution center facilities in or =
near Baltimore, Maryland; Chicago, Illinois; Columbus, Ohio; Fort Worth, Texas; Ontario, California;
Savannah, Georgia; and Tacoma, Washington. The Company plans to cease operations at its Company-
owned 514,000 square foot distribution center near Chlcago Ilinois, by the end of the first quarter of
fiscal 2010.

The Company has an arrangement to supply Grupo Sanborns, S.A. de C.V. (“Grupo Sanborns”)
with merchandise to be sold primarily in a “store within a store” format in certain stores operated by
Grupo Sanborns’ subsidiaries, Sears Roebuck de Mexico, S.A. de C.V. (“Sears Mexico”) and Dorian’s
Tijuana, S.A. de C.V. (“Dorian’s”). The agreement with Grupo Sanborns will expire January 1, 2012.
The agreement is structured in a manner which substantially insulates the Company from currency
fluctuations in the value of the Mexican peso. In fiscal 2009, Grupo Sanborns opened three new “store
within a store” locations and one free-standing location offering Pier 1 Imports merchandise. As of
February 28, 2009, Pier 1 Imports merchandise was offered in 34 Sears Mexico stores and one Dorian’ S
store. Grupo Sanborns has no plans for new “store within a store” or “free-standing” locations in
Mexico during fiscal 2010. Since Sears Mexico operates these locations, the Company has no employee
or real estate obligations in Mexico.

The Company has a product distribution agreement with Sears Roebuck de Puerto Rico, Inc.
(“Sears Puerto Rico”), which allows Sears Puerto Rico to market and sell Pier 1 Imports merchandise
in a “store within a store” format in certain Sears Puerto Rico stores. The Company has no employee
or real estate obligations in Puerto Rico because Sears Puerto Rico operates these locations. As of
February 28, 2009, Pier 1 Imports merchandise was offered in seven Sears Puerto Rico stores. Sears
Puerto R1co has no plans for new “store within a store” locat1ons in Puerto Rico. during fiscal 2010.

;' During flscal 2007, the Company sold its credit card operatlons which included its credit card
bank located in Omaha, Nebraska, that operated under the name Pier 1 National Bank, N.A. (the -
“Bank”) to Chase Bank USA, N.A. (“Chase”). The sale was comprised of the Company’s proprietary
credit card receivables, certain charged-off accounts and the common stock of the Bank. The Company
and Chase have entered into a long-term program agreement. Under this agreement, the Company



continues to support the card through marketing programs and receives payments over the life of the
agreement for transaction level incentives, marketing support and other program terms.

In August 2007, the Company discontinued its e-commerce business. The Company continues to
use its web site, www.pierl.com, for marketing and product information, plus investor relations
purposes. o ‘

(b) Financial Information about Industry Segment&.

In fiscal 2009, the Company conducted business as one operating segment consisting of the retail
sale of decorative home furnishings, gifts and related items.

Financial information with respect to the Company’s business is found in the Company’s
Consolidated Financial Statements, which are set forth in Item 8 herein.

(¢) Narrative Description of Business.

The specialty retail operations of the Company consist of retail stores operating under the name
“Pier 1 Imports”, selling a wide variety of furniture, decorative home furnishings, dining and kitchen
goods, epicurean products, bath and bedding accessories, candles and other specialty items for the
home. :

On February 28, 2009, the Company operated 1,011 Pier 1 Imports stores in the United States and
81 Pier 1 Imports stores in Canada. During fiscal 2009, the Company supplied mierchandise and
licensed the Pier 1 Imports name to Grupo Sanborns and Sears Puerto Rico, which sold Pier 1 Imports
merchandise primarily in a “store within a store” format in 34 Sears Mexico stores, one Dorian’s store
and in seven Sears Puerto Rico stores. Pier 1 Imports stores in the United States and Canada average
approximately 9,900 gross square feet, which includes an average of approximately 7,900 square feet of
retail selling space. The stores consist of freestanding units located near shopping centers or malls and
in-line positions in major shopping centers. Pier 1 Imports operates in all major U.S. metropolitan
areas and many of the primary smaller markets. Pier 1 Imports stores generally have their highest sales
volumes during November and December as a result of the holiday selling season. In fiscal 2009, net
sales of the Company totaled $1.3 billion.

Pier 1 Imports offers a unique selection of merchandise consisting of more than 4,000 items
imported from over 50 countries around the world. While the broad categories of Pier 1 Imports’
merchandise remain fairly constant, individual items within these merchandise categories change
frequently in-order to meet the changing demands and preferences of customers. The principal
categories of merchandise include the following: S

DECORATIVE ACCESSORIES—This merchandise group constitutes the broadest category of
merchandise in Pier 1 Imports’ sales mix and contributed approximately 60% to Pier 1 Imports’
total U.S. and Canadian retail sales in fiscal year 2009, 59% in fiscal year 2008 and 57% in fiscal
year 2007. These items are imported primarily from Asian and European countries, as well as
some domestic sources. This category includes decotative wood accessories, lamps, vases, dried and
artificial flowers, baskets, ceramics, dinnerware, bath and fragrance products, candles, bedding,
epicurean products, and seasonal and gift items. :

 FURNITURE—This merchandise group consists of furniture and furniture cushions to be used
in living, dining, office, kitchen and bedroom areas, sunrooms, and on patios. Also included in this
group are wall decorations and mirrors. This product group constituted approximately 40% of Pier
1 Imports’ total U.S. and Canadian retail sales in fiscal year 2009, 41% in fiscal year 2008 and 43%
in fiscal year 2007. These goods are imported from a variety of countries such as Vietnam,

- Malaysia, Brazil, Thailand, China, the Philippines, India and Indonesia, and are also obtained from
domestic sources. This merchandise is made of metal or handcrafted natural materials, including
rattan, pine, beech, rubberwood and selected hardwoods with either natural, stained, painted or
upholstered finishes.



Pier 1 Imports merchandise largely consists of items that feature a significant degree of
handcraftsmanship and are mostly imported directly from foreign suppliers. For the most part, the
imported merchandise is handcrafted in cottage industries and small factories. Pier 1 Imports has
enjoyed long-standing relationships with many vendors and agents and is not dependent on any
particular supplier. The Company believes alternative sources of merchandise could be procured over a
relatively short period of time, if necessary. In selecting the source of merchandise, Pier 1 Imports
considers quality, dependability of delivery, and cost. During fiscal 2009, Pier 1 Imports sold
merchandise imported from over 50 different countries with over 40% of its sales derived from
merchandise produced in China. The remainder of its merchandise is sourced from India, Indonesia
and .other countries around the world.

Imported merchandise and a portion of domestic purchases are delivered to the Company’s
distribution centers, unpacked and made available for shipment to the various stores in each
distribution center’s region.

The Company, through one of its wholly owned subsidiaries, owns a number of federally registered
trademarks and service marks under which Pier 1 Imports stores do business. Additionally, certain
subsidiaries of the Company have registered and have applications pending for the registration of
certain other Pier 1 Imports trademarks and service.marks in the United States and in numerous
foreign countries. The Company believes that its marks have significant value and are important in its
marketing efforts. The Company maintains a policy of pursuing registration of its marks and opposmg
any infringement of its marks.

The Company operates in the highly competitive specialty retail business and competes primarily
with specialty sections of large department stores, furniture and decorative home furnishings retailers,
small specialty stores, and mass merchandising discounters.

The Company allows customers to return merchandise within a reasonable time after the date of
purchase without limitation as to reason. Most returns occur within 30 days of the date of purchase.
The Company monitors the level of returns and maintains a reserve for future returns based on
historical experience and other known factors.

On February 28, 2009, the Company employed approximately 16,700 associates in the United
States and Canada, of which approximately 3,500 were full-time employees and 13,200 were part-time
employees.

(d) Financial Information about Geographic Areas.

Information required by this Item is found in Note 1 of the Notes to the Consolidated Financial
Statements.

(e) Available Information.

The Company makes available free of charge through its Internet web site address (www.pierl.com)
its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed with the Securities and Exchange Commission (the “SEC”) pursuant
to Section 13(a) of the Securities Exchdange Act of 1934 as soon as reasonably practicable after it
electronically files such material with, or furnishes such material to, the SEC.

Certain statements contained in Item 1, Item 1A, Item 7, Item 7A, Item 8 and elsewhere in this
report may constitute “forward-looking statements” within the.meaning of Section 21E of the Securities
Exchange Act of 1934. The Company may also make forward-looking statements in other reports filed
with the SEC and in material delivered to the Company’s shareholders. Forward-looking statements
provide current expectations of future events based on certain assumptions. These statements
encompass information that does not directly relate to any historical or current fact and often may be
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identified with words such as “anticipates,” “believes,” “expects,” “estimates,” “intends,” “plans,”
“projects” and other similar expressions. Management’s expectations and assumptions regarding
planned store openings and closings, financing of Company obligations from operations, success of its
marketing, merchandising and store operations strategies, and other future results are subject to risks,
uncertainties and other factors that could cause actual results to differ materially from the anticipated
results or other expectations expressed in the forward-looking statements. Risks and uncertainties that
may affect Company operations and performance include, among others, the effects of terrorist attacks
or other acts of war, conflicts or war involving the United States or its allies or trading partners, labor
strikes, weather conditions or natural disasters, volatility of fuel and utility costs, the on-going recession
and related financial crisis and the actions taken by the United States and other countries. to stimulate
the economy or to prevent the worsening of the financial crisis, the general strength of the economy
and levels of consumer spending, consumer confidence, the availability of suitable sites for locating
stores and distribution centers, the availability of a qualified labor force and management, the
availability and proper functioning of technology and communications systems supporting the
Company’s key business processes, the ability of the Company to import merchandise from foreign
countries without significantly restrictive tariffs, duties or quotas, and the ability of the Company to
source, ship and deliver items of acceptable quality to its U.S. distribution centers at reasonable prices
and rates and in a timely fashion. The foregoing risks and uncertainties are in addition to others
discussed elsewhere in this report which may also affect Company operations and performance. The
Company assumes no obligation to-update or otherwise revise its forward-looking statements even if
experience or future changes make it clear that any projected results expressed or implied will not be
realized.

Executive Officers of the Company

ALEXANDER W. SMITH, age 56, has been a director of Pier 1 Imports, has served as President
and Chief Executive Officer and has been a member of Pier 1 Imports’ Executive Committee since
February 19, 2007. From March 2004 to February 18, 2007, Mr. Smith served as the Senior Executive
Vice President, Group President of The TIX Companies, Inc. From 2001 to March 2004, Mr. Smith
served as Executive Vice President, Group Executive, International of The TIX Companies, Inc.

CHARLES H. TURNER, age 52, has served as Executive Vice President of the Company since
April 2002 and has served as Chief Financial Officer of the Company since August 1999. He served as
Senior Vice President of Finance of the Company from August 1999 to April 2002. He served as Senior
Vice President of Stores of the Company from August 1994 to August 1999, and served. as Controller
and Principal Accounting Officer of the Company from January 1992 to August 1994.

GREGORY S. HUMENESKY, age 57, has served as Executive Vice President of Human
Resources of the Company since February 2005. Prior to joining the Company, he served as Senior
Vice President of Human Resources at Zale Corporation from April 1996 to February 2005.

JAY R. JACOBS, age 54, served as Executive Vice President of Merchandising of the Company
from April 2002 to March 2009. He served as Senior Vice President of Merchandising of the Company
from May 1995 to April 2002. He served as Vice President of Divisional Merchandising of Pier 1
Imports (U.S.), Inc. from May 1993 to May 1995, and served as Director of Divisional Merchandising
of Pier 1 Imports (U.S.), Inc. from July 1991 to May 1993. On March 4, 2009 Mr. Jacobs announced
his retirement from the Company. As of that date he will no longer serve as Executive Vice President
of Merchandising for the Company. He will, however, continue his employment through March 1, 2010
to ensure continuity throughout the transition of his duties.

SHARON M. LEITE, age 46, has served as Executive Vice President of Stores of the Company
since September 2007. Prior to joining the Company, she served as Vice President of Store Operations
at Bath & Body Works from April 2001 to August 2007.



MICHAEL A. CARTER, age 50, has served as: Senior Vice President and General: Counsel,
Secretary of the Company since December 2005. He served as Vice President—Legal Affairs of Pier 1
Imports, (U.S.), Inc. from April 1999 to December 2005. He served as Corporate Counsel of Pier 1
Imports (U.S.), Inc. from March 1990 until April 1999. He served as Ass1stant Secretary of the
Company from April 1991 unt11 December 2005.

The officers of the Company are appomted by the Board of Drrectors hold offlce untﬂ their
successors. are elected and qualified -and/or until-their earlier death, resignation or removal. None of
the above executive officers has any family relationship with any other of such-officers or with any
director of the Company. None of such officers was selected pursuant te any arrangement or
understanding between him and any other person.

Item 1A. Risk Factors.

The following information describes certain significant risks and uncertainties inherent in the
Company’s business that should be carefully considered, along with other information contained
elsewhere in this report and in other filings, when making an investment decision with respect to the
Company. If one or more of these risks actually occurs, the impact on the Company’s operations,
financial position, or liquidity could be material and the business could be harmed substantially.
Additional risks and uncertainties not presently known to the Company or that it currently believes are
immaterial may also adversely affect the Company’s business, financial condition; future results of -
operations and cash flow. In addition to the risks discussed below, the Company is also subject to
certain market risks as described in Item.7A to this report.

Strategic Risks and Strategy Execution Risks

The deterioration of the United States economy and its impact on consumer conﬁdence and spendmg -
could continue for an unspeczﬁed period of time, and could ﬁu‘ther adversely impact the Company s results of
operatzons

The United States economy remains in a deep recession and is suffering from a near collapse of
the credit and financial markets. The market value of domestic and foreign companies has declined
significantly since August 2008, which has adversely affected the savings and investments of United
States consumers. Consumer confidence and spending have deteriorated significantly as a result of this
current market turmoil. The difficult economic situation faced in the United States and other countries
may not end in the near future and consumer confidence and spending could remain depressed and’
possibly ‘deteriorate evén further. During times of economic uncertainty, consumers tend to sacrifice
purchases of discretionary items, including the Company’s merchandise, which could continue to
adversely impact the Company’s fmanmal results and turnaround plan.

The success of the business is dependent on Jactors affecting consumer spending that are not controllable
by the Company.

Consumer spending, including spending for the home and home-related furnishings, are further
dependent upon. factors besides general economic conditions and include, but are not limited to, levels
of employment, disposable consumer income, prevailing interest rates, consumer debt, costs of fuel,
inflation, recession and fears of recession, war and fears of war, inclement weather, tax rates and rate -
increases, consumer confidence in future economic conditions and political conditions, and consumer
perceptions of personal well-being and securlty Unfavorable changes in factors affecting discretionary
spending could reduce demand for the Company’s products and therefore lower sales and negatively ‘
impact the busmess and 1ts operating results.



The Company’s turnaround. strategy may cause a disruption in operations and may not be successful.
ipany gy may p /4 Ly

The Company began implementing a strategy during fiscal 2008 for returning the Company to
profitability. The turnaround strategy may negatively impact the Company’s operations, which could
include disruptions from the realignment of operational functions within the home office and
distribution centers, changes in the store administration reporting structure, and changes in the
Company’s product assortments or marketing strategies. These changes could adversely affect the
Company’s business operations and financial results. While the Company believes any disruptions would
be short-term, it is unknown whether the impact would be material. In addition, if the Company’s
turnaround strategy is not successful, takes longer than initially projected, or is not executed effectively,
the Company’s business operations and financial results could be adversely affected.

The Company must be able to anticipate, identify and respond to changing trends and customer
preferences for home furnishings.

The success of the Company’s specialty retail business depends largely upon its ability to predict
trends in home furnishings consistently and to provide merchandise that satisfies consumer demand in a
timely manner. Consumer preferences often change and may not be reasonably predicted. A majority
of the Company’s merchandise is manufactured, purchased and imported from countries around the
world and may be ordered well in advance of the applicable selling season. Extended lead times may
make it difficult to respond rapidly to changes in consumer demand and as a result, the Company may
be unable to react quickly and source needed merchandise. In addition, the Company’s vendors may
not have the ability to handle its increased demand for product. The seasonal nature of the business
leads the Company to purchase and requires it to carry a significant amount of inventory prior to its
peak selling season. As a result, the Company may be vulnerable to evolving home furnishing trends,
changes in customer preferences, and pricing shifts, and may misjudge the timing and selection of
merchandise purchases. The Company’s failure to anticipate, predict and respond in a timely manner to
changing home furnishing trends could lead to lower sales and additional discounts and markdowns in
an effort to clear merchandise, which could have a negative impact on merchandise margins and in turn
the results of operatlons

Failure to control merchandise returns could negatively impact the business.

The Company has established a provision for estimated merchandise returns based upon historical
experience and other known factors. If actual returns are greater than those projected by management,
additional reductions of revenue could be recorded in the future. Also, to the extent that returned
merchandise is damaged, the Company may not receive full retail value from the resale of the returned
merchandise. Introductions of new merchandise, changes in merchandise mix, merchandise quality
issues, changes in consumer confidence, or other competitive and general economic conditions may
cause actual returns to exceed the provision for estimated merchandise returns. An increase in
merchandise returns that exceeds the Company’s current provisions could negatively impact the
business and operating results.

A disruption in the operation of the domestic portion of the Company’s supply chain could impact its
ability to deliver merchandise to its stores and customers, which could impact its sales and results of
operations.

The Company maintains regxonal distribution centers in Maryland, Ilinois, Ohio, Texas, Cahfornla
Georgia and Washington. At these distribution centers, merchandise is received, allocated, and shipped
to the Company’s stores. Major catastrophic events such as fire or flooding, malfunction or disruption
of the information systems, or shipping problems could result in distribution delays of merchandise to
the Company’s stores and customers. Such disruptions could have a negative impact on the Company’s
sales and results of operations.



Factors that may or may not be controllable by the Company may adversely affect the Company’s
financial performance.

Increases in the Company’s expenses that are beyond the Company’s control including items such
as increases in fuel and transportation costs, higher interest rates, increases in losses from damaged
merchandise, inflation, fluctuations in foreign currency rates, higher costs of labor, insurance and
healthcare, increases in postage and media costs, higher tax rates and changes in laws and regulations,
including accounting standards, may negatively impact the Company’s operating results.

Failure to successfully manage and execute the Company’s marketing initiatives could have a negative
impact on the business.

The success and growth of the Company is partially dependent on generating customer traffic in
order to gain sales momentum in its stores. Successful marketing efforts require the ability to reach
customers through their desired mode of communication utilizing various media outlets, Media
placement decisions are generally made months in advance of the scheduled release date. The
Company’s inability to accurately predict its consumers’ preferences or to utilize the desired mode of
communication may negatively impact the business and operating results.

Changes to estimates related to the Company’s property and equipment, or operating results that are
lower than its current estimates at certain store locations, may cause the Company to incur impairment
charges on certain long-lived assets. ‘

The Company makes certain estimates and projections with regards to individual store operations
as well as overall Company performance in connection with its impairment analyses for long-lived
assets in accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets.” An impairment charge is required when the carrying
value of the asset exceeds the estimated fair value or undiscounted future cash flows of the asset. The
projection of future cash flows used in this analysis requires the use of judgment and a number of
estimates and projections of future operating results. If actual results differ from the Company’s
estimates, additional charges for asset impairments may be required in the future. If impairment
charges are significant, the Company’s results of operations could be adversely affected.

Risks Related to Store Profitability

The Company’s success depends, in part, on its ability to operate in desirable locations at reasonable
rental rates and to close underperforming stores at or before the conclusion of their lease terms.

The profitability of the business is dependent on operating the current store base at a reasonable
profit, opening and operating new stores at a reasonable profit, and identifying and closing
underperforming stores. For a majority of the Company’s current store base, a large portion of a stores
operating expense is the cost associated with leasing the location. Management actively monitors
individual store performance and attempts to negotiate rent reductions to ensure stores can remain
profitable or have the ability to rebound to a profitable state. Current locations may not continue to be
desirable as demographics change, and the Company may choose to close an underperforming store
before its lease expires and incur lease termination costs associated with that closing. The Company
cannot give assurance that opening new stores or an increase in closings will result in greater profits.

bl

Failure to attract and retain an effective management team or changes in the costs or availability of a
suitable workforce to manage and support the Company’s stores and distribution facilities could adversely
affect the business.

The Company’s success is dependent, in a large part, on being able to successfully attract, motivate
and retain a qualified management team and employees. Sourcing qualified candidates to fill important



positions within the Company, especially managerment, in the highly competitive retail environment may
prove to be a challenge. The inability to recruit and retain such individuals could result in turnover in
the home office, stores and the distribution facilities, which could have an adverse effect on the
business. Managément will continue to assess the Company’s compensation and benefit structure in an
effort to attract future qualified candidates or retain current experienced management team members.

Occasionally the Company experiences union organizing activities in its non-unionized distribution
facilities. These types of activities may result in work slowdowns or stoppages and higher labor costs.
Any increase in costs associated with labor organization at the distribution facilities could result in
higher costs to distribute inventory and could negatively impact merchandise margins.

The Company operates in a highly competitive retail environment with companies offering similar
merchandise, and if customers are lost to the Company’s competitors, sales could decline.

The Company’s retail locations operate in the highly competitive specialty retail business
competing with specialty sections of large department stores, home: furnishing stores, small specialty
stores and mass merchandising discounters. Management believes that as it is competing for sales, it
does so on the basis of pricing and quality of products, constantly changing merchandise assortment,
visual presentation of its merchandise and customer service. The Company could also experience added
short-term competition when other retailers are liquidating merchandise for various reasons. If the
Company is unable to maintain a competitive position, it could experience negative pressure on retail
prices and loss of customers, which in turn could result in reduced merchandise margins and operating
results.

The Company’s business is subject to seasonal variations, with a significant portion of its sales and
earnings occurring during two months of the year.

Approximately 25% of the Company’s sales generally occur during the November December
holiday selling season. Failure to predict consumer demand correctly during these months could result
in lost sales or gross margm erosion if merchandise must be marked down significantly to clear
inventory.

The Company’s business may be harmed by adverse weather conditions and natural disasters.

Extreme or undesirable weather can affect customer traffic in retail stores as well as customer
shopping behavior. Natural disasters such as earthquakes, weather phenomena, and events causing
infrastructure failures could adversely affect any of the Company’s retail locations, distribution centers,
administrative facilities, ports, or locations of its suppliers domestically and in foreign countries.

Risks Associated with Dependence on Technology

The Company is heavily dependent on various kinds of technology in the operation of its business.

Failure of any critical software applications, technology infrastructure, telecommunications, data
communications, or networks could have a material adverse effect on the Company’s ability to manage
the merchandise supply chain, sell merchandise, accomplish payment functions or report financial data.
Although the Company maintains off-site data backups, a concentration of technology related risk does
exist in certain locations.

The Company outsources certain business processes to third-party vendors that subject the Company to
risks, including disruptions in business and increased costs.

Some business processes that are dependent on technology are outsourced to third partles Such
processes include gift card tracking and authorization, credit card authorization and processing,
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insurance claims processing, U.S. customs filings and reporting, certain payroll processing and tax
filings, and record keeping for retirement plans. The Company makes a diligent effort to ensure that all
providers of outsourced services are observing proper internal control practices, such as redundant
processing facilities; however, there are no guarantees that failures will not occur. Failure of third
parties to provide adequate services could have an adverse effect on the Company’s results of
operations, financial condition, or ability to accomplish its financial and management reporting.

Failure to protect the integrity and security of individually identifiable data of the Company’s customers
and employees could expose the Company to litigation and damage the Company’s reputation.

The Company receives and maintains certain personal information about its customers and
employees. The use of this information by the Company is regulated at the international, federal and
state levels, as well as by certain third party contracts. If the Company’s security and information
systems are compromised or our business associates fail to comply with these laws and regulations and
this information is obtained by unauthorized persons or used inappropriately, it could adversely affect
the Company’s reputation, as well as operations, results of operations and financial condition, and
could result in litigation against the Company or the imposition of penalties. As privacy and
information security laws and regulations change, the Company may incur additional costs to ensure it
remains in compliance.

Regulatory Risks

The Company is subject to laws and regulatory requirements in many jurisdictions. Changes in these
laws and requirements may result in additional costs to the Company, including the costs of compliance as
well as potential penalties for non-compliance. ‘

The Company operates in many local, state, and federal taxing jurisdictions, including foreign
countries. In most of these jurisdictions, the Company is required to collect state and local sales taxes
at the point of sale and remit them to the appropriate taxing authority. The Company is also subject to
income taxes, excise taxes, franchise taxes, payroll taxes and other special taxes. The Company is also
required to maintain various kinds of business and commercial licenses to operate its stores and other
facilities. Rates of taxation are beyond the Company’s control, and increases in such rates or taxation.
methods and rules could have a material impact on the Company’s profitability. Failure to comply with
laws concerning the collection and remittance of taxes and with licensing requirements could also
subject the Company to financial penalties or business interruptions.

Local, state, and federal legislation also has a potential material effect on the Company’s
profitability or- ability to operate its business. Compliance with certain legislation carries with it
significant costs. The Company is subject to oversight by many governmental agencies in the course of
operating its business because of its numerous locations, large number of employees, contact with
consumers and importation and exportation of product. Complying with regulations may cause the
Company to incur significant expenses, including the costs associated with periodic audits. Failure to
comply may also cause additional costs in the form of penalties.

Risks Associated with International Trade

As a retailer of imported merchandise, the Company is subject to certain risks that typically do not affect
retailers of domestically produced merchandise.

The Company may order merchandise well in advance of delivery and generally takes title to the
merchandise at the time it is loaded for transport to designated U.S. destinations. Global political
unrest, war, threats of war, terrorist acts or threats, especially threats to foreign and U.S. ports, could
affect the Company’s ability to import merchandise from certain countries. Fluctuations in foreign
currency exchange rates and the relative value of the U.S. dollar, restrictions on the convertibility of
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the dollar and other currencies, duties, taxes and other charges on imports, dock strikes, import quota
systems and other restrictions sometimes placed on foreign trade can affect the price, delivery and
availability of imported merchandise as well as exports to the Company’s stores in other countries. The
inability to import merchandise from China and other countries, unavailability of adequate shipping
capacity at reasonable rates, or the imposition of significant tariffs could have a material adverse effect
on the results of operations of the Company. Freight costs contribute a substantial amount to the cost
of imported merchandise. Monitoring of foreign vendors’ compliance with U.S. laws and Company
standards, including quality and safety standards, is more difficult than monitoring of domestic vendors.

The United States government has the authority to enforce trade agreements, resolve trade
disputes, and open foreign markets to U.S. goods and services. The United States government may also
impose trade sanctions on foreign countries that are deemed to violate trade agreements or maintain .
laws or practices that are unjustifiable and restrict U.S. commerce. In these situations, the United
States government may increase duties on imports into the United States from one or more foreign
countries. In this event, the Company could be adversely affected by the imposition of trade sanctions.

In addition, the United States maintains in effect a variety of additional international trade laws
under which the Company’s ability to import may be affected from time to time, including, but not
limited to, the antidumping law, the countervailing duty law, the safeguards law, and laws designed to
protect intellectual property rights. Although the Company may not be directly involved in a particular
trade dispute under any of these laws, its ability to import, or the terms and conditions under which it
can continue to import, may be affected by the outcome of such disputes.

In particular, because the Company imports merchandise from countries around the world, the
Company may be affected from time to time by antidumping petitions filed with the United States
Commerce Department and International Trade Commission by U.S. producers of competing products
alleging that foreign manufacturers are selling their own products at prices in the United States that
are less than the prices that they charge in their home country market or in third country markets or at
less than their cost of production. Such petitions, if successful, could significantly increase the United
States import duties on those products. In that event, the Company might possibly decide to pay the
increased duties, thereby possibly increasing the Company’s price to consumers. Alternatively, the
Company might decide to source the product or a similar product from a different country not subject
to increased duties or else discontinue the importation and sale of the product.

In recent years, dispute resolution processes have been utilized to resolve disputes regarding
market access between the European Union, China, the United States and other countries. In some
instances, these trade disputes can lead-to threats by countries of sanctions against each other, which
can include import prohibitions and increased duty rates on imported items. The Company considers
any agreement that reduces tariff and non-tariff barriers in international trade to be beneficial to its
business.. Any type of sanction on imports is likely to increase the Company’s import costs or limit the
availability of merchandise purchased from sanctioned countries. In that case, the Company may be
required to seek similar merchandise from other countries.

Risks Relating to Liquidity

The disruption in the global credit and equity markets could adversely impact the Company’s ability to
obtain financing on acceptable terms or could increase the cost of obtaining credit.

From fiscal 2006 through fiscal 2009, the Company has incurred net losses and had negative cash
flows from operations. In the future, the Company may become dependent on the availability of
adequate capital to fund its operations, carry out its turnaround strategy, or refinance existing
indebtedness if necessary. Disruption in the global credit and equity markets and future disruptions in
the financial markets could adversely affect the Company’s ability to enter into new financing
agreements, refinance the Company’s current indebtedness if necessary, or obtain funding through the
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issuance of the Company’s securities. A continued decline in economic conditions could also result in
continued difficulties for financial institutions and other parties that the Company does business with,
which could potentially affect the Company’s ability to access financing under existing arrangements or
to otherwise recover amounts as they become due under the Company’s contractual agreements. The
inability of the Company to obtain financing as needed, on acceptable terms in order to finance its
operations may have a material adverse impact on the Company’s business, financial condition and
results of operations. : :

Insufficient cash flows from operations could result in the substantial utilization of the Company’s
secured credit facility, which may impose certain financial covenants.

The Company maintains a secured credit facility to enable it to issue merchandise and special
purpose standby letters of credit as well as to occasionally fund working capital requirements.
Borrowings under the credit facility are subject to a borrowing base calculation consisting of a
percentage of certain eligible assets of the Company and is subject to advance rates and commercially
reasonable reserves. Substantial utilization of the availability under the borrowing base will result in
various restrictions on the Company including: restricted ability of the Company to repurchase its
common stock or pay dividends, dominion over the Company’s cash accounts, and compliance with a
minimum fixed charge coverage ratio. The minimum fixed charge coverage ratio, assuming availability
below the required minimum, would not have been met during fiscal 2009. See Note 5 to the Notes to
Consolidated Financial Statements for additional discussion regarding the Company’s secured credit facility.
Significant decreases in cash flow from operations and investing could result in the Company’s
borrowing increased amounts under the credit facility to fund operational needs. Increases in utilization
of letters of credit and/or increased cash borrowings could result in the Company being subject to these
limitations.

Risks Relating to Common Stock

The Company must remain in compliance with the New York Stock Exchange’s requirements for the
continued listing of its common stock on the exchange.

The Company’s common stock is traded on the New York Stock Exchange (“NYSE”). Continued
listing on the NYSE is contingent upon the Company’s ability to meet certain listing criteria including,
among others, an average closing share price over a consecutive 30 trading-day period of at least $1.00.
On May 4, 2009, the Company received notice from NYSE Regulation, Inc. (“NYSE Regulation”) that
the Company was in compliance with this requirement. Previously on December 15, 2008, the Company
had received notice from NYSE Regulation that the Company was not in compliance with this
requirement. The Company notified NYSE Regulation within the required ten business days that it
intended to cure the deficiency and that its Board of Directors had met and was considering all
strategic measures to cure the non-compliance with the listing standard.

Another criteria for continued listing on the NYSE is an average global market capitalization over
a consecutive 30 trading-day period of at least $25 million. The NYSE will promptly initiate suspension
and delisting procedures with respect to a company if it is not in compliance with this standard. As of
May 1, 2009, the Company’s average global market capitalization over a consecutive 30 trading-day
period was greater than $25 million.

On February 26, 2009, the Company received notice from the NYSE that it had suspended its
$1.00 minimum price requirement on a temporary basis, initially through June 30, 2009. On January 23,
2009, the NYSE temporarily changed to $15 million from $25 million the consecutive 30 trading-day
average global market capitalization required of listed issues. On February 26, 2009, this temporary
change was extended by the NYSE until June 30, 2009.

13



Failure to maintain the NYSE listing could negatively impact the Company by reducing the
number of investors willing to hold or acquire the Company’s stock, which could limit the- ability to
raise capital by issuing additional shares in the future. It could also negatively impact the perception of
the Company’s financial situation which may cause some vendors, creditors and other business partners
to impose less favorable terms on the Company or cease to conduct business with the Company. In
addition, the perceived value of equity incentive awards granted to employees could deteriorate
significantly, thereby negating the goal of retaining key employees with equity incentive awards.

Item 1B.  Unresolved Staff Comments.

None.
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Item 2. Properties.

The Company is headquartered in Fort Worth, Texas. In August 2004, the Company completed
construction of a corporate headquarters facility, which contains approximately 460,000 square feet of
office space. On June 9, 2008, the Company sold its headquarters building and accompanying land. As
part of the transaction, the Company entered into a lease agreement to rent approximately 250,000
square feet of office space in the building for a primary term of seven years beginning on the closing
date, with one three-year renewal option, and a right to terminate the lease at the end of the fifth lease
year.

The Company leases the majority of its retail stores, its warehouses and regional space. At
February 28, 2009, the present value of the Company’s minimum future operating lease commitments
discounted at 10% totaled approximately $736.4 million. The following table sets forth the distribution
of Pier 1 Imports’ U.S. and Canadian stores by state and province as of February 28, 2009:

United States

Alabama............ 15 Louisiana . .......... 15 Ohio .............. 31
Alaska ............. 1 Maine ............. 1 Oklahoma ".......... 9
Arizona ............ 25 Maryland . .......... 24 Oregon............. 14
Arkapsas ........... 8 Massachusetts . . .. .... 24 . Pennsylvania ......... .39
California . . . .. ...... 114 Michigan ........... 33 Rhode Island . ....... 3
Colorado ........... 19 Minnesota . ......... 20 South Carolina . ...... 17
Connecticut ......... 21 Mississippi ... ....... 6 South Dakota . . ...... 2
Delaware ........... 4 Missouri . . .......... 18 Tennessee . . .. ....... 18
Florida............. 78 Montana ........... 6 Texas .. ... ..o 83
Georgia ............ 30 Nebraska ........... 3 Utah .............. ‘ 9
Hawaii ............. 4 Nevada............. 8 Virginia ............ 35
Idaho.............. 6 New Hampshire . ... .. 6 Washington . .. ....... 28
Illinois ............. 42 New Jersey . . ........ 35 West Virginia . ....... 5
Indiana ............ 18 New Mexico .. ....... 5 Wisconsin . . ......... 19
fowa .............. 8 New York........... 45 Wyoming . .......... 1
Kansas ............. 8 North Carolina ... ... . 34

Kentucky ........... 11 North Dakota . . ... ... 3

Canada

Alberta. ............ 11 New Brunswick . . ... .. 2 Ontario ............ 34
British Columbia . .. ... 14 Newfoundland ....... 1 Quebec ............ 14
Manitoba ........... 2 Nova Scotia ......... 1 Saskatchewan ........ 2

The Company currently owns or leases distribution center space of approximately 4.5 million
square feet. The Company also acquires temporary distribution center space from time to time through
short-term leases. During fiscal 2009, the Company vacated approximately 350,000 square feet of leased
distribution center space near Baltimore. The lease on this space expires in July 2009. In February
2009, the Company announced plans to vacate a Company-owned distribution center near Chicago,
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Illinois during the first quarter of fiscal 2010. As of February 28, 2009, the Company owned or leased
under operating leases the following warehouse properties in or near the following cities:

Owned/Leased
Location Approx. Sq. Ft. Facility
Baltimore, Maryland . . ... ............ ... ... 981,000 sq. ft. Leased
Chicago, Itlinois . .......... ... ... ... ... .. 514,000 sq. ft. Owned
Columbus, Ohio . ........ ... ... ... 527,000 sq. ft. Leased
Fort Worth, Texas .. ......... ... ... .. ... .. 460,000 sq. ft. Owned
Ontario, California ... ... e e 747,000 sq. ft. Leased
Savannah, GEOIgia .. ............ouuunnn...s . 784,000 sq. ft.  Leased
Tacoma, Washington . ........................ 451,000 sq. ft. Leased

Item 3. Legal Proceedings.

The Company is a party to various legal proceedings and claims in the ordinary course of its
business. The Company believes that the outcome of these matters will not have a material adverse
effect on its consolidated financial position, results of operations or liquidity.

Item 4. Submission of Matters to a Vote of Security Holders.

There were no matters submitted to a vote of the Company’s security holders during the fourth
quarter of the Company’s 2009 fiscal year.

PART II

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities.

Market Prices of Common Stock

The following table shows the high and low closing sale prices of the Company’s common stock on
the New York Stock Exchange (the “NYSE”), as reported in the consolidated transaction reporting
system for each quarter of fiscal 2009 and 2008.

Market Price

Fiscal 2009 High  Low
First quarter .. ...........c.cuuuuirennannn $8.18 $4.91
Second quarter. . ............. ... ... ..., 710 3.14
Third quarter . . ........ ... ... ... .. ..., .. 4775  0.38
Fourth quarter . . ......................... 069 021
Fiscal 2008 _High Low
First quarter ............. ... 0o $8.00 $6.48
Second quarter. . ..................... .... 893 5.84
Third quarter . . . ................. . ....... 6.52  3.67
Fourth quarter . ........... ... ... ... .... 6.93  3.28

Number of Holders of Record

The Company’s common stock is traded on the NYSE. As of April 30, 2009, there were
approximately 10,000 shareholders of record of the Company’s common stock. Please see Item 1A for
discussion regarding the risks surrounding the Company’s common stock.
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Dividends

In fiscal 2007, the Company announced that its Board of Directors discontinued the Company’s
quarterly cash dividend. The Company believed that discontinuing the cash dividend would provide
financial flexibility as it executed its turnaround strategy. The Company did not pay any cash dividends
in fiscal years 2009 or 2008 and does not currently anticipate paying cash dividends in fiscal 2010. The
Company’s dividend policy in the near term will depend upon the earnings, financial condition and
capital needs of the Company and other factors deemed relevant by the Company’s Board of Directors.

As of February 28, 2009, the Company was restricted under its secured credit facility from paying
certain dividends. Dividend payments are not restricted by the Company’s secured credit facility unless
the availability under the Company’s credit facility over a specified period of time is projected to be
less than $97.5 million. See Note 5 to the Notes to Consolidated Financial Statements for further discussion
of the Company’s secured credit facility.

Performance Graph

" The following graph compares the five-year cumulative total shareholder return for the Company’s
common stock against the Standard & Poor’s 500 Stock Index and the Standard & Poor’s Retail Stores
Composite Index. The annual changes for the five-year period shown on the graph are based on the
assumption, as required by the SEC’s rules, that $100 had been invested in the Company’s stock and in
each index on February 28, 2004, and that all quarterly dividends were reinvested at the average of the
closing stock prices at the beginning and end of the quarter. The total cumulative dollar returns shown
on the graph represent the value that such investments would have had on February 28, 2009.
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Purchases of Equity Securities by the Issuer and Aﬂ'ilzated Purchasers

There were no purchases of common stock of the Company made dunng the three months ended
February 28, 2009, by Pier 1 Imports, Inc. or any “affiliated purchaser” of Pier 1 Imports, Inc. as
defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934.
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Item 6. Selected Financial Data.

FINANCIAL SUMMARY

SUMMARY OF OPERATIONS(Z)

Netsales ........ ... ..o iinn... R
Gross profit® .. ... ... .. ... 00 . e,
Selling, general and administrative expenses™® ... .....
Depreciation and amortization ... ................
Operating income (I0SS) .. ........ .. ... ..
Nonoperating (income) and expenses, net ...........

Income (loss) from continuing operations before income

L2 0. (1 P

Income (loss) from continuing operatlons net of tax ..
Income (loss) from discontinued operations, net of tax .

Net income (loss) . .. ...

PER SHARE AMOUNTS:!

Basic earnings (loss) from continuing operations . .. . ..
Diluted earnings (loss) from continuing operations. . . .-
Basic earnings (loss) from discontinued operations . . . . .
Diluted earnings (loss) from discontinued operations . .. .
Basic earnings (1oss) . . .. ..... ... i
Diluted earnings (loss) . . .......... . ..
Cash dividends declared . .. .....................
Shareholders’ equity . . .. ....... ... ..

OTHER FINANCIAL DATA:

Working capital . ........... . ..
Currentratio . .. ... . . e
Totalassets . ...
Long-term debt® . ... ....... ... . ... ... ........
Shareholders’ equity . . .. ........ .. ..
Weighted average diluted shares outstandlng (millions) ..
Effective tax rate (%)© ....... [P

Year Ended

2009

2008

2007%

2006..

2005

($ in millions except per share amounts)

$1,320.7 1,511.8

$ 363.5

$ 306
$ (120.6)
$ 81

$ (128.6)
. $(129.3)
. $ —
$ (129.3)

$ \(1-.45)
$ (1.45)
$ -

$ -

$ (1.45)
$ (145)
$ I
$  1.62

$ 2999
2.3
$ 6555
$ 184.0
$ 1443
88.9

0.5)

439.6
487.9
39.8

(88.1)
5.3

(93.4)
(96.0)

(96.0)

(1.09)
(1.09)

(1.09)
(1.09)

3.04

307.3
2.1
821.9
184.0
267.7
88.1

(2.8)

1,623.2 - 1,776.7  1,825.3

474.0
649.0
51.2

(226.2)
1.9

(228.1)
(2272)

(04)
(227.6)

(2.59)
(2.59)
(.01)
(.01)
(2.60)
(2.60)
20
4.13

349.4
22
916.5
184.0
361.1
87.4
0.4

601.7

588.3
56.2

(42.8)
(0.9)

(41.9)
(27.5)
(12.3)

(39.8)

(32)
(32)
(14)
(.14)
(.46)
(.46)
40
6.81

486.1

- 27
1,169.9
184.0
590.0
86.6
345

703.6

549.6
55.8
98.2
(0.9)

99.1

62.8
(23)
60.5

72
7
(.03)
(.03)
69
68
40

7.63

3874
23
1,075.7
19.0
664.4
88.8
36.7

(M Fiscal 2007 consisted of a 53-week year. All other fiscal years presented reflect 52-week years.

@  Amounts are from continuing operations unless otherwise specified.

3 Gross profit for fiscal 2007 included a pre-tax charge of $32.5 million for inventory write-down
related to a strategic decision made in.the fourth.quarter to liquidate certain inventory by the end

of the first quarter of flscal 2008

®  The decrease in selling, general and admlnstratlve expense for fiscal years 2009 and 2008 relate
primarily to initiatives to reduce costs Company-wide. See detailed description of these expenses in
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Selling, general and administrative expense in fiscal 2007 included a pre-tax charge of $32.3 million
related to impairment charges on long-hved store level assets.
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©

Subsequent to year end, the Company’s consolidated long-term debt. was reduced to $105.1 million
as a result of a repurchase of a portion of the Company’s outstanding convertible debt. See detailed
discussion in Note 13 of the Notes to the Consolidated Financial Statements contained in Item' 8 of
this report.

In fiscal years 2009 and 2008, the Company recorded minimal state and foreign tax provisions and
provided a valuation allowance on the deferred tax asset arising from the tax benefit of fiscal 2009
and 2008 losses. The decrease in the Company’s effective tax rate for fiscal 2007 was the result of -
recording a valuation allowance on its deferred tax assets during the second quarter and only
recording a tax benefit on the losses for the year that could be carried back. .
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Item 7. Management’s Discussion and Analysis of Fmanc1al Condition and Results of Operatlons
MANAGEMENT OVERVIEW
Introduction

Pier 1 Imports, Inc. (together with its'consolidated subsidiaries, the “Company”) is a global
importer and is one of North America’s largest specialty retailers of imported decorative home
furnishings and gifts. Thé Company directly imports merchandise from over 50 countries, and sells a
wide variety of decorative accessories, furniture collections, bed and bath products, candles, housewares
and other seasonal assortments in its stores. The Company conducts business as-one operating segment.
The Company operates stores in the United States and Canada under the name “Pier 1 Imports” and,
for a portion of fiscal 2008 and in prior years, “Pier 1 Kids.” As of February 28, 2009, the Company
operated 1,092 stores in the United States and Canada.

Since April 2007, the Company has been executing a turnaround strategy that is built on key
business priorities. Over the first year, fiscal 2008, the Company was able to execute its strategy
successfully, revitalizing its merchandise offering, significantly cutting costs, and ultimately reporting its
first quarterly profit in two years in the fourth quarter of fiscal 2008. Management anticipated that the
Company would continue to see improvements throughout fiscal 2009. As a result of the dramatic
changes in the economic environment, fiscal year 2009 did not turn out the way the Company had
anticipated.

During the second half of fiscal 2009, the U.S. economy significantly deteriorated as a result of the
disruption in the credit and financial markets which created an environment of uncertainty for
consumers. During this time of economic turmoil, consumers sacrificed purchases of discretionary
items, including the Company’s merchandise, which adversely affected the Company’s sales and
financial performance. Management believes that the current economic recession has delayed the
Company’s return to profitability and now expects that its turnaround plan will take approximately two
years longer than originally anticipated.

For the year, comparable store sales declined 9.2%. The decline in sales was primarily the result of
a reduction in traffic and average ticket, offset slightly by increases in conversion rate and units per
transaction. Merchandise margins for the year improved slightly to 49.0% of sales. Improvements in the
margin over last year were primarily the result of less aggressive liquidation of inventory as compared
to fiscal 2008, especially when comparing the first quarter of each year. Despite the slowdown in the
economy, the Company anticipates that it will be able to maintain or improve merchandise margins
during fiscal 2010 as it began the year with significantly reduced and clean inventory. Changes in the
Company’s merchandise assortments have allowed the Company to maintain lower inventory levels
without significantly jeopardizing sales.

One of the key components of the Company’s turnaround plan was improving its merchandise
offering. To accomplish this, the Company doubled the size of its buying staff during fiscal 2008. As
these buyers became more familiar with the Pier 1 Imports customer and traveled to meet with the vast
network of vendors and agents during fiscal 2009, the Company’s merchandise offering improved, began
to resonate with customers and once again reflected the quirky and unique style that is synonymous
with the Company’s brand. This was evident throughout the year as the conversion rate levels
consistently improved. Management expects that it will continuously evolve and finesse the Company’s
merchandise offering and continue to test new products to ensure that the “treasure hunt” feel of its
stores is maintained.

The Company believes that it can continue to reduce costs in the supply chain as a result of
declining fuel costs and lower ocean freight rates. Additionally, costs in the supply chain will be
reduced as the Company ceases operations in its Chicago distribution facility in the first quarter of
fiscal 2010.
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Another opportunity for the Company to reduce expenses is in its real estate costs. The Company
closed 26 stores in fiscal 2009 and ended the year with 1,092 Pier 1 Imports stores in North America.
An outside firm has been hired to assist the Company in negotiating with landlords to achieve
reductions in rental rates across its store portfolio. In certain cases, if appropriate rental reductions
cannot be reached, the Company may elect to close those locations. Currently, the Company expects to
close no more than 80 locations in connection with these negotiation efforts.

Selling, general and administrative expenses in fiscal 2009 were lower in dollars than the prior
year, primarily as a result of the significant cost savings efforts throughout the year. The Company also
made significant changes to its marketing strategy during fiscal 2009. The timing of marketing
expenditures was shifted in order to utilize more of the budget in the all important holiday selling
period. Most notably, the Company resumed national television advertising on national cable networks
during the holiday selling period. The Company will continue to seek out ways to efficiently use its
marketing budget through multiple media outlets including television, the Internet direct mail, and
print media.

‘ The Company ended the year with total cash of $155.8 million and net availability under its credit
line of $84.9 million, for a total liquidity position of $240.7 million. During fiscal 2009, the Company
was able to accomplish two feats in particular which strengthened its liquidity position. In June 2008,
the Company sold its corporate headquarters to Chesapeake Energy Company for net proceeds of
approximately $102.4 million. The sale had a positive impact on both the balance sheet and the income
statement as. the cost of leasing space was lower than the carrying costs of the building. In addition, the
Company-was able to preserve working capital through the significant reduction of its inventory. The
Company reduced its inventory position from $411.7 million at the beginning of the year to

$316.3 million by year end: The Company accomplished this by reacting quickly to the slowdown in
sales, reducing purchases and clearing out excess inventory, especially in the distribution centers. The
Company also made changes to its procurement process. The changes included buying inventory much
closer ‘to the needed in-store date, and buying smaller initial quantities. This reduction in inventory has
the added benefit of allowing the reduction of distribution center space:requirements.

Further improvements to the Company’s balance sheet were accomplished subsequent to fiscal
2009 year end. On March 20, 2009, a foreign subsidiary of the Company entered into private
agreements purchasing $78.9 milliorr of the Company’s outstanding 6.375% convertible senior notes due
2036. The notes were acquired at a purchase price of $27.4 million, including accrued interest. As a
result of this transaction, the Company reduced its outstanding convertible debt to $86.1 million on a
consolidated basis. The foreign subsidiary presently intends to hold the convertible notes until maturity.
In connection with this transaction, the Company expects to recognize a gain of apprommately
$49.0 million during the first quarter of fiscal 2010.

While the recession has slowed the Company’s turnaround speed and increased its timeline, the
Company’s overall strategy remains the same. Until management sees signs of an upturn, however, it
will buy conservatively, manage inventories, and continue to make the Company’s merchandise offering
more compelling and improve the in-store experience. In addition, the Company will continue. to focus
on its ongoing mission to maximize its revenues, while continuing to seek out ways to reduce its cost
base and preserve its liquidity.

The following discussion and analysis of financial condition, results of operations, liquidity and
capital resources relates to continuing operations, unless otherwise stated, and should be read in
conjunction with the accompanying audited Consolidated Financial Statements and notes thereto which
can be found in Item 8 of this report. Fiscal 2009 and fiscal 2008 were 52-week years while fiscal 2007
was a 53-wecek year.
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Overview of Business

The Company’s key financial and operational indicators used by management to evaluate the
performance of the business include the following (trends for these indicators are explained in the

comparative discussions of this section):

2008 2007

Key Performance Indicators 2009
Continuing operations:

Total sales decline . . ........ ... ... . i il (12.6)%
Comparable stores-sales decline . . ............... ... ... .. (9.2)%
Sales per average retail square foot . ........ ... ... L $ 149
Merchandise margins asa % ofsales . ............ ... ... ... 49.0%
Grossprofitasa % ofsales........... ... it 27.5%
Selling, general and administrative expenses as a % of sales ... ... 34.3%
Operating loss from continuing operations as a % of sales. . ... ... (9.1)%
Loss from continuing operations as a % of sales . . . ............ (9.8)%
Inventory per retail square foot . ...... ... .. ... .. ... .. ..., $ 37
Total retail square footage (in thousands) . .................. - 8,586
Total retail square footage growth (decline) .................. 22)%

69%  (8.6)%
CAD%  (113)%
$ 164 $ 168
485%  47.9%
291%  292%
323%  40.0%
(5.8)%  (13.9)%
64)% (14.0)%
$ 47 % 39
8,782 9,230
4.9%  (1.9%

- Stores included in the comparable store sales calculation are those stores that were opened prior -
to the beginning of the preceding fiscal year and are still open. Also included are stores that were
relocated during the year within a specified distance serving the same market, where there is not a
significant change in store size and where there is not a significant: overlap or gap in timing between
the opening of the new store. and the closing of the existing store. Stores that are expanded or
renovated are excluded from the comparable store sales calculation during the period they are closed
for such remodeling. When these stores re-open for business, they are included in the comparable store
sales calculation in the first full month after the re-opening if there is no significant change in store
size. If there is a significant change in store size, the store continues to be excluded from the
calculation until it meets the Company’s established definition of a comparable store. Comparable store
sales in fiscal 2010 are anticipated to 1nclude all stores, howcver stores closed during the year will be

excluded after they are closed

FISCAL YEARS ENDED FEBRUARY 28, 2009 AND MARCH 1, 2008
Net Sales

Net sales consisted almost entirely of sales to retail customers, net of discounts and returns, but
also included delivery revenues and wholesale sales and royalties. Sales by retail concept durlng fiscal

years 2009, 2008 and 2007 were as folows (in thousands):

, v _ 2009 2008 2007
Stores .......... e e e $1,308,331  $1,486,147 $1,590,854
Direct to-consumer . . .......... ... .... — . 8366 18,943
Other® . ... . ... .. .. . 12,346 17,319 13,419

$1,623,216

Netsales...... ... .. $1,320,677 $1,511,832

D " Other sales consisted primarily of wholesale sales and royalties received from franchise
stores, Grupo Sanborns, S.A. de C.V,, other third parties and gift card breakage.
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Net sales during fiscal 2009 were $1,320.7 million, a decrease of $191.1 million or 12.6%, from.
$1,511.8 million for the prior fiscal year. The decrease in sales for the fiscal year was comprised of the
following components (in thousands):

2009
‘ ,Stores opened during f1scal 2008 . ... ... ..., e $ 1,231
" Comparable stores .. .......... e e e . (129,901)
Closed stores and other® ... ... .. .. ... .... e oo (62,485)
Net decrease in sales ..., ..ov v i S v $(191,155)

) . Includes a decrease in sales related to the absence of direct to consumer sales and sales
to third parties. :

The total sales decline for fiscal 2009 was attributable to current macro-environmental conditions
which have caused a slowdown in consumer spending, a net decrease of 25 stores for the fiscal year
and a comparable store sales decline of 9.2%. The Company’s net sales from Canadian stores were
subject to fluctuation in currency conversion rates. These fluctuations had an unfavorable impact. of
approximately 50 basis points on both.net sales and comparable store calculations in fiscal 2009 .
compared to fiscal 2008. '

During fiscal 2009, the Company opened one new store and closed 26 store locations. As of
February 28, 2009, the Company operated 1,092 stores in the United States and Canada. The Company
continues to. evaluate every lease in its current real estate portfolio and will attempt to negotiate more
favorable occupancy costs in an effort to lower overall costs of leased properties. The Company
‘engaged a third-party real estate consulting firm to assist with these rent reduction efforts for existing
leases. If rental reductions cannot be negotiated on stores that have negative operating results, the
Company will attempt to negotiate a buyout or exercise any early termination rights and close these
stores. As a result of its efforts thus.far, the Company now estimates that it will close no more than
80 stores m fiscal 2010.

A summary reconéiliation of the Company s stores open at the beginning of f1scal 2009, 2008 and
2007 to the number open at the end of each period follows (openings and closings include relocated
stores) ‘ ‘ -

» United States  Canada Total

Open at February 25, 2006 . .+« « oo oo eeeeeeeen 1,143 83 1,226

Openings ... . .. . e 32 2 34
ClOSINGS 7 o v vttt e _(63) ) (64)
. Open at March 3, 2007 ....... e e R 1,112 -84 1,196
 Openings . .. ........ IR R P T g — 4
Closings . ........o.ov il Ll e (82) ) (83) -
“'Open at March 1,2008 .......0................ 1034 83 1117
Openings . ...... .. .0 ..o, 1 — 1
Closings . .. ........ (24) [©) (26)
Open at February 28, 20090 . ... . ... .......... 1,011 81 1,092

M The Company supplies merchandise and licenses the Pier 1 Imports name to Grupo
Sanborns, S.A. de C.V. and Sears Roebuck de Puerto Rico, Inc. which sell Pier 1 Imports -
merchandise primarily in a “store within a store” format. At the end of fiscal 2009, there
were 35 and seven locations in Mexico and Puerto Rico, respectively.
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Gross Profit

Gross profit after related buying and store occupancy costs, expressed as a percentage of sales, was
27.5% in fiscal 2009 compared to 29.1% a year ago. Merchandise margins were 49.0% as a percentage
of sales, an increase of 50 basis points over 48.5% in fiscal 2008. Improvements in merchandise margin
over last year were primarily the result of less aggressive inventory liquidation activity that occurred
during the first quarter of fiscal 2009 as compared to the first quarter of fiscal 2008. Store occupancy
costs during fiscal 2009 were $284.1 million or 21.5% of sales, a decrease of $9.1 million and an
increase of 210 basis points over store occupancy costs of $293.2 million or 19.4% of sales during fiscal
2008. The decrease of $9.1 million was primarily due to store closures, while the increase as a
percentage of sales was the result of the deleveraging of relatively fixed rental costs over a slightly
lower sales base in the remaining open stores. As discussed above, the Company is actively evaluating
every lease renewal and working to negotiate more favorable occupancy costs in an effort to lower the
overall costs of its leased properties.

Operating Expenses, Depreciation and Income Taxes

Selling, general and administrative expenses, including marketing, were $453.5 million or 34.3% of
sales in fiscal 2009, a decrease of $34.4 million and an increase 200 basis points from last year’s
$487.9 million or 32.3% of sales. Selling, general and administrative expenses for fiscal years 2009 and
2008 included charges summarized in the table below (in thousands):

February 28, 2009 " March 1, 2008 Increase /

Expense % Sales Expense % Sales  (Decrease)
Storepayroll . . .. ..... ... ... ... . ..., L. 8217774 16.5% $229,573  15.2% $(11,799)
Marketing. . ....... ... i . 58,989 | 45% 63,970 42%  (4,981)
Store supplies, services and other . . ... .......... 32473 25% 38341 25%  (5,868)
Variable costs . ..................... vo.. 309236 23.4% - 331,884 22.0% (22,648)
Administrative payroll (excluding severance) . . . . .. 70,118 53% 82244 5.4% (12,126)
Lease termination costs and impairments . . ... ... - 15,727 12% 15,470 1.0% 257
Severance andother . .......... . ........... 5,922 0.4% 7,646 0.5% (1,724)
Acquistion COStS . . . ...t 1,660 0.1% — 0.0% 1,660
Loss (gain) on sale of fixed assets ............. 41 0.0% (2137) -01% 2178
Other relatively fixed expenses . . .. ............ 50,767  38% 52,791 35% (2,024)

144235 10.9% 156014  103% (11,779)
$453471  343% $487,898  323% $(34,427)

Expenses that tend to fluctuate proportionately with sales and number of stores, such as store
payroll, marketing, store supplies, and equipment. rental, decreased $22.6 million and increased 140
basis points as a percentage of sales from last year. Store payroll, including bonus, decreased
$11.8 million partly as a result of planned staffing reductions at the stores and as a result of store
closures. Marketing expense decreased $5.0 million and increased 25 basis points as a percentage of
sales as a result of the absence of television advertising for most of fiscal 2009, offset slightly by the
introduction of a seasonal national cable advertising campaign introduced late in the third quarter of
fiscal 2009 running through the early part of the fourth quarter. The timing of marketing expenditures
was shifted in order to utilize more of the budget in the all important holiday selling period. Other
variable expenses such as store supplies and equipment rental decreased $5.9 million primarily due to
efforts to reduce costs.

Relatively fixed selling, general and administrative expenses decreased $11.8 million compared to
last year. Administrative payroll including bonus decreased $12.1 million resulting primarily from a
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decrease in home office management bonus, stock option expense and home office payroll expense.
Severance, outplacement and other costs decreased $1.7 million primarily as a result of expenses
incurred in the prior year related to larger reductions in work force compared to a slightly smailer
reduction in the current year. Other selling, general and administrative expenses that do not typically
vary with sales decreased $2.0 million primarily as a result of the Company’s continued initiative to
manage and control expenses. These decreases were partially offset by $1.7 million in expenses related
to the Company’s withdrawn proposal to acquire all of the outstanding common stock shares of Cost
Plus, Inc. and a $2.2 million gain recorded on the sale of fixed assets in fiscal 2008.

Depreciation and amortization for fiscal 2009 was $30.6 million, representing a decrease of
approximately $9.2 million from last year’s depreciation and amortization expense of $39.8 million. This
decrease was primarily the result of the sale of the home office building and related assets during fiscal
2009, lower net book values on certain store-level long-lived assets because of impairment charges
taken during and since the end of fiscal 2008, certain assets becoming fully depreciated, store closures,
and reduced capital spending in recent years.

In fiscal 2009, the Company recorded an operating loss of $120.6 million compared to
$88.1 million for fiscal 2008. '

The Company continues to provide a valuation allowance against all deferred tax assets. As a
result, the Company did not record a federal tax benefit on its operating loss and only minimal state
and foreign tax provisions were recorded on results for fiscal 2009. Net deferred tax assets of
$181.0 million were fully reserved at year end through the valuation allowance. The Company has tax
loss carryforwards of approximately $276.0 million. These loss carryforwards, with expirations beginning
in fiscal year 2027, can be utilized to offset future income for U.S. federal tax purposes.

Net Loss
Net loss in fiscal 2009 was $129.3 million, or $1.45 per share, compared to $96.0 million, or $1.09
per share for fiscal 2008.
FISCAL YEARS ENDED MARCH 1, 2008 AND MARCH 3, 2007
Net Sales

Net sales consisted almost entirely of sales to retail customers, net of discounts and returns, but
also included delivery revenues and wholesale sales and royalties. Sales by retail concept during fiscal
years 2008, 2007 and 2006 were as follows (in thousands):

2008 2007 2006
N 16 ) =S $1,486,147 $1,590,854 $1,753,927
Direct to cONSUMET . . .. . oot v e e e 8,366 18,943 15,345
Other® . ... . . 17,319 13,419 7,429
Netsales. . oo e e $1,511,832 $1,623,216  $1,776,701

@ Other sales consisted primarily of wholesale sales and royalties received from franchise
stores, Grupo Sanborns, S.A. de C.V,, and other third parties.
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Net sales during fiscal 2008 were $1,511.8 million, a decrease of $111.4 million or 6.9%, from
$1,623.2 million for fiscal 2007. The decrease in sales for fiscal 2008 was comprised of the following
components (in thousands):

2008
New stores opened during fiscal 2008 .. ......... .. ... . ........ $ 2,641
Stores opened during fiscal 2007 .. ... ... ... . oo e 9,778
Comparable StOTES .. ... .. e (23,860)
Closed stores and other . ... ... ... ... ... .. . . ... (99,943)
Net decrease insales ... ....... ... .0ttt iniiiiieeenennnn. . $(111,384)

@ Includes a decrease in sales related to the 53rd week in fiscal 2007 as well as the decrease
in catalog and e-commerce sales.

Comparable store sales for fiscal 2008 declined 1.7%. The Company’s net sales from Canadian
stores were subject to fluctuation in currency conversion rates. These fluctuations had a favorable
impact of approximately 70 basis points on both net sales and comparable store calculations in fiscal
2008 compared to fiscal 2007.

During fiscal 2008, the Company opened four new stores and closed 83 store locations, including
all Pier 1 Kids and clearance stores. In addition, the Company closed its direct to consumer business.
As of March 1, 2008, the Company operated 1,117 stores in the United States and Canada. A summary’
reconciliation of the Company’s stores open at the beginning of fiscal 2008, 2007 and 2006 to the
number open at the end of each period follows (openings and closings include relocated stores):

United States Canada Total

‘Open at February 26,2005 . ... ................. 1,115 80 1,195
Openings . . ..ot e e 65 4 69
Closings . . . ..o vt e 37 [€Y) (38)

Open at February 25,2006 . ... ................. 1,143 83 1,226
Openings . . ....oiv it e 32 2 34
Closings . .. ... (63) (€] (64)

Open at March 3,2007 ................coo ... 1,112 84 1,196
Openings . . ....ooi it e 4 — 4
Closings . . . . oo v e e (82) (M (83)

Open at March 1, 20080 . . ... ... ... ... ....... 1,034 83 1,117

®  The Company supplies merchandise and licenses the Pier 1 Imports name to Grupo
Sanborns, S.A. de C.V. and Sears Roebuck de Puerto Rico, Inc. which sell Pier 1 Imports
merchandise primarily in a “store within a store” format. At the end of fiscal 2008, there
were 31 and seven locations in Mexico and Puerto Rico, respectively.

Gross Profit

Gross profit after related buying and store occupancy costs, expressed as a percentage of sales, was
29.1% in fiscal 2008 compared to 29.2% in fiscal 2007. Merchandise margins were 48.5% as a
percentage of sales, an increase of 60 basis points over 47.9% in fiscal 2007. Although margins
improved overall in fiscal 2008, margins were negatively impacted by the clearance activities related to
the liquidation of the Company’s modern craftsmen merchandise, the closure of its Pier 1 Kids stores,
clearance stores and its direct to consumer channel. Merchandise margins in fiscal 2007 were negatively
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impacted by 200 basis points as a result of a $32.5 million inventory write-down. Store occupancy costs
during fiscal 2008 were $293.2 million or 19.4% of sales, a decrease of $10.2 million and an increase of
70 basis points over store occupancy costs of $303.4 million or 18.7% of sales during fiscal 2007. The
decrease of $10.2 million was due to store closures, while the increase as a percentage of sales was the
result of the deleveraging of relatively fixed rental Costs over a-slightly lower sales base in the
remaining open stores. :

Operating Expenses, Depreciation and Income Taxes

Selling, general and administrative expenses, including marketing, were $487.9 million or 32.3% of
sales in fiscal 2008, a decrease of $161.1 million and 770 basis points from fiscal 2007’s $649.0 million
or 40.0% of sales. Selling, general and administrative expenses for fiscal years ended 2008 and 2007
included charges summarized in the table below (in thousands): :

March 1, 2008 March 3, 2007

Increase/

Expense % Sales Expense % Sales (Decrease)
Store payroll .. ... ... .. .. . o $229,573 15.2% $261,600 16.1% $ (32,027)
Marketing .. .....ov vt 63,970 4.2% 117,364 72%  (53,394)
Store supplies and equipment rental ... ........ 38,341 25% 47,378 2.9% (9,037)
' 331,884 22.0% 426,342 263%  (94,458)
Administrative payroll . ............... s 82,244 54% 96,712 6.0%  (14,468)
Lease termination costs and impairments ..... .. . 15470 1.0% 40,372 25%  (24,902)
(Gain) loss on disposal of fixed assets . . ........ (2,137) -01% 187 0.0% (2,324)
Severance, outplacement and new CEO ........ 5,972 0.4% 2,679 0.2% 3,293
Settlement and curtailment, retirement plan . . ... 1,763 0.1% 6,769 0.4% (5,006)
Litigation settlements . . . .. ................. (89) 0.0% 4,836 0.3% (4,925)
Credit card contract termination . . ............ — — 2,400 0.1% (2,400)
Other relatively fixed expenses .. ............. 52,791 35% 68,708 42%  (15,917)

156014 103% 222,663 137%  (66,649)
$487,808  32.3% $649,005  40.0% $(161,107)

Expenses that tend to fluctuate proportionately with sales and number of stores, such as store
payroll, marketing, store supplies, and equipment rental, decreased $94.5 million and 430 basis points
as a percentage of sales in fiscal 2008 from fiscal 2007 due, in part, to store closures. The decline was
primarily the result of a conscious effort by management to reduce. costs at all levels of the
organization, especially marketing. Store payroll, including bonus, decreased $32.0 million as a result of
store closures, and decreased 90 basis points as a percentage of sales primarily as a result of planned,
reductions in staffing levels in the stores. Marketing expense decreased $53.4 million and 300 basis
points as a percentage of sales as a result of the Company’s strategic decision to shift from television
and catalog advertisements to targeted event mailers, newspaper inserts and emails. Other variable
expenses such as store supplies and equipment rental decreased 40 basis points as a percentage of
sales, primarily due to efforts to reduce costs.

Relatively fixed selhng, general and administrative expenses decreased $66.6 million and 340 basis
points as a percentage of sales in fiscal 2008 compared to fiscal 2007. Administrative payroll including
bonus decreased $14.5 million and 50 basis points as a percentage of sales, resulting primarily from
decreases in salaries and wages related to a reduction in the number of home office and field
administrative employees in the first half of fiscal 2008. Decreases in other non-store payroll expenses
included a $5.0 million decrease in retirement plan settlement and curtailment expense primarily as a
result of the retirement of two officers in fiscal 2007 compared to one in fiscal 2008, partly offset by a
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$3.3 million increase in severance and outplacement costs in fiscal 2008 associated primarily with home
office and field administration headcount reductions during the first two quarters of the year.
Impairment charges decreased $31.4 million as a result of less impairment recorded during fiscal 2008,
and lease termination obligations increased $6.4 million related primarily to the closure of all Pier 1
Kids and clearance stores during fiscal 2008. Litigation settlements decreased $4.9 million as a result of
a $4.6 million charge in fiscal 2007 related to an accrual for the settlement of a class action lawsuit
with no similar expense in fiscal 2008. Other selling, general and administrative expenses that do not
typically vary with sales decreased primarily as a result of the Company’s continued initiative to manage
and control expenses.

Depreciation and amortization for fiscal 2008 was $39.8 million, representing a decrease of
approximately $11.4 million from fiscal 2007 depreciation and amortization expense of $51.2 million.
This decrease was primarily the result of lower net book values on certain store-level long-lived assets
because of impairment charges taken during and since the end of fiscal 2007, certain assets’ becoming
fully depreciated, store closures, and lower capital expenditures.

In fiscal 2008, the Company recorded an operating loss of $88.1 million compared to
$226.2 million for fiscal 2007.

During fiscal 2008, the Company recorded a $1.8 million charge to tax expense to adjust its federal
and state income tax refunds estimated at fiscal 2007 year end to the actual tax refunds filed for. The
federal tax benefit was entirely offset by provision of a full valuation allowance on the deferred assets
arising from the benefit, and only minimal state and foreign tax provisions were recorded on resuits for
fiscal 2008. Net deferred tax assets of $125.7 million were fully reserved at fiscal 2008 year end through
a valuation allowance. The Company had tax loss carryforwards of approximately $203.0 million. These
loss carryforwards have expirations beginning in fiscal year 2027.

Net Loss

~Net loss in fiscal 2008 was $96.0 million or $1.09 per share, an improvement of $131.6 million
when compared to fiscal 2007’s net loss (including discontinued operations) of $227.6 million, or $2.60
per share. See Note 12 of the Notes to Consolidated Financial Statements for additional information
regarding discontinued operations in fiscal 2007.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s cash and cash equivalents totaled $155.8 million at the end of fiscal 2009, an
increase of $62.4 million from the fiscal 2008 year end balance of $93.4 million. Operating activities
used $31.6 million primarily as a result of the Company’s net loss, a reduction in accounts payable and
accrued expenses, and an increase in accounts receivable, prepaid expenses and other current assets.
These operating outflows were partially offset by a reduction in inventory and the-collection of a -
federal income tax refund, including related interest. '

Inventory levels at the end of fiscal 2009 were $316.3 million, down $95.4 million, or 23.2% from
inventory levels at the end of fiscal 2008. At the end of fiscal 2009, inventory per retail square foot was
$37 compared to $47 a year ago. The decrease from fiscal 2008 year end was due in part to a
conservative plan for the first six months of fiscal 2010 and a planned decline in inventory levels at the
distribution centers as the Company continued-to shift inventory to the stores. This allowed the
Company to exit approximately 350,000 square feet of outside ‘distribution center space during the
second quarter of fiscal 2009. In addition, the Company plans to exit approximately 514,000 square feet
of additional distribution center space by closing its Chicago distribution center during the first quarter
of fiscal 2010. The Company continues to focus on managing inventory levels and is closely monitoring
the timing and appropriate levels of merchandise purchases to keep inventory in line with consumer
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demand. The Company expects inventory levels to range from $300 million to $340 million with
seasonal fluctuations similar to prior years and to end fiscal 2010 at approximately $300 million.

During fiscal 2009, the Company’s investing activities provided $91.8 million. During the second
quarter of fiscal 2009, the Company sold its corporate headquarters building and accompanying land to
Chesapeake Plaza, L.L.C., an affiliate of Chesapeake Energy Corporation, for net proceeds of
approximately $102.4 million. The Company collected $1.5 million of a note receivable related to the
fiscal 2007 sale of Pier 1 National Bank. Proceeds from the sale of restricted investments used primarily
for the payment of defined benefit obligations provided $3.3 million, partially offset by contributions of
$2.0 million to purchase similar restricted investments. Capital expenditures were $13.4 million and
consisted primarily of $5.8 million for fixtures, equipment and leasehold improvements for stores,
$3.5 million related to home office leasehold improvements, $2.7 miilion for information systems
enhancements and $1.4 million related to the Company’s distribution centers.

Financing activities for fiscal 2009 provided a net $2.2 million, primarily related to the Company’s
stock purchase plan.

The Company’s bank facilities include a $325 million credit facility expiring in May 2012, which is
secured by the Company’s eligible merchandise inventory and third-party credit card receivables.
During fiscal 2009, the Company had no cash borrowings against its credit facility; however, in the
future, the Company may become dependent upon its secured credit facility to fund operations
including seasonal inventory purchases. As of February 28, 2009, the Company had no outstanding
borrowings and had utilized approximately $84.3 million in letters of credit and bankers acceptances.
Should the availability under such facility be less than $32.5 million, the Company will be required to
comply with a fixed charge coverage ratio as stated in the agreement. The Company does not anticipate
falling below this minimum availability in the foreseeable future. As of February 28, 2009, the
Company’s calculated borrowing base was $201.7 million. After excluding the required minimum of
$32.5 million and the $84.3 million in utilized letters of credit and bankers’ acceptances from the
borrowing base, $84.9 million remained available for cash borrowings. This borrowing base calculation
is subject to advance rates and commercially reasonable reserves. At the end of fiscal 2009, the
Company was in compliance with required debt covenants stated in the agreement.

The Company does not currently anticipate paying cash dividends in fiscal 2010, and its dividend
policy in the near term will depend upon the earnings, financial condition and capital needs of the
Company and other factors deemed relevant by the Company’s Board of Directors. Under the terms of
the Company’s secured credit facility, the Company will not be restricted from paying certain dividends
unless the availability under the credit facility over a specified period of time is projected to be less
than $97.5 million.

During fiscal 2009, the Company did not make any repurchases of, and has no immediate plans to
repurchase, shares of its outstanding common stock.
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A summary of the Company’s contractual obligations and other commercial commitments as of

February 28, 2009 is listed below (in thousands):

Amount of Commitment per Period

o Less Than 1to3 3to5 More Than
E ‘Jotal -1 Year Years Years 5 Years

Operating leases. . .................. $ 936,431 $225,496 §$ 379,899 $240,921 $ 90,115
Purchase obligationsV) ... .. ... S 75,845 75,845 — — —
Convertible debt® . .................. 165,000 — 165,000 — —
Standby letters of credit® ... .......... 48,599 48,599 - — — —
Industrial revenue bonds® . ........... - 19,000 - —_ —_ — 19,000
Interest on convertible debt® ... ....... 21,038 10,519 10,519 — —
Interest on industrial revenue bonds® . . . . 6,408 361 722 722 4,603
Interest and related fees on secured credit

facility® .. ... ... ... 4,431 1,363 2,727 341 —
Other obligations“)m ................ 48,248 11,512 1,584 2,150 33,002
Total® . ... $1,325,000 $373,695 § 560,451 $244,134 $146,720
Liabilities recorded on the balance sheet $ 26927
Commitments not recorded on the balance

sheet .......... e _ 1,055,728
Total ..o e , $1,325,000

&)

©)

“)

()

As of February 28, 2009, the Company had approx1mately $75.8 million of outstandlng purchase -
orders, which were primarily related to merchandise inventory. Such orders are generally
cancelable at the discretion of the Company until the order has been shipped. The table above
excludes certain executory contracts for goods and services that tend to be recurring in nature and:
similar in amount year over year and includes $16.2 miltion in merchandise letters of credlt and
bankers’ acceptances. :

The Company’s convertible debt is subject to redemption in part or full on February 15, 2011, and
the above amounts assume the notes will be repaid or refinanced at that time. As of February 28,
2009, if all notes had remained outstanding until maturity in 2036, the total interest paid would
have been $273.7 million. Subsequent to year end, a foreign subsidiary of the Company purchased
approximately $78.9 million of the convertible debt for $27.4 million including interest, thereby
reducing the consolidated outstanding convertible debt to $86.1 million. If the remaining

$86.1 million in notes are held to maturity, the total interest paid would be approximately

$143.1 million. See Note 5 of the Notes to Consolidated Financial Statements for further discussion of .
the Company’s convertible senior notes.

The Company also has outstanding standby letters of credit totaling $19.4 million related to the
Company’s industrial revenue bonds. This amount is excluded from the table above as it is not
incremental to the Company’s total outstanding commitments.

The interest rates on the Company’s industrial revenue bonds are variable and reset weekly. The
estimated interest payments included in the table were calculated based upon the rate in effect at
fiscal 2009 year end.

Represents estimated commitment fees for trade and standby letters of credit, and unused fees on
the Company’s $325 million secured credit facility, which expires in May 2012, calculated based
upon balances and rates in effect at fiscal 2009 year end.
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©®  Other obligations include the Company’s liability under various unfunded retirement plans. See
Note 7 of the Notes to Consolidated Financial Statements for further discussion of the Company’s
employee benefit plans.

™ Other obligations also include approximately $8.0 million. of reserves for uncertain tax positions,
including interest and penalties, under Financial Accounting Standards Board Interpretation .
No. 438, “Accounting for Uncertainty in Income Taxes—An Interpretation of FASB Statement
No. 109”7, which has been classified as a current liability. Excluded from this table is the
noncurrent portion of reserves for uncertain tax positions of $9.0 million for which the Company is
not reasonably able to estimate the timing of future cash flows.

®  The above amounts do not include payments that may be due under employment agreement(s)
with certain employee(s).

The present value of the Company’s minimum future operating lease commitments discounted at
10% was $736.4 million at fiscal 2009 year end and as a result of the Company’s on-going rent
negotiations was $713.4 million as of April 15, 2009. The Company plans to fund these commitments
from cash generated from the operations of the Company and, if needed, from borrowings against lines
of credit.

Total capital expenditures for fiscal 2010 are expected to be approximately $7 million. On ‘
February 3, 2009, the Company announced that it hired an outside firm to assist in negotiations with its
landlords to achieve rental reductions across its store portfolio. To date, the Company has reached
agreements in principal to terminate the leases on 22 stores and has decided to close 3 additional
stores for which termination or rental reduction agreements were unable to be reached. The Company
estimates total charges of approximately $7 million of cash and non-cash termination charges related to
these closures, of which, $4 million will be incurred in the first' quarter of fiscal 2010. The cash portion
of these charges will be partially offset by the liquidation of inventory in the closing stores. As a result
of its efforts to date, the Company has achieved approximately $7 million in rental savings for fiscal -
2010 and now estimates it will close no more than 80 locations in fiscal 2010. Actual expenses related
to these closures cannot be estimated as they will largely depend upon the results of on-going
negotiations.

As part of the sale of the Company’s home office building and accompanying land, the Company
entered into a lease agreement to rent office space in the building. The lease has a primary term of
seven years beginning on June 9, 2008, with one three-year renewal option and provisions for
terminating the lease at the end of the fifth lease year. - '

On May 4, 2009, the Company received notice from NYSE Regulation, Inc. (“NYSE Regulation™)
that the Company was in compliance with the New York Stock Exchange (“NYSE”) continued listing
standards. Previously on December 15, 2008, the Company had received notice from NYSE Regulation
that the Company was not in compliance with the NYSE continued listing standard under
Section 802.01C of the NYSE Listed Company Manual due to the fact that the average closing share
price of the Company’s common stock over a consecutive 30-day trading period was less than $1.00.
The Company notified NYSE Regulation within the required ten business days that it intended to cure
the deficiency and that its Board of Directors had met and was considering all strategic measures to
cure the non-compliance with the listing standard. :

On February 26, 2009, the Company received notice from the NYSE that it had suspended the
NYSE’s $1.00 minimum price requirement on a temporary basis, initially through June 30, 2009. The
notice also extends until June 30, 2009, the NYSE’s current easing of the average global market
capitalization standard, calculated over a consecutive 30 trading-day period, from $25 million to
$15 million. According to section 802.01B of the NYSE Listed Company Manual, the NYSE will
promptly initiate suspension and delisting procedures with respect to a company if a company is
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determined to be out of compliance with this standard. As of May 1, 2009, the Company’s average
global market capitalization over a consecutive 30 trading-day period was greater than $25 million.

As discussed in Note 5 to the Consolidated Financial Statements, the definition of a fundamental
change under the Company’s 6.375% convertible senior notes due 2036 (the “Notes”) includes the
Company’s common stock ceasing to be listed on a national securities exchange or quoted on the
Nasdaq National Market or another established automated over-the-counter trading market in the
United States. The Company believes that it will continue to be able to satisfy the above requirement
for the listing or quotation of its common stock. If the Company is, however, unable to comply with
this provision of the Notes, the holders of the Notes could, at their option, require the Company to
repurchase all or a portion of their Notes. Such an event could have a material adverse effect on the
Company if the Company does not have sufficient cash, is unable to raise sufficient additional capital
for such repurchases, or is otherwise unable to refinance the Notes.

On March 20, 2009, a foreign subsidiary of the Company purchased $78.9 million of the
Company’s outstanding Notes at a purchase price of $27.4 million, including accrued interest. The
foreign subsidiary intends to hold the notes until maturity. As a result of this transaction, the Company
has reduced its outstanding convertible debt to $86.1 million on a consolidated basis. The Company
expects to recognize a gain of approximately $49.0 million in connection with this transaction during
the first quarter of fiscal 2010. From time to time the Company may continue to seek to retire or
purchase its remaining outstanding Notes through cash purchases and/or exchanges for equity securities,
in open market purchases, privately negotiated transactions or otherwise. Such repurchases or
exchanges, if any, will depend on prevailing market conditions, the Company’s liquidity requirements,
contractual restrictions and other factors. The amounts involved will be subject to compliance with all
debt agreements and may be material. See Note 13 of the Notes to Consolidated Financial Statements for
further discussion. As a result of the put feature of the Company’s 6.375% convertible senior notes due
2036, the Company anticipates that the remaining $86.1 million in Notes will have to be repaid or-
refinanced on or before February 15, 2011.. If the Company does not have sufficient cash, is unable to
raise sufficient additional capital for such repurchases, or is otherwise unable to refinance the Notes,
such repayment could have a material adverse effect on the Company, its business, financial condition
and results of operations.

The Company has-an umbrella trust, currently consisting of four sub-trusts (the “Trusts”), which
was established for the purpose of setting aside funds to be used to settle certain benefit plan
obligations. Two of the sub-trusts are restricted to satisfy obligations to certain participants of the
Company’s supplemental retirement plans. These trusts consisted of interest bearing investments of less
than $0.1 million at both February 28, 2009 and March 1, 2008, and were included in other noncurrent
assets in fiscal 2009 and 2008. The remaining two sub-trusts are restricted to meet the funding
requirements of the Company’s non-qualified deferred compensation plans. These trusts’ assets
consisted of interest bearing investments totaling $0.2 million at February 28, 2009 and $1.5 million at
March 1, 2008, and were included in ‘o‘the'r noncurrent assets. These trusts also own and are the
beneficiaries of life insurance policies with cash surrender values of approximately $5.4 million at
February 28, 2009, and death benefits of approximately $13.5 million. In addition, the Company owns.
and is the beneficiary of a number of insurance policies on the lives of current and former key
executives that are unrestricted as to use. The cash surrender value of these unrestricted policies was
approximately $16.0 million at February 28, 2009, and was included in other noncurrent assets. The
death benefit related to the unrestricted policies was approximately $24.9 million. At the discretion of
the Board of Directors, contributions of cash or unrestricted life insurance policies could be made to
the Trusts. '

The Company’s sources of wdrking capital for fiscal 2009 were cash flows from internally
generated funds, the sale of the Company’s home office building and related assets and collections of
income tax receivables. The Company has a variety of sources for liquidity, which include available cash
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balances, available lines of credit and cash surrender value of life insurance policies not restricted as to
use. The Company’s current plans for fiscal 2010 include a capital expenditure budget of approximately
$7.0 million. As discussed above, the Company estimates total charges of approximately $7 million of
cash and non-cash termination charges related to store closures, of which, $4 million will be incurred in
the first quarter of fiscal 2010. The cash portion of these charges will be partially offset by the
liquidation of inventory in the closing stores. In addition, a foreign subsidiary of the Company utilized
$27.4 million to repurchase a portion of the Company’s outstanding Notes during the first quarter of
fiscal 2010 and may continue to seek to retire or purchase the remaining outstanding Notes as
discussed above. The Company does not presently anticipate any other significant cash outflows in
fiscal 2010 other than those occurring in the normal course of business or as discussed herein.
Considering these plans and the other sources of liquidity referred to above, the Company believes it
has sufficient liquidity to fund operational obligations and capital expenditure requirements through
fiscal year 2010.

The Company’s key drivers of cash flows are sales, management of invéntory levels, vendor
payment terms, management of expenses, and capital expenditures. The Company’s turnaround plan
includes making conservative inventory purchases, managing those inventories, continuing to make the
Company’s merchandise offering more compelling, and improving the in-store experience. In addition,
the Company will continue to focus on its ongoing mission to maximize its revenues, while seeking out
ways to reduce its cost base, considering refinancing alternatives of its convertible senior notes and
preserving its liquidity. From fiscal 2006 through fiscal 2009, the Company has incurred net losses and
had negative cash flows from operating activities. The end of the difficult économic situation faced by
the United States is not known at this time and consumer confidence and spending could remain
depressed and possibly deteriorate even further. The Company may incur negative operating cash flows
in future periods and a long-term decline in consumer spending could have a material adverse effect on
the Company’s financial condition and ability to generate cash flows from operations. As a result, the
Company may become dependent on the availability of adequate capital to fund its operations, carry
out its turnaround strategy, or refinance existing indebtedness if necessary. Recent disruption in the
global credit and equity markets and future disruptions in the financial markets could adversely affect
the Company’s ability to enter into new financing agreements, refinance the Company’s current
indebtedness, or obtain funding through the issuance of the Company’s securities. Future availability of -
financing sources cannot be assured given the current economic environment and the Company’s recent
financial results, and there can be no assurance that the Company will achieve or sustain positive cash
flows or profitability over the long-term.

OFF-BALANCE SHEET ARRANGEMENTS

Other than the operating leases letters of credit and purchase obhgatlons discussed above, the
Company has no off-balance sheet arrangements.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of the Company’s consolidated financial statements in accordance with accounting
principles generally accepted in the United States requires the use of estimates that affect the reported
value of assets, liabilities, revenues and expenses. These estimates are based on historical experience
and various other factors that are believed to be reasonable under the circumstances, the results of
which form the basis for the Company’s conclusions. The Company continually evaluates the
information used to make these estimates as the business and the economic environment changes.
Historically, actual results have not varied materially from the Company’s estimates, with the exception
of the impairment of long-lived assets, the early retirement of participants in its defiried benefit plans,
and income taxés as discussed below. The Company ‘does not currently anticipate a significant change
in its assumptions related to these estimates. Actual results may differ from these estimates under
different assumptions or conditions. The Company’s significant accounting policies can be found in
Note 1 of the Notes to Consolidated Financial Statements. The policies and estimates discussed below
include the financial statement elements that are either judgmental or involve the selection or
application of alternative accounting policies and are material to the Company’s financial statements.
Unless specifically addressed below, the. Company does not believe that its critical accounting policies
are subject to market risk exposure that would be considered material and as a result, has not provided
a sensitivity analysis. The use of estimates is pervasive throughout the consolidated financial statements,
but the accounting policies and estimates considered most critical are as follows:

Revenue recogmtlon—The Company recognizes revenue from retail sales, net of sales tax and
third- party credit card fees, upon customer receipt or delivery of merchandise, including sales under
deferred payment promotions on its proprietary credit card in fiscal 2007 and prior years. The
Company records an allowance for estimated merchandise returns baséd upon historical expenence and
other known factors. Should actual returns differ from the Company’s estimates and current’ provision
for merchandlse returns, revisions to the estlmated merchandlse returns may | be required. ‘

Gift cards—Revenue associated with gift cards is recognized when merchandise is sold and a gift
card is redeemed as payment. Gift card breakage is estimated and recorded as income based upon an
analysis of the Company’s historical data and expected trends in redemption patterns and represents
the remaining unused portion of the gift card liability for which the likelihood of redemption is remote.’
If actual redemiption patterns vary from the Company’s estimates, actual gift card breakage may differ
from the amounts recorded. For all periods presented, gift card breakage was recognized at 30 months
from the original issuance and was $4.1 million, $1.7 million and $6.2 million in fiscal 2009, 2008 and
2007, respectively.

Inventories—The Company’s inventory is comprlsed of flnlshed merchandise and is stated at the
lower of weighted average cost or market value. Cost is calculated based upon the actual landed cost of
an item at the time it is received in the Company’s warechouse using actual vendor invoices, the cost of
warehousing and transporting product to the stores and other direct costs associated with purchasing
products. Carrying values of inventory are analyzed and to the extent that the cost of inventory exceeds
the expected selling prices less reasonable costs to sell, provisions are made to reduce the carrying
amount of the inventory. The Company reviews its inventory levels in order to identify slow-moving
merchandise and uses merchandise markdowns to sell such merchandise. Markdowns are recorded to
reduce the retail price of such slow-moving merchandise as needed. Since the determination of carrying
values of inventory involves both estimation and judgment with regard to market values and reasonable
costs to sell, differences in these estimates could result in ultimate valuations that differ from the
recorded asset. The majority of inventory purchases and commitments are made in U.S. dollars in
order to limit the Company’s exposure to foreign currency fluctuations.

The Company recognizes known inventory losses, shortages and damages when incurred and makes
a provision for estimated shrinkage. The amount of the provision is estimated based on historical
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experience from the results of its physical inventories. Inventory is physically counted-at substantially all
locations at least once in each 12-month period, at which time actual results are reflected in the
financial statements. Physical counts were taken at substantially all stores and. distribution centers
during each period presented in the financial statements. Although inventory shrinkage rates have not
fluctuated significantly in recent years, should actual rates differ from the Company’s estimates,
revisions to the inventory shrinkage expense may be required. :

Impairment of long-lived assets—Long-lived assets such as buildings, equipment, furniture and
fixtures, and leasehold improvements are reviewed for impairment at least annually and whenever an
event -or change in circumstances indicates that their carrying values may not be recoverable. If the
carrying value exceeds the sum of the expected undiscounted.cash flows, the assets are considered
impaired. For:store level long-lived assets, expected. cash flows are estimated based on management’s
estimate of changes in sales, merchandise margins, and expenses over the remaining expected terms of
the leases. Impairment is measured as the amount by which the carrying value of the asset exceeds the
fair value of the asset. Fair value is determined by discounting expected cash flows. Impairment, if any,
is recorded:in the period in which the impairment occurred. The Company recorded $9.4 million,
$4.8. million and $31.9 million in impairment charges in fiscal 2009, 2008 and 2007, respectively. As the
projection of future cash flows requires the use of judgment and: estimates, if actual results differ from
the Company’s estimates, additional charges for asset impairments may be recorded in the future. If
management had lowered its assumptions of comparable store sales results by 3% for each of the next
five years, additional impairment charges of approximately $2.3 million would have been recorded in .
fiscal 2009. C - : Co

Insurance provision—The Company maintains insurance for workers’ compensation and general
liability claims with deductibles of $1,000,000 and $750,000, respectively, per claim. The liability
recorded for such claims is determined by estimating the total future claims cost for events that
occurred prior to the balance sheet date. The estimates consider historical claims development factors
as well as information obtained from and projections made by the Company’s insurance carrier and
underwriters. The recorded liabilities for workers’ compensation and general liability claims, including
those occurring in prior years but not yet settled, at February 28, 2009 were $19.7 million and
$8.3 million, respectively.

The assumptions made in determining the above estimates are reviewed monthly and the liability
adjusted accordingly as new facts are revealed. Changes in circumstances and conditions affecting the
assumptions used in determining the liabilities could cause actual results to differ from the Company’s
recorded amounts. ‘ _ ‘

Defined benefit plans—The Company maintains supplemental retirement plans (the “Plans”) for
certain of its current and former executive officers. The Plans provide that upon death, disability,
reaching retirement age or certain termination events, a participant will receive. benefits based on
highest compensation, years of service and years of plan participation. These benefit costs are
dependent upon numerous factors, assumptions and.estimates. Benefit costs may be significantly
affected by changes in key actuarial assumptions such as the discount rate, compensation rates, or
retirement dates used to determine the projected benefit obligation. Additionally, changes made to the
provisions of the Plans may impact current and future benefit costs.

Stock-based compensation—The fair value of stock options is amortized as compensation expense
over the vesting periods of the options. The fair values for options granted by the Company are '
estimated as of the date of grant using the Black:Scholes option-pricing model. Option valuation -
models require the input of highly subjective assumptions, including the expected stock price volatility -
and the average life of options. The Company uses expected volatilities and risk-free interest rates that
correlate with the expected term of the option when estimating an option’s fair value. To determine the
expected term of the option, the Company bases its estimates on historical exercise activity of grants
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with similar vesting periods. Expected volatility is based on the historical volatility of the common stock
of the Company for a period approximating the expected life. The risk free interest rate utilized is the
United States Treasury rate that most closely matches the weighted average expected life at the time of
the grant. The expected dividend yield is based on the annual dividend rate at the time of grant or
estimates of {uture anticipaied dividend rates. If the Company had used different assumptions, the

value of stock options may have been different.

Income taxes—The Company accounts for income taxes using the asset and liability method.
Under this method, deferred tax assets and liabilities are determined based on differences between
financial reporting and income tax bases of assets and liabilities and are measured using the enacted
tax rates and laws that will be in effect when the differences are expected to reverse. Deferred tax
assets and liabilities are recorded in the Company’s consolidated balance sheets and are classified as
current or noncurrent based on the classification of the related assets or liabilities for financial
reporting purposes. A valuation allowance is recorded to reduce the carrying amounts of deferred tax
assets unless it is-more likely than not those assets will be realized. In assessing the need for a
valuation allowance, all available evidence is considered including past operating results, estimates of
future income, and tax planning strategies. The Company is subject to income tax in many jurisdictions,
including the United States, various states and localities, and foreign countries. At any point in time,
multiple tax years are subject to audit by various jurisdictions and the Company records reserves for
estimates of the tax exposure for foreign and domestic tax audits. The timing of these audits and
negotiations with taxing authorities may affect the ultimate settlement of these issues. If different
assumptions had been used, the Company’s tax expense or benefit, assets and liabilities could have
varied from recorded amounts. If actual results differ from estimated results or if the Company adjusts
these assumptions in the future, the Company may need to adjust its deferred tax assets or liabilities,
which could impact its effective tax rate. ' '

IMPACT OF INFLATION AND CHANGING PRICES

~ Inflation has not had a significant impact on the operatioﬂs of the Cdmpany during the precédihg ‘
three years. :

IMPACT OF NEW ACCOUNTING STANDARDS

In May 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
(“FSP”) APB 14-1, “Accounting for Convertible Debt Instruments That May Be Settled in Cash upon
Conversion (Including Partial Cash Settlement)”, which clarifies that convertible debt instruments that
may be settled in cash upon conversion (including partial cash settlement) are not addressed by
paragraph 12 of APB Opinion No. 14, “Accounting for Convertible Debt and Debt Issued with Stock
Purchase Warrants.” Additionally, this FSP specifies that issuers of such instruments should separately
account for the liability and equity components in a manner that will reflect the entity’s nonconvertible
debt borrowing rate when interest cost is recognized in subsequent periods. This FSP will be -applied
retrospectively to all periods presented. FSP APB 14-1 is effective for the Company at the beginning of
fiscal year 2010. The Company is currently evaluating the impact of the adoption on its financial
statements. o ' : ' -

'

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

Market risks relating to the Company’s operations result primarily from changes in foreign
exchange rates and interest rates. The Company has only limited involvement with derivative financial
instruments, does not use them for trading purposes and is not a party to any leveraged derivatives.
Collectively, the Company’s exposure to market risk factors is not significant and has not materially
changed from March 1, 2008.
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Foreign Currency Risk

Though the majority of the Company’s inventory purchases are made in U.S. dollars in order to
limit its exposure to foreign currency fluctuations, the Company, from time to time, enters into forward
foreign currency exchange contracts. The Company uses such contracts to hedge exposures to changes
in foreign currency exchange rates associated with purchases denominated in foreign currencies,
primarily euros. The Company operates stores in Canada and is subject to fluctuations in currency
conversion rates related to these operations. The Company, on occasion, uses contracts to hedge its
exposure associated with repatriation of funds from its Canadian operations. Changes in the fair value
of the derivatives are included in the Company’s consolidated statements of operations as such
contracts are not designated as hedges under SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities.” Forward contracts that hedge merchandise purchases generally have maturities
not exceeding six months. Changes in the fair value and settlement of these forwards are included in
cost of sales. Contracts that hedge the repatriation of Canadian funds have maturities not exceeding
18 months and changes in the fair value and settlement of these contracts are included in selling,
general and administrative expenses. At February 28, 2009, there were no outstanding contracts to
hedge exposure associated with the Company’s merchandise purchases denominated in foreign
currencies or the repatriation of Canadian funds.

Interest Rate Risk

The Company manages its exposure to changes in interest rates by optimizing the use of variable
and fixed rate debt. The interest rate exposure on the Company’s secured credit facility and industrial
revenue bonds is based upon variable interest rates and therefore is affected by changes in market
interest rates. As of February 28, 2009, the Company had $19.0 million in borrowings outstanding on its
industrial revenue bonds and no cash borrowings outstanding on its secured credit facility. A
hypothetical 10% adverse change in the interest rates applicable to either or both of these variable rate
instruments would have a negligible impact on the Company’s earnings and cash flows.

Additionally, as of February 28, 2009, the Company had $165.0 million in convertible senior notes
outstanding, which mature in February 2036. The notes pay a fixed annual rate of 6.375% for the first
five years and a fixed rate of 6.125% thereafter. Changes in market interest rates generally affect the
fair value of fixed rate debt instruments, but would not affect the Company’s financial position, results
of operations or cash flows related to these notes. As of February 28, 2009, the fair value of these
notes was $42.9 million based on quoted market values.

On March 20, 2009 a foreign subsidiary of the Company purchased $78.9 million of the Company’s
outstanding Notes at a purchase price of $27.4 million, including accrued interest. The purchase price
of these convertible notes implies a fair value of the total outstanding notes prior to the purchase of
approximately $56.0 million. The foreign subsidiary intends to hold the notes until maturity. As a result
of this transaction, the Company has reduced its outstanding convertible debt to $86.1 million on a
consolidated basis. The Company expects to recognize a gain of approximately $49.0 million in
connection with this transaction during the first quarter of fiscal 2010. See Note 13 of the Notes to
Consolidated Financial Statements for further discussion.
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Item 8. Financial Statements and Supplementary Data.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors of Pier 1 Imports, Inc.

We have audited the accompanying consolidated balance sheets of Pier 1 Imports, Inc. as of
February 28, 2009 and March 1, 2008, and the related consolidated statements of operations,
shareholders’ equity, and cash flows for each of the three years in the period ended February 28, 2009.
'These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion. '

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Pier 1 Imports, Inc. at February 28, 2009 and March 1, 2008, and
the consolidated results of its operations and its cash flows for each of the three years in the period
ended February 28, 2009, in conformity with U.S. generally accepted accounting principles.

As discussed in notes to the consolidated financial statements, effective March 3, 2007, Pier 1
Imports, Inc. adopted Statement of Financial Accounting Standards No. 158, Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans, an Amendment of FASB. Statements
No. 87, 88, 106 and 132(R), and effective March 4, 2007, Pier 1 Imports, Inc. adopted FASB

Interpretation No. 48, Accounting for Uncertainty in Income Taxes—An Interpretation. of FASB -
Statement No. 109.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), Pier 1 Imports, Inc.’s internal control over financial reporting as-of
February 28, 2009, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated April 28,
2009 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Fort Worth, Texas
April 28, 2009
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Pier 1 Imports, Inc.
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands except per share amounts)

Year Ended
2009 2008 2007
Netsales. . ... ... i $1,320,677 $1,511,832  $1,623,216
Operating costs and expenses: ‘ :
Cost of sales (including buying and store occupancy costs) . . . 957,213 1,072,280 . 1,149,257
Selling, general and administrative expenses. ... .......... 453,471 - 487,898 . 649,005
Depreciation and amortization .................. e _ 30,556 39,792 . 51,184
‘ . 1,441,240 1,599,970 - 1,849,446
Operating 10SS . .. ... - (120,563)  (88,138)  (226,230)
Nonoperating (income) and expenses: ‘ ‘
Interest and investment income . ... ................... . (4250 - (8,677) (12,456)
Interest expense . . ...... e 14,592 15,916 16,116
SOtherincome. ....... ... ... (2,276) (1,960) (1,767)
. 8,066 5,279 1,893
L‘oyss" from continuing operations before income taxes......... (128,629) (93,417)  (228,123)
Provision (benefit) for income taxes ........... e e 624 2,594 (885)
Net loss from continuing operations ..................... (129,253) (96,011) - (227,238)
Discontinued operations: !
Loss from discontinued operations .................... — — - (638)
Income tax bemefit .. ...... ... .. .. . L L, S - = (231)
" Net loss from discontinued operations ................ — — (407)
Net loss .. ... R $ (129,253) $ (96,011) $ (227,645)
Loss per share from continuing operations: _ o | .
Basicand diluted . ............ ... ... ... ... ... .... $ (145§ (109 $ (259)
Loss per share from discontinued operations: ‘ o : S
Basicanddiluted ............. ... ... ... .. .. ... ..., $ — % — $ (0.01)
Loss per share: ‘ ‘ - :
Basicanddiluted ............ ... .. ... ... ... .o ... $ (145 $  (1.09) $ (2.60)
Dividends declared per share:. .. ....................... $ — $ -3 0.20
Average shdres dutstanding during period: ' o
Basicand diluted ........... ... . ... . . ... 88,912 88,083 87,395

The accompanying notes are an integral part of these financial statements.
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Pier 1 Imports, Inc.
CONSOLIDATED BALANCE SHEETS

(in thousands except share amounts)

2009 2008
ASSETS
Current assets:
Cash and cash equivalents, including temporary investments of $142,523
and $87,837, reSpeCtively . . . oottt $ 155,798 $ 93,433
Other accounts receivable, net of allowance for
doubtful accounts of $1,579 and $1,034, respectively . .............. 17,566 23,121
TOVENLOTIES .« o v ot e ettt e e e e e e e e e e e 316,331 411,709
Income tax receivable . .. ... e 2,149 13,632
Prepaid expenses and other current assets .......... ... ... ... 41,883 41,445
Total CUITENt ASSELS .« v v v v o ettt e e et et et e i 533,727 583,340
Office building and related assets. .. .......... ... — - 80,539
Other properties, Net. . . .. .o it e 85,135 114,952
Other NONCUITENT ASSELS . « v v v v v e ot ettt e e ettt e e ee et e 36,600 43,073

$ 655,462 § 821,904

LIABILITES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Accounts payable . ... ... $ 80,695 § 106,084
Gift cards and other deferred revenue .. . ....... ... ...... [P, 47,332 63,101
Accrued income taxes payable . . .. ... .. e 4,434 5,000
Other accrued liabilities . .. ... . o i i 101,350 101,817
Total current liabilities .. ......... ..o, 233,811 276,002
Long-termdebt. .. ... i e 184,000 184,000
Other noncurrent liabilities . . . ... .o it i e e 93,390 94,158

Shareholders’ equity:
Common stock, $1.00 par, 500,000,000 shares authorized, 100,779,000

SSUEd . . o e e e 100,779 100,779
Paid-in capital ... ... .. 113,326 126,795
Retained earnings. . . . .. ... i 106,841 236,094
Cumulative other comprehensive income (loss) ................... g (1,195) 373
Less—10,905,000 and 12,172,000 common shares in treasury, at cost,

TESPECTIVELY - .« o v ettt s e (175,490)  (196,297)

144,261 267,744
Commitments and contingencies .. ............c. ittt n.... — —

$ 655,462 § 821,904

The accompanying notes are an integral part of these financial statements.
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Pier 1 Imports, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended
2009 2008 2007
Cash flow from operating activities: ‘
Netloss. .. ... i, e $(129,253) $(96,011) $(227,645)
Adjustments to reconcile to net cash used in operating activities: PR
Depreciation and amortization .. .............. ... ... ... ... ... . 45,156 55,303 63,496
Loss (gain) on disposal of fixed assets . .. ....................... .. : 41 (2,137) 187
Loss on impairment of fixed assets and other long-lived assets . ........... 9,653 5,030 36,369
Stock-based compensation expense . . ... .... ... 5,177 5,837 5,464
Deferred compensation . . . . ... ... .. 4,215 4,157 16,915
Lease termination expense . . ... ......... ... 6,074 10,440 4,003
Deferred income taxes . ..............o v ‘ — — 24.576
Amortization of deferred gains . ... . ........ ... .. ., ~ (6,774) (2,533) (981)
Other ... . (2,201). 1,54 (2,140)
Change in cash from: =
Sale of receivables in exchange for beneficial interest in securitized receivables . — — (15,914)
Purchase of proprietary credit card receivables and other. . .............. — — (97,740)
Proceeds from the sale of proprietary credit card operations. . .. .......... — — 144,622
Inventories .. ..........................., e e e e 95,378 (51,646) = 9,757
Other accounts receivable, prepaid expenses and other current assets . . . . . . .. (5,055) (8,776) (14,428)
Income tax receivable . . ................. T 14,486 25,616 (16,955)
Accounts payable and accrued eXpenses . ... ....................... (65,457)  (22,818) (5,388)
Income taxes payable ............... R SR (1,620) 2,765 (1,595)
Defined benefit plan labilities . ... ................. ... .. ... . ... (118) (6,351) (25,495)
Other noncurrent assets . . ... ...........ouriv 1,209 762 566
‘Other noncurrent liabilities ... ........... .. ... .. ... ... ... ... (2,545) (4,255) (2,579)
Net cash used in operating activities . . . ... ................... ... (3L,634)  (83,074)  (104,905)
Cash flow from investing activities:
Capital expenditures .. ........... ... ... . (13,378) (7,153) (28,600)
Proceeds from disposition of properties . . .. ... ... e 102,478 5,674 173
Proceeds from sale of discontinued operation . . ... ............... ... .. — -— 11,601
Proceeds from sale of Pier 1 National Bank . . . ... ... e — - 10,754
Proceeds from sale of restricted investments .. . .. .. ... ... ... 3,258 6,986 25,707
Purchase of restricted investments .. .................... ... ... . ... (2,020) (589) (9,712)
Collection of note receivable . .. ... ......... . 1,500 1,500 —
Collections of principal on beneficial interest in securitized receivables . . . . . . .. — — 21,907
Net cash provided by investing activities ......................... 91,838 6,418 31,830
Cash flow from financing activities:
Cashdividends . ......... ... ... .. .. .. .. . — — (17,398)
Proceeds from stock options exercised, stock purchase plan and other, net . . . . .. 2,161 3,909 4,719
Notes payable borrowings . .. .. ..., .. — — 69,000
Repayment of notes payable . ........... .. .. .. ... ... . ... ... ... .. — — (69,000)
Debt issuance costs .. ........ .. L — (998) (283)
Net cash provided by (used in) financing activities . . . .. .............. 2,161 2911 . (12,962)
Change in cash and cash equivalents .. .................. ... .. ... ... . 62,365 . (73,745) (86,037)
Cash and cash equivalents at beginning of period . . .. ... ................. 93,433 167,178 253,215
Cash and cash equivalents at end of period . . ... ............. . ... ... ... $ 155798 $ 93,433 $ 167,178
Supplemental cash flow information:
Interest paid .. ... ... .. ... .. $ 14018 $ 15,743 $ 12,821
Income taxes paid . ... ........ ... ... $ 2617 $ 1,124 $ 2021

The accompanying notes are an integral part of these financial statements.
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Pier 1 Imports, Inc.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

(in thousands except per share amounts)

__Common Stock Other Tota
Outstanding Paid-in  Retained Comprehensive Treasury Unearned  Shareholders’
Shares Amount Capital Earnings Income (Loss) Stock = Compensation Equity
Balance February 25,2006 . . ... . ... .. 86,939  $100,779 $132,075 $ 582,221  § (583) $(222,254) $(2,256) $ 589,982
Comprehensive income (loss): RIS
NEtIOSS « o\ vee e e e e — — —  (227,645) _— — — (227,645)
Other comprehensive income (loss), net : :
of tax as applicable:
Minimum pension liability adjustments . — - — — 7,172 — — 7,172
Currency translation adjustments . . . . — — — — (2,550) — — (2,550)
Comprehensive 10ss . .. .. ...t ’ (223,023)
Adjustment to initially apply SFAS No. 158 . - — — — (1,631) — — (1,631)
Restricted stock compensation . . . . ... .. 185 —  (4,280) — — 2,994 2,256 970
Stock option compensation expense . . . . . . — — 4,494 — —_ - — 4,494
Exercise of stock options, stock purchase : : . -
planandother . . ... ......... ... 674 —  (1,873) — — - 9,596 — 7,723
Cash'dividends ($.20 per share) .. ... ... — —_ —  (17,398) —— -— —- (17,398)
Balance March 3,2007 . ... ......... 87,798 100,779 130,416 337,178 2,408 (209,664) — 361,117
_Implementatidn of FIN48 .. ......... — — — (5,073) — — — (3,073)
Comprehensive loss: :
Netloss . . vv v v i n i e e — — —  (96,011) — — — o (96,011)
Other comprehensive income (loss), net e
of tax as applicable: . .
Pension adjustments . . . ... ... ... — — — — (3,017) — - © (3,017)
Currency translation adjustments ™. . . . — — — — 982 — — 982
Comprehensive loss . .. .. ... ... - (98,046)
Restricted stock compensation . . ... ... . 281 —  (2,974) — — 4,533 —. - 1,559
Stock option compensation expense. . . . . . — — 4,278 — — . L= 4,278
Exercise of stock options, stock purchase : : o
_plapandother . .. ........... ... 528 —  (4,925) = C— 8,834 B -3,909

Balance March 1,2008 . ... ......... 88,607 100,779 126,795 236,094 373 (196,297) — 267,744

Comprehensive loss:
Netdoss . oo v — — —  (129,253) — — — (129,253)
Other comprehensive income (loss), net '
of tax as applicable:

Pension adjustments . . ... .. ..... — — — — 2,016 — — 2,016
Currency translation adjustments . . . . — — — — (3,584) — —_ T (3,584)
Comprehensive loss . . . .. .0 ..o ‘ : ; .I (130,821)
Restricted stock compensation . . . .. ... . . 245 — (2,298) — — 3,947 - 1,649
Stock option compensation expense . . . . . . — — 3,528 — — — — 3,528
Exercise of stock options, stock purchase
~planandother . ... ............. 1,022 —  (14,699) - — 16,860 — to2,161
Balance February 28,2009 © . ... ... ... 89,874  $100,779 $113,326 $ 106,841  $(1,195) - $(175490) § — $ 144,261

The accompanying notes are an integral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization—Pier 1 Imports, Inc. (together with its consolidated subsidiaries, the “Company?) is
one of North America’s largest specialty retailers of imported decorative home furnishings and gifts,
with retail stores located in the United States and Canada. Additionally, the Company has merchandise
n “store within a store” locations in Mexico and Puerto Rico that are primarily operated by Sears
Roebuck de Mexico, S.A. de C.V. and Sears Roebuck de Puerto Rico, Inc., respectively. On March 20,
2006, the Company sold its subsidiary based in the United Kingdom, The Pier Retail Group Limited: -
(“The Pier”). The Pier has been included in discontinued operations in the Company’s financial
statements for fiscal year 2007.

Basis of consolidation—The consolidated financial statements of the Company include the
accounts of all subsidiary companies except, in fiscal 2007, Pier 1 Funding; LLC (“Funding”), a
non-consolidated, bankruptcy remote, securitization subsidiary. See Note 9 of the Notes to Consolidated
Financial Statements for further discussion.* All intercompany- transactions and balances have been .
eliminated. o g ‘ g

Segment mformatlon—The Company is a specialty retailer that offers a broad range of products in
its stores and conducts business as one operating segment. The Company $ domestlc operations
provided 90.9%, 90.9% and 92.3% of its net sales, with 8.5%, 8.7% and 7.3% provided by stores in
Canada, and the remainder from royalties received from Sears Roebuck de Mexico S.A. de C.V. during
fiscal 2009, 2008 and 2007, respectively. As of February 28, 2009, March 1, 2008 and March 3, 2007,
$2,308,000, $4,572,000 and $5,510,000, respectlvely, of the.Company’s long-lived assets were located in
Canada. There were no long-lived assets in Mexico during any period. » o L

Use of estlmates—Preparatlon of the financial statements in conformlty with U, S. generally |
accepted accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanylng notes. Actual results could differ from
those estimates.

Reclassifications—Certain reclassifications have been made in the prior years’ consolidated
financial statements to conform to the fiscal 2009 presentation. These réclassifications had no effect on
net income, shareholders’ equity, total assets and total liabilities and the major categories of the cash
flow. In addition to insignificant reclassifications on the statement of cash flows, the Company’s home
office building and related assets were reclassified during the first quarter of fiscal 2009 to noncurrent
assets from assets held for sale which were included in current assets at March 1, 2008. This -
reclassification on the balance sheet was made in all prior perlods presented to reflect the fact that the
Company entered into a lease for a portion of the building when the sale transaction was completed,
and therefore the building did not meet the definition of assets held for sale at the balance sheet dates.
Depreciation was recorded on the assets through the date of sale and the reclassification had no impact
on the results of operations or statement of cash flows in any, period. presented As stated in Note 20f
the Notes to Consolidated Financial Statements above, the office building and related assets were sold on
June 9, 2008.

Fiscal periods—The Company utilizes 5-4-4 (week) quarterly accounting periods with the fiscal
year ending on the Saturday nearest the last day of February. Both fiscal 2009 and 2008 consisted of
52-week years and fiscal 2007 consisted of a 53-week year. Fiscal 2009 ended February 28, 2009, flscal
2008 ended March 1, 2008 and fiscal 2007 ended March 3, 2007.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 1—DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Cash and cash equivalents, including temporary investments—The  Company considers all highly
liquid investments with an original maturity date of three months or less to be cash equivalents, except
for those investments that are restricted and have been set aside in a trust to satisfy retirement
obligations. As of February 28, 2009 and March 1, 2008, the Company’s short-term investments
classified as cash equivalents included investments in money market mutual funds totaling $142,523,000-
and $87,837,000, respectively. The effect of foreign currency exchange rate fluctuations on cash was not
material. o

Translation of foreign currencies—Assets and liabilities of foreign operations are translated into
U.S. dollars at fiscal year end exchange rates. Income and expense items are translated at average
exchange rates prevailing during the year. Translation adjustments arising from differences in exchange
rates from period to period are included as a separate component of shareholders’ equity and are
included in other comprehenswe income (loss). As of February 28, 2009, March 1, 2008 and March 3,
2007, the Company had cumulative other comprehensive income (loss) balances of ($162,000),
$3,422,000 and $2,440,000, respectively, related to cumulative translation adjustments. The adjustments
for currency translation during fiscal' 2009, 2008 and 2007 resulted in other comprehensive income
(loss), net of tax, as applicable, of ($3,584,000), $982,000 and ($2,550,000), respectively. Taxes on the
portion of its cumulative currency translation adjustment considered not to be permanently reinvested
abroad were 1nsrgn1frcant in fiscal 2009, 2008 and 2007.

Concentratlons of risk—The Company has some degree of rxsk concentration with respect to
sourcing the Company’s inventory purchases. However, the Company believes alternative merchandise
sources could be procured over a relatively short per10d of time. Pier 1 Imports sells merchandise
imported from over 50 different countries, with more than 40% of its sales derived from merchandise
produced in China, approxrmately 10% derived from merchandise produced in each of India,
Indonesia, Vietnam, and the United States and approximately 10% collectively derived from
merchandise produced in Thailand, Brazil, the Philippines, Italy, Mexico and Spain. The remaining
sales were from merchandise produced in various Asian, European, Central American, South
American, Afrlcan countries and Canada.

Finanicial instruments—The fair value of financial instruments is determined by reference to
various market data and other valuation techniques as appropriate. Other than the 6.375% convertible
senior notes ‘due 2036, there were ro assets or liabilities with a fair value significantly different from
the recorded value as of February 28, 2009 and March 1, 2008. The fair value of these notes was
$42,900,000 and $133,650,000 based on ‘quoted market values as of February 28, 2009 and March 1,
2008, respectively. On March 20, 2009, a foreign subsrdlary of the Company purchased a portion of
these convertible notes at a price which would imply a fair value of the total outstanding prior to the
purchase of approximately $56,000,000. Changes in the market interest rates and other factors affecting
convertible notes affect the fair value of the Company’s fixed rate notes, but do not affect the
Company’s financial position, results of operations or cash flows related to these instruments.

Risk management instruments: The Company may utilize various financial instruments to manage
interest rate and market risk associated with its on- and off-balance sheet commitments.

From time to time, the Company hedges certain commitments denominated in foreign currencies
through the purchase of forward contracts. The forward contracts are purchased to cover a portion of
commitments to buy merchandise for resale. The Company also, on occasion, uses contracts to hedge
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 1—DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

its exposure associated with the repatriation of funds from its Canadian operations. At February 28,
2009 and March 1, 2008, there were no outstanding contracts to hedge exposure associated with the
Company’s merchandise purchases denominated in foreign currencies or the repatriation of Canadian
funds. For financial accounting purposes, the Company does not designate such contracts as hedges.
Thus, changes in the fair value of both types of forward contracts would be included in the Company’s
consolidated statements of operations. Both the changes in fair value and settlement of these contracts
are included in cost of sales for forwards related to merchandise purchases and in selling, general and
administrative expense for the contracts associated with the repatriation of Canadian funds.

When the Company enters into forward foreign currency exchange contracts, it enters into them
with major financial institutions and continually monitors its positions with, and the credit quality of,
these counterparties to such financial instruments.

Beneficial interest in securitized receivables—As of February 28, 2009 and March 1, 2008, the
Company had no beneficial interest since it allowed its securitization agreement to expire in fiscal 2007.
Prior to the expiration of this agreement, the Company securitized its entire portfolio of proprietary
credit card receivables, except an immaterial amount of those that failed certain eligibility
requirements, to a special-purpose wholly owned subsidiary, Funding, which transferred the receivables
to the Pier 1 Imports Credit Card Master Trust (the “Master Trust”). Neither Funding nor the Master
Trust were consolidated by the Company, as the Master Trust met the requirements of a qualifying
special-purpose entity under Statement of Financial Accounting Standards (“SFAS™) No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” The
Master Trust issued beneficial interests that represent undivided interests in the assets of the Master
Trust consisting of the transferred receivables and all cash flows from collections of such receivables.
The beneficial interests included certain interests retained by Funding, which were represented by
Class B Certificates, and the residual interest in the Master Trust (the excess of the principal amount of
receivables held in the Master Trust over the portion represented by the certificates sold to third-party
investors and the Class B Certificates). Gain or loss on the sale of receivables depended in part on the
previous carrying amount of the financial assets involved in the transfer, allocated between the assets
sold and the retained interests based on their relative fair value at the date of transfer.

The beneficial interest in the Master Trust was accounted for as an available-for-sale security and -
was recorded at fair value. The Company estimated fair value of its beneficial interest in the Master
Trust, both upon initial securitization and thereafter, based on the present value of future expected
cash flows using management’s best estimates of key assumptions including credit losses and payment
rates. See Note 9 of the Notes to Consolidated Financial Statements for further discussion.

Inventories—The Company’s inventory is comprised of finished merchandise and is stated at the
lower of weighted average cost or market value. Cost is calculated based upon the actual landed cost of
an item at the time it is received in the Company’s warehouse using actual vendor invoices, the cost of
warehousing and transporting merchandise to the stores and other direct costs associated with
purchasing merchandise.

The Company recognizes known inventory losses, shortages and damages when incurred and
maintains a reserve for estimated shrinkage since the last physical count, when actual shrinkage was
recorded. The reserves for estimated shrinkage at the end of fiscal years 2009 and 2008 were $6,582,000
and $3,756,000, respectively. The Company’s reserve for shrinkage as of fiscal 2009 year end increased
from 2008 as a result of a shift in the timing of physical inventory counts.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 1—DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

In the fourth quarter of fiscal 2007, the Company made a strategic decision to liquidate certain
inventory, and completed its liquidation efforts by the end of the first quarter of fiscal 2008. In
connection with this decision, a $32,500,000 inventory write-down was recorded in fiscal 2007 to state
the excess inventory at the lower of average cost or market. The write-down :of inventory consisted
primarily of previous merchandise assortments the Company discontinued offering in its stores. This
decision was made by the Company in order to clear room inits stores to allow for new inventory to
be displayed as it arrived throughout fiscal 2008.

Properties, maintenance and repairs—Buildings, equipment, furniture and fixtures, and leasehold
improvements are carried at cost less accumulated depreciation. Depreciation is computed using the
straight-line method over estimated remaining useful lives of the assets, generally thirty years for =
buildings and three to ten years for equipment, furniture and fixtures. Depreciation of improvements to
leased properties is based upon the shorter of the remaining primary lease term or the estimated useful

lives of such assets. Dﬂﬂrec}atlcn related to the r‘nmpqny s distribution centers is n'mlndpd in (‘an of

sales. All other deprematlon costs are included in depreciation and amortization. Depreciation. costs
were $30,556,000, $39,478,000 and $49,984,000 in fiscal 2009, 2008 and 2007, respectively.

Expenditures for maintenance, repairs and renewals that do not materially prolong the original
useful lives of the assets are charged to expense as incurred. In the case of disposals, assets and the
related depreciation are removed from the accounts and the net amount, less proceeds from disposal, is
credited or charged to income. ‘

Long-lived assets are reviewed for 1mpa1rment at least annually and whenever an event or change
in circumstances indicates that its carrying value may not be recoverable. Tf the carrying valué exceeds
the sum of the expected undiscounted ‘cash flows, the assets are considered impaired. For store lével -
long-lived assets, expected cash ﬂows are estimated based on management’s estimate of future sales,
merchandise margin rates, and expenses over the remaining expected terms of the leases. Impairment is
measured as the amount by which the carrying value of the asset exceeds the fair value of the asset.
Fair value is determined by discounting expected cash flows. Impairment, if any, is recorded in the
period in which the impairment occurred. Impairment charges were $9,420,000, or $0.11 per share,
$4,838,000 or $0.05 per share, and $31,947,000, or $0.37 per share, in fiscal 2009, 2008 and 2007,
respectively, and were included in selling, general and administrative expenses. As the projection of
future cash flows requires the use of judgment and estimates, if actual results differ from the
Company’s estimates, additional charges for asset impairments may be recorded in the future. If
management had lowered its assumptions of comparable store sales results by 3% for each of the next
five years, additional impairment charges of approximately $2,300,000 would have been recorded in
fiscal 2009.

Goodwill and intangible assets—The Company applies the provisions of SFAS No: 142, “Goodwill
and Intangible Assets” (“SFAS No. 142”). Under SFAS No. 142, goodwill and intangible assets with
indefinite useful lives are not amortized, but instead are tested for impairment at least annually. In
accordance with SFAS No. 142, the Company’s reporting units were identified as components, and the
goodwill assigned to each represents the excess of the original purchase price over the fair value of the
net identifiable assets acquired for that componént. The Company completed the annual impairment
test as of March 3, 2007. Fair value was determined through analyses of discounted future cash flows -
for the applicable reporting units. The analysis resulted in a write-down of goodwill in fiscal 2007,
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included in selling, general and administrative expenses, of approximately $4,422,000, primarily related
to Pier 1 Kids. The Company had no goodwill remaining as of the end of fiscal 2007.

Revenue recognition—Revenue is recognized upon customer receipt or delivery for retail sales,
including sales under deferred payment promotions on the Company’s proprietary credit card in fiscal
2007 and prior years. A reserve has been established for estimated merchandise returns based upon
historical experience and other known factors. The reserves for estimated merchandise returns at the
end of fiscal years 2009 and 2008 were $1,374,000 and $1,559,000, respectively. The Company’s
revenues are reported net of discounts and returns, net of sales tax and third-party credit card fees, and
include wholesale sales ‘and royalties received from Sears Roebuck de Mexico S.A. de C.V and from
franchise stores in fiscal 2008 and 2007. Amounts billed to customers for shipping and handling are
included in net sales and the costs incurred by the Company for these items are recorded in cost of
sales. - :

Gift cards—Revenue associated with gift cards is recognized when merchandise is sold and a gift
card is redeemed as payment. Gift card breakage is estimated and recorded as income based upon an
analysis of the Company’s historical data and expected trends in redemption patterns and represents
the remaining unused portion of the gift card liability for which the likelihood of redemption is remote.
If actual redemption patterns vary from the Company’s estimates, actual gift card breakage may differ
from the amounts recorded. For all periods presented, gift card breakage was recognized at 30 months
from the original issuance and was $4,107,000, $1,699,000 and $6,222,000 in fiscal 2009, 2008 and 2007,
respectively.

Leases—The Company leases certain property consisting principally of retail stores, warehouses, its
home office and material handling and office equipment under leases expiring through fiscal 2022.
Most retail store locations are leased for primary terms of ten years with varying renewal options and
rent escalation clauses. Escalations occurring during the primary terms.of the leases are included in the
calculation of the minimum lease payments, and the rent expense related to these leases is recognized
on a straight-line basis over this lease term, including free rent periods prior to the opening of its
stores. The portion of rent expense applicable to a store before opening is included in selling, general
and administrative expenses. Once opened for business, rent expense is included in cost of sales.
Certain leases provide for additional rental payments based on a percentage of sales in excess of a
specified base. This additional rent is accrued when it appears that the sales will exceed the specified
base. Construction allowances received from landlords are initially recorded as lease liabilities and
amortized as a reduction of rental expense over the primary lease term. The Company’s lease
obligations are operating leases under SFAS No. 13, “Accounting for Leases.”

Advertising costs—Advertising production costs are expensed the first time the advertising takes
place. Advertising costs were $49,506,000, $55,122,000 and $109,540,000 in fiscal 2009, 2008 and 2007,
respectively. Prepaid advertising at the end of fiscal years 2009 and 2008 was $2,707,000 and $2,096,000,
respectively.

Defined benefit plans—The Company maintains supplemental retirement plans (the “Plans”) for
certain of its current and former executive officers. The Plans provide that upon death, disability,
reaching retirement age or certain termination events, a participant will receive benefits based on
highest compensation, years of service and years of plan participation. These benefit costs are
dependent upon numerous factors, assumptions and estimates. Benefit costs may be significantly
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affected by changes in key actuarial assumptions such as the discount rate, compensation increase rates,
or retirement dates used to determine the projected benefit obligation. Additionally, changes made to
the provisions of the Plans may impact current and future benefit costs. In accordance with accounting
rules, changes in benefit obligations associated with these factors may not be immediately recognized as
costs in the statement of operations, but recognized in future years over the remaining average service
period of plan participants. See Note 7 of the Notes to Consolidated Financial Statements for further
discussion. ' ‘

Income taxes—The Company accounts for income taxes using the asset and liability method.
Under this method, deferred tax assets and liabilities are determined based on differences between
financial reporting and income tax bases of assets and liabilities and are measured using the enacted .
tax rates and laws that will be in effect when the differences are expected to reverse. Deferred tax
assets and liabilities are recorded in the Company’s consolidated balance sheet and are classified as
current or noncurrent based on the classification of the related assets or liabilities for financial
reporting purposes. A valuation allowance is recorded to reduce the carrying amounts of deferred tax
assets unless it is more likely than not those assets will be realized. In assessing the need for a
valuation allowance, all available evidence is considered including past operating results, estimates of
future income, and tax planning strategies. At any point in time, multiple tax years are subject to audit
by various jurisdictions and the Company records reserves for estimates of tax exposures for foreign
and domestic tax audits. However, negotiations with taxing authorities may yield results different from
those currently estimated. See Note 10 of the Notes to Consolidated Financial Statements for further
discussion. N

Loss per share—Basic loss per share amounts were determined by dividing loss from continuing
operations, loss from discontinued operations and net loss by the weighted average number of common
shares outstanding for the period. Diluted loss per share amounts were similarly computed, but would -
have included the effect, if dilutive, of the Company’s weighted average number of stock options
outstanding and shares of unvested restricted stock. ' C
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Loss per share amounts were calculated as follows (in thousands except per share amounts):

‘ , 2009 2008 2007
Loss from continuing operations, basic.and Lo :
diluted ... $(129,253) $(96,011) $(227,238)
Loss from discontinued operations, basic and '
o odiluted ...l e — — 407y
Net loss, basic and diluted ................. $(129,253) $(96,011) $(227,645)
" Average shares outstanding: '
Basic and diluted . ........... e 88,912 88,083 87,395
Loss per share from continuing operatiyons:_‘ ‘ o
Basicand diluted ................. g e $ (145) § (1.09) (2.59)
Loss per share from discontinued operations: o '
Basicand diluted ... ............ . ........ — — % (0D
.Net loss per share: ' o ’ ‘
- Basic and diluted . . . ... e e § (145 % (1.09) $ (2.60)

All 12,302,323, 13,102,360 and 13,991,195 outstanding stock options and shares of unvested
restricted stock were excluded from the computation of the fiscal 2009, 2008 and 2007, respectively, loss
per share as the effect would be antidilutive. In addition, incremental net shares for the conversion
feature of the Company’s 6.375% senior convertible notes due 2036 have not been included in the
Company’s diluted earnings per share calculations for those periods as the average common stock price

has not exceeded the initial conversion price of $15.19 per share.

Stock-based compensation—The Company grants stock options and restricted stock for a fixed
number of shares to employees with stock option exercise prices equal to the fair market value of the
shares on the date of the grant. The Company accounts for stock-based compensation under the
provisions of SFAS No. 123 (Revised 2004), “Share-Based Payment” (“SFAS 123R”). SFAS 123R
requires all companies to measure and recognize compensation expense at an amount equal to the fair
value of share-based payments granted under compensation arrangements. ‘ '

~ The Company adopted SFAS 123R at the beginning of fiscal 2007 using the modified prospective
method. Under the modified prospective method, the Company records stock-based compensation
expense for all awards granted on or after the date of adoption and for the portion of previously . . .
granted awards that remained unvested at the date of adoption. Currently, the Company’s stock-based
compensation relates to stock options, restricted stock awards and director deferred stock units.
Compensation expense is recognized for any unvested stock option awards outstanding as of the date of
adoption on a straight-line basis over the remaining vesting period. The fair values of the options are
calculated using a Black-Scholes option pricing model. The Company records compensation expense for
stock-based awards with a performance condition when it is probable that the condition will be
achieved. The compensation expense ultimately recognized, if any, related to these awards will equal
the grant date fair value for the number of shares for which the performance condition has been
satisfied.
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SFAS 123R requires that forfeitures be estimated at the time of grant. The Company estimates
forfeitures based on its historical forfeiture experience. In accordance with SFAS 123R, the Company
adjusts forfeiture estimates based on actual forfeiture experience for all awards with service conditions.
The effect of forfeiture adjustments for the year was insignificant.

Liquidity—From fiscal 2006 through fiscal 2009, the Company has incurred net losses and had
negative cash flows from operating activities. The Company’s turnaround plan includes making
conservative inventory purchases, managing those inventories, continuing to make the Company’s
merchandise offering more compelling, and improving the in-store experience. In addition, the
Company will continue to focus on its ongoing mission to maximize its revenues, while seeking out
ways to reduce its cost base, considering refinancing alternatives of its convertible senior notes, and
preserving its liquidity. The end of the difficult economic situation faced by the United States is not
known at this time and consumer confidence and spending could remain depressed and possibly
deteriorate even further. The Company may incur negative operating cash flows in future periods, and
a long-term decline in consumer spending could have a materjal adverse effect on the Company’s
financial condition and ability to generate cash flows from operations. There can be no assurance that
the Company will achieve or sustain positive cash flows or profitability over the long-term. During fiscal
2010, the Company may become dependent on availability of adequate capital including utilization
under its secured credit facility to fund operations and carry out its turnaround strategy. The Company
believes that its existing cash balances and borrowings under its secured credit facility will provide
sufficient liquidity to fund operational obligations and capital expenditure requirements through fiscal
year 2010. However, if fiscal 2010 cash flow needs are in excess of availability under the secured credit
facility and the. Company is unable to obtain additional financing sources, the impact thereof will have
a material adverse effect on the Company’s business, financial condition and results of qperatidns, ‘

Adoption of new accounting standards—In May 2008, the Financial Accounting Standards Board
(“FASB”) issued FASB Staff Position (“FSP”) APB 14-1, “Accounting for Convertible Debt Instruments
That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)”, which clarifies
that convertible debt instruments that may be settled in cash upon conversion {(including partial cash
settlement) are not addressed by p'arag‘r'aph 12 of APB Opinion No. 14, “Accounting for Convertible
Debt and Debt Issued with Stock Purchase Warrants.” Additionally, this FSP specifies that issuers of
such instruments should separately account for the liability and equity components in a manner that =
will reflect the entity’s nonconvertible debt borrowing rate when interest cost is recognized in o
subsequent periods. This FSP will be applied retrospectively to all periods presented. FSP APB 14-1 is
effective for the Company at the beginning of fiscal year 2010. The Company is currently evaluating the
impact of the adoption on its financial statements. s Coe T
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NOTE 2—PROPERTIES

Other properties are summarized as follows at February 28, 2009 and March 1, 2008 (in
thousands):

‘ o - 2009 . 2008
Land ................ LS DR % 6,379 $§ 6,379
Buildings ............. e SR 29,546 29,621
Equipment, furniture and fixtures .......... e 243,403 246,803
Leasehold improvements . . .. ... ... ... .. .. ...... 162,832 167,542
Computer software . .. ......... ... 74,588 73,175
Projects in progress . .. ...... ... I ERRINPRy 798 41

‘ o | 517,546 523,561
Less accumulated depreciation and amortization P 432,411 408,609
Other properties, net . ... .......... e e e e $ 85,135 $114,952

In addition to the above properties, the Company had an office building and related assets with
net book value of $80,539,000 as of March 1, 2008 which it utilized as its corporate headquarters. On
June 9, 2008, the Company sold its corporate headquarters building and accompanying land to
Chesapeake Plaza, 1.1L.C., an affiliate of Chesapeake Energy Corporation, for net proceeds of
approximately $102,400,000. The Company also entered into a lease agreement to rent office space in
the building. The lease has a primary term of seven years which began on June 9, 2008, with one
three-year renewal option and provisions for terminating the lease at the end of the fifth lease year.
The related gain on the sale of the property was approximately $23,300,000, the majority of which is
included in other noncurrent liabilitics, and will be recognized over the expected lease term. In
connection with this transaction, the corporate headquarters building was removed from the assets
securing borrowings under the Company’s secured credit facility.

NOTE 3—OTHER ACCRUED LIABILITIES AND NONCURRENT LIABILITIES

The following is a summary of other accrued liabilities and noncurrent hablhtles at February 28,
2009 and March 1, 2008 (in thousands):

2009 2008

Accrued payroll’and other employee-related liabilities . . . . . . . $ 38,185 $ 46,416
Accrued taxes, other than income . .................... 23,617 24,030
Rent-related liabilities . . .. ............ . ... ......... 10,423 11,017
Retirement benefits . . . . . R ' 3,292 1,351
Other.................. ... e e Ve e S 25,833 19,003

‘Other accrued liabilities . .. ... ... U R $101,350‘ '$101,817
Rent-related labilities ... ................... ... ...] - $ 30,047 $ 34,887
Deferred gains ... .. ... .. P L B1L673 0 19,634
Retiremient benefits . .. .. ....... O S 21,074 24,276
Other...... ... ... ... . . . . e : 10,596 ~ 15,361

Other noncurrent liabilities - .. .. .................... $ 93,390 - § 94,158
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NOTE 4—COSTS ASSOCIATED WITH EXIT ACTIVITIES

As part of the ordinary course of business, the Company terminates leases prior to their expiration
when certain stores or distribution center facilities are closed or relocated as deemed necessary by the
evaluation of its real estate portfolio. These decisions are based on store profitability, lease renewal
obligations, relocation space availability, local market conditions and prospects for future profitability.
In connection with these lease terminations, the Company has recorded estimated liabilities in
accordance with SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” At
the time of closure, neither the write-off of fixed assets nor the write-down of inventory related to such
stores was material. Additionally, employee severance costs associated with these closures were not
significant. The estimated liabilities were recorded based upon the Company’s remaining lease
obligations less estimated subtenant rental income. Revisions during the periods presented relate to
changes in estimated buyout terms or subtenant receipts expected on closed facilities. Expenses related
to lease termination obligations are included in selling, general and administrative expenses in the
Company’s consolidated statements of operations. The write-off of fixed assets and associated
intangible assets related to Pier 1 Imports store closures, excluding clearance and Pier 1 Kids stores,
was approximately $36,000, $751,000 and $370,000 in fiscal 2009, 2008 and 2007, respectively. The
following table represents a rollforward of the liability balances for the three fiscal years ended
February 28, 2009 (in thousands): k ' ’

Lease

Termination

o Obligations

' Balance at February 25, 2006 . . . . .. [, . $2859
Original charges. ... ....... B 4245
Revisions. .. .... e e e (242)
Cash payments . ..............ooouuennnnn . (4,426)
Balance at March 3, 2007 ... .. .. e e 2,436
Original charges. .. ........ ... .o 11,573
Revisions. . v oo e v v v v v R (1,133)
Cash payments .................. . ooiinn (7,248)
Balance at March 1, 2008 .. .. ................. 15,628
Original charges. . . .......... ... 5,591
ReviSiOnS. .. . ..o v it i i e 483
Cash payments . .......covviiiiniiinenene. (6,704)
Balance at February 28,2009 ........... L e $ 4,998

Included in the table above are lease termination costs related to the closure of all of the
Company’s clearance and Pier 1 Kids stores and the direct to consumer channel. These concepts were
closed during fiscal 2008 since their aggregate performance was not in line with the Company’s
profitability targets. Lease termination costs associated with these closures were $258,000, or less than
$0.01 per share, during fiscal 2009 and $7,973,000, or $0.09 per share, during fiscal 2008. Cash outflows
related to these lease terminations were $2,889,000 and $5,138,000 during fiscal 2009 and 2008,
respectively. The net write-off of fixed assets, write-down of inventory and employee severance costs
associated with these closures was not material.

An outside firm has been hired to assist the Company in negotiating with landlords to achieve
reductions in rental rates across its store portfolio. In certain cases, if appropriate rental reductions
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cannot be reached, the Company may elect to close those locations. Currently, the Company expects to
close no more than 80 locations in connection with these negotiation efforts. Actual expenses related to.
these closures cannot be estimated as they will largely depend upon the results of on going -
negotiations. . . :

NOTE 5—LONG-TERM DEBT AND AVAILABLE CREDIT
Long-term debt is summarized as follows at February 28, 2009 and March 1, 2008 (in thousands): ‘

2009 2008
Industrial revenue bonds . .. .......... ... ... L. $ 19,000 $ 19,000
6.375% convertible senior notes due 2036................ 165,000 165,000

184,000 - 184,000
- Less—portion due within oneyear..................... — —

Long-termdebt ....... ... ... ... . ... . $184,000 $184,000

The Company has $19,000,000 in industrial revenue bond loan agreements, which have been
outstanding since 1987. Proceeds were used to construct warehouse/distribution facilities. The loan
agreements and related tax-exempt bonds mature in the year 2026. The Company’s interest rates on the
loans are based on the bond interest rates, which are market driven, reset weekly and are similar to
other tax-exempt municipal debt issues. The Company’s weighted average effective interest rate,
including standby letter of credit fees, was 3.5% for fiscal 2009 and 5.2% for both fiscal 2008 and 2007.

In February 2006, the Company issued $165,000,000 of 6.375% convertible senior notes due 2036 .
(the “Notes”) in a private placement, and subsequently registered the Notes with the Securities and
Exchange Commission in June 2006. The Notes are governed by an Indenture dated February 14, 2006
(the “Indenture”). The Notes bear interest at'a rate of 6.375% per year until February 15, 2011 and at
a rate of 6.125% per year thereafter. Interest is payable semiannually in arrears on February 15 and
August 15 of each year, and commenced August 15, 2006. The Notes are convertible into cash and, if
applicable, shares of the Company’s common stock based on an initial conversion rate, subject to
adjustments, of 65.8328 shares per $1,000 principal amount of Notes (which represents an initial
conversion price of approximately $15.19 per share representing a 40% conversion premium at
issuance). Holders of the Notes may convert their Notes only under the following circumstances:

(1) during any fiscal quarter (and only during such fiscal quarter) commencing after May 27, 2006, if
the last reported sale price of the Company’s common stock for at least 20 trading days during the
period of 30 consecutive trading days ending on the last trading day of the preceding fiscal quarter is
greater than or equal to 130% of the applicable conversion price on such last trading day; (2) if the
Company has called the Notes for redemption; or (3) upon the occurrence of specified corporate
transactions. In general, upon conversion of a Note, a holder will receive cash equal to the lesser of the
principal amount of the Note or the conversion value of the Note, plus common stock of the Company
for any conversion value in excess of the principal amount. As of February 28, 2009, the maximum
number of shares that could be required to be issued to net share settle the conversion of the Notes
was 10,862,412 shares. The Company may redeem the Notes at its option on or after February 15, 2011
for cash at 100% of the principal amount. The Notes are fully and unconditionally guaranteed, on a
joint and several basis, by all of the Company’s material domestic consolidated subsidiaries.
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The holders of the Notes can, at their option, require the Company to purchase all or a portion of
their Notes at a repurchase price in cash equal to 100% of the principal amount of the repurchased
Notes at February 15, 2011, February 15, 2016, February 15, 2021, February 15, 2026 and February 15,
2031, or if a fundamental change occurs. “Fundamental change” is defined in the Indenture and will be
deemed to have occurred upon (1) certain changes in beneficial ownership of the Company’s common
equity as described in the Indenture, (2) certain share exchanges, consolidations, mergers, or assets
transactions as described in the Indenture, (3) “Continuing Directors” as defined in the Indenture
ceasing to constitute at least a majority of the Company’s board of directors, (4) the Company’s
stockholders approving any plan or proposal for the Company’s liquidation or dissolution, or (5) the
Company’s common stock ceasing to be listed on a national securities exchange or quoted on the
Nasdaq National Market or another established automated over-the-counter trading market in the
United States. The Company believes that it will continue to be able to satisfy the above requirement
for the listing or quotation of its common stock. If the Company is, however, unable to comply with
this provision of the Notes, the holders of the Notes could, at their option, require the Company to
repurchase all or a portion of their Notes. Such an event could have a material adverse effect on the
Company if the Company does not have sufficient cash, is unable to raise sufficient additional capital
for such repurchases, or is otherwise unable to refinance the Notes.

In connéction with the issuance of the Notes, the Company purchased a call option with respect to
its common stock. If the call option, which expires February 15, 2011, is exercised by the Company, it
must be net share settled, and, in all cases, the Company would receive shares. This transaction has no
effect on the terms of the Notes, but is intended to reduce the potential dilution upon future
conversion of the Notes by effectively increasing the initial conversion price to $17.09 per share,
representing a 57.5% conversion premium at issuance. The call option is exercisable under the same
circumstances which can trigger conversion under the Notes so long as the Company remains listed on
the New York Stock Exchange, The American Stock Exchange, or the Nasdaq National Market or their
respective successors.. The cost of $9,145,000 of the purchased call option is included in shareholders’

equity.

EITF Issue No. 00-19, “Accounting for Derivative Financial Instruments Indexed to, and
Potentially Settled in, a Company’s Own Stock” (“EITF 00-19”), provides guidance for distinguishing
between when a financial instrument should be accounted for permanently in equity, temporarily in
equity or as an asset or liability. The conversion feature of the Notes and the call option each meet the
requirements of EITF 00-19 to be accounted for as equity instruments. Therefore, the conversion
feature has not been accounted for as a derivative, which would require a mark-to-market adjustment
each period. In the event the debt is exchanged, the transaction will be accounted for with the cash
payment of principal reducing the recorded liability and the issuance of common shares recorded in
shareholders’ equity. In addition, the premium paid for the call option has been recorded as additional
paid-in capital in the accompanying consolidated balance sheet and is not accounted for as a derivative.
Incremental net shares for the Note conversion feature will be included in the Company’s future
diluted earnings per share calculations for those periods in which the Company’s average common
stock price exceeds $15.19 per share. ‘ '

As discussed in Note 13 of the Notes to Consolidated Financial Statements, on March 20, 2009 a
foreign subsidiary of the Company purchased $78,941,000 of the Company’s outstanding Notes at a
purchase price of $27,399,000, including accrued interest. The foreign subsidiary intends to hold the
Notes until maturity. As a result of this transaction, the Company has reduced its outstanding
convertible debt to $86,059,000 on a consolidated basis. The Company expects to recognize a gain of
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approximately $49,000,000 in connection with this transaction during the first quarter of fiscal 2010. As
a result of the put features of the Notes, the Company anticipates that the remaining $86,059,000 in
Notes will have to be repaid or refinanced on or before February 15, 2011. The Notes are included in
fiscal 2011 long-term debt maturities in the table below at the entire $165,000,000 that was outstanding
at the end of fiscal 2009. Long-term debt matures as follows (in thousands): ' ‘

: Long-term

Fiscal Year Debt ‘
2000, ..o —
2011, . e . 165,000
2012 . —
2013 . —
2014, . e e e —
Thereafter .. ... ... ... . . .. . . 19,000
Total long-term debt ......... S $184,000

The Company has a $325,000,000 secured credit facility which matures in May 2012 and is secured
by the Company’s eligible merchandise inventory and third-party credit card receivables. The Company
sold its corporate headquarters building during fiscal 2009, and as a result, the building was removed
from the assets securing borrowings under the Company’s secured credit facility at that time. During
fiscal 2009 and 2008, the Company had no cash borrowings under this facility. As of February 28, 2009,
the Company’s borrowing base, as defined by the agreement, was $201,669,000. This borrowing base

.calculation is subject to advance rates and commercially reasonable availability reserves. After excluding
the required minimum $32,500,000 and the $84,256,000 in utilized letters of credit and bankers’
acceptances from the borrowing base, $84,913,000 remained available for cash borrowings. The facility
bears interest at LIBOR plus 1.0% for cash borrowings. The Company pays a fee ranging from 1.0% to
1.5% for standby letters of credit depending on the: average daily availability as defined by the
agreement, 0.5% for trade letters of credit and a commitment fee of 0.25% for any unused amounts.
As of February 28, 2009, the fee for standby letters of credit was 1.0%. As of February 28, 2009, the
Conipany utilized approximately $84,256,000 in letters of credit and bankers’ acceptances against the
secured credit facility. Of the outstanding balance, approximately $16,228,000 related to trade letters of
credit and bankers acceptances for merchandise purchases, $43,669,000 related to standby letters of
credit for the Company’s workers’ compensation and general liability insurance policies, $19,429,000
related to standby letters of credit related to the Company’s industrial revenue bonds, and $4,930,000
related to other miscellaneous standby letters of credit. Should the availability under the facility be less
than $32,500,000, the Company would be required to comply with a fixed charge coverage ratio as
stated in the agreement. Assuming availability was below that level, the fixed charge coverage ratio
would not have been met during fiscal 2009. The Company does not anticipate falling below this
minimum availability in the foreseeable future. The Company was in compliance with all required debt
covenants at fiscal 2009 year end. This facility may limit certain investments and, in some instances,
limit payment of cash dividends and repurchases of the Company’s common stock. Under this credit
facility, the Company will not be restricted from paying certain dividends unless the availability under
the facility over a specified period of time is projected to be less than $97,500,000.
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The Company’s 6.375% couvertible senior notes duc 2036 are fully and unconditionally
guaranteed, on a joint and several basis, by all of the Company’s material domestic consolidated
subsidiaries (the “Guarantor Subsidiaries”). The subsidiaries that do not guarantee such notes are
comprised of the Company’s foreign subsidiaries and certain other insignificant domestic consolidated
subsidiaries (the “Non-Guarantor Subsidiaries”). Each of the Guarantor Subsidiaries is wholly owned.
The Company registered these Notes with the Securities and Exchange Commission in June 2006;
therefore, in licu of providing separate audited financial statements for the Guarantor Subsidiaries,
condensed consolidating financial information is presented below.

CONSOLIDATING CONDENSED STATEMENT OF OPERATIONS
Year Ended February 28, 2009

(in thousands)

Non-
Pier 1 Guarantor Guan?:n‘tor
Imports, Inc.  Subsidiaries  Subsidiaries Eliminations Total
Netsales .........vveeeinnnns .8 —  $1,312,426  $14,674 $ (6,423) $1,320,677
Cost of sales (including buying and
store occupancy costs) .. ..... .. ‘ — 950,710 13,244 (6,741) 957,213
Selling, general and administrative '
(including depreciation and
amortization). . .. .. ... ... < 3,788 479,724 515 — 484,027
Operating income (loss) ......... (3,788) (118,008) 915 318 (120,563)
Nonoperating (income) expenses . . . . . (2,398) 10,881 (417) — 8,066
Income (loss) from continuing
operations before income taxes. . . (1,390)  (128,889) 1,332 318 (128,629)
Provision (benefit) for income taxes . . — 637 (13) — 624
Net income (loss) from continuing
operations . .. ......... e (1,390)  (129,526) 1,345 318 (129,253)
Net income (loss) from subsidiaries . (128,181) 1,345 — 126,836 —
Net income (1088) . .. ............. $(129,571) §$ (128,181) § 1,345 $127,154  § (129,253)
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF OPERATIONS

Year Ended March 1, 2008

(in thousands)

Non-
Pier 1 Guarantor Gua:;ntor
Imports, Inc.©  Subsidiaries  Subsidiaries  Eliminations Total
Netsales......... e e - $ —  $1,505,011  $38,155 $(31,334) $1,511,832
Cost of sales (including buying and ‘
store occupancy costs) . ........ : — 1,068,371 35,466 (31,557) 1,072,280
Selling, general and administrative '
(including depreciation and
amortization). . .. ............ 1,829 525,279 582 — 527,690
Operating income (loss) . ........ (1,829) (88,639) 2,107 223 + (88,138)
Nonoperating (income) expenses . . . . . (2,106) 7,999 (614) — - 5,279
Income (loss) from continuing ’ ‘
operatijons before income taxes . .. 277 (96,638) 2,721 223 (93,417)
Provision for income taxes ......... — 2,380 214 : — 2,594
Net income (loss) from continuing :
operations. . ................ 277 (99,018) 2,507 223 (96,011)
Net income (loss) from subsidiaries - (96,511) 2,507 — 94,004 —
Net income (loss) ... ............. $(96,234) $ (96,511) $ 2,507 $ 94227 $ (96,011)
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF OPERATIONS
Year Ended March 3, 2007

Netsales ...t
Cost of sales (including buylng and
store occupancy costs) . ........
Selling, general and administrative
(including depreaatlon and
amortization) . . .. ... ... ...

Operating income (loss) ......... -
Nonoperating (income) expenses . . . . .

Income (loss) from continuing
operations before income taxes. . .
Provision (benefit) for income taxes ..

Net income (loss) from continuing
coperations . .. ... ...
Net income (loss) from subsidiaries .
Discontinued operations:

Loss from discontinued operations . .

Benefit for income taxes .........

Net loss from discontinued
operations . .. ...... .00l

Net income (10s8) . . ... ..o vnn

(in thousands)

Non-
Pier 1 Guarantor Gual?;‘ntor
Imports, Inc. . Subsidiaries  Subsidiaries  Eliminations Total
$ —  $1,615951  $42,780 $(35,515) $1,623,216
— 1,145,765 39,114 -(35,622) 1,149,257
1,585 697,075 1,529 — 700,189
(1,585)  (226,889) 2,137 107 (226,230)
(3,660) 6,251 (698) — 1,893
2,075  (233,140) 2,835 107 (228,123)
— (1,101) 216 — (885)
2,075 (232,039) 2,619 107 (227,238)
(229,827) ’ 2,212 — 227,615 —
— — (638) — (638)
— — (231) — (231)
— — (407) — (407)
$(227,752) $ (229,827) $ 2,212 $227,722  § (227,645)
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED BALANCE SHEET
February 28, 2009
(in thousands)

Pier 1 Guarantor Gul:l?;l;tor
Imports, Inc..  Subsidiaries  Subsidiaries  Eliminations Total
ASSETS
Current assets: ‘
Cash and cash equivalents ......... $ 61,648 § 62,399 $31,751 $ —  $155,798
Other accounts receivable, net . ... .. 2 15,684 1,880 — 17,566
Inventories . ................... — 316,245 86 — 316,331
Income tax receivable . ............ — 1,667 482 — 2,149
Prepaid expenses and other current ,
aSSetS . . . 100 41,783 — —_ 41,883
Total current assets'. . . .......... 61,750 437,778 34,199 — 533,727
Other properties, net . .............. — 81,398 3,737 —_— 85,135
Investment in subsidiaries ........... 16,125 45,262 — (61,387) —
Other noncurrent assets . . ........... 5,525 31,075 —_ — 36,600
$ 83400 $595,513 $37,936 - $(61,387) $655,462
LIABILITIES AND SHAREHOLDERS’
EQUITY
Current liabilities:
Accounts payable . . .............. $ 116  $ 80,288 $ 291 $ — % 80,695
Intercompany payable (receivable) ...  (226,635) 234,163 (7,528) —_ —
Gift cards and other deferred revenue . — 47,332 —_ —_ 47,332
Accrued income taxes payable v
(receivable) .................. 48 4,553 (167) — 4,434
Other accrued liabilities . .......... 610 100,662 78 — 101,350
Total current liabilities .......... (225,861) 466,998 (7,326) —_— 233,811
Long-termdebt ................... 165,000 19,000 —_ —_ 184,000
Other noncurrent labilities .......... — 93,390 — — 93,390
Shareholders’ equity ............... 144,261 16,125 45,262 (61,387) 144,261
$ 83400  $595,513 $37,936 $(61,387) $655,462
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED BALANCE SHEET
March 1,:2008

(in: thousands)

Non-

Pier 1 Guarantor Guarantor
Imports, Inc. -~ Subsidiaries  Subsidiaries Eliminations Total
ASSETS
Current assets:
Cash and cash equivalents- .. ....... $ 53,030 § 26,824 $13579 % —  $ 93,433
Other accounts receivable, net . ... .. . 5 21,607 . 1,509 — 23,121
Inventories ........ e P — 411,709 — — 411,709
Income tax receivable . ... ......... — 13,251 381 - L= 13,632
Prepaid expenses and other current BRI ‘
assets ... ... ... e - T8 41,367 — — . 41,445
Total current assets .. . .. ........ 53,113 514,758 15,469 - — 583,340
Office building and related assets . .. ... C— 80,539 — — 80,539
Other properties, net . . ............. — 111,112 3,840 : — 114,952
Investment in subsidiaries ........ Ll 145,555 43,354 — (188,909) —

Other noncurrent assets . ... . e 6,588 . 36,485 — — 43,073
: $ 205256  $786,248 $ 19,309  $(188,909) $821,904

LIABILITIES AND SHAREHOLDERS’

EQUITY
Current liabilities: : ;
Accounts payable . . ... ... ... v 3 126 $104,900 -$ 1,058 ~$§ - — $106,084
Intercompany payable (receivable) ...  (228310) 253,339 (25,029) — —
Gift cards and other deferred revenue . — 63,101 — C— 63,101
Accrued income taxes payable ' C
“(receivable) . ..... e 48 5,065 (113) - — .« 5,000
_- Other accrued liabilities . . . ... .. R 648 101,130 39 — 101,817
Total current liabilities ....... S (227,488). 527,535 (24,045) — 276,002
Longtermdebt . .................. 165,000 19,000 — — 184,000
‘Other noncurrent liabilities .. ........ - 94,158 — — 94,158
Shareholders’ equity .. ... .. ..o 267,744 145,555 43,354 (188,909) 267,744

$ 205,256  $786,248  $ 19,309  $(188,909) $821,904
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS

Year Ended February 28, 2009

(in thousands)

period ...... ... ... .. . L, $61,648 $ 62,399

61

Non-
Pier 1 Guarantor Gual?aliltor
Imports, Inc.  Subsidiaries  Subsidiaries  Eliminations Total

Cash flow from operating activities:
Net cash provided by (used in) operatlng .

Cactivities ... L. $ 4782 $(55,282) $18,866 $— $(31,634)
Cash flow from investing activities: : ,

Capital expenditures. .. ........... — (13,378) — — (13,378)
- Proceeds from disposition of propertles — 102,478 — — 102,478

Proceeds from the sale of restricted

investments .................. —_ 3,258 —_ — 3,258

Purchase of restricted investments . . . . — (2,020) — — (2,020)

Collections of a note receivable. . . . . . — 1,500 — — 1,500

Capitalization of subsidiary ... ...... — (250) 250 o —
Net cash provided by investing activities . — 91,588 250 —_ 91,838
Cash flow from financing activities:

Proceeds from stock options exercised,

" stock purchase plan and other, net . . 2,161 — — — 2,161

Advances (to) from subsidiaries .. ... 1,675 (731) (944) = —
Net cash provided by (used in) financing o

activities . ..................... 3,836 (731) (944) — 2,161
Change in cash and cash equivalents. . . . 8,618 35,575 18,172 — 62,365

* Cash and cash equivalents at beginning ‘ '

ofperiod ... ................... 53,030 26,824 13,579 — 93,433

Cash and cash equivalents at end of
$31,751 $—

$155,798



NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS
Year Ended March 1, 2008

(in thousands)

Pier 1 Guarantor Gul:::l;tor
y Imports, Inc. . Subsidiaries  Subsidiaries  Eliminations Total
Cash flow from operating activities:
Net cash provided by (used in) operating : oo =
ACHIVIEIES .\ vv i $ 7,230 $(94,318) $ 4,014 $— $(83,074)
Cash flow from investing activities: - T R

. Capital expenditures . .. ........ .. — (7,153) — (7,153)

« Proceeds from disposition of propetties . — 5,674 - —_— ;5,674
Proceeds from the sale of restricted S : :

investments . ............. .0 e — 6,986 — — 6,986
Purchase of restricted investments . . .. — (589). — — - (589)
© Collections of principal on beneficial L , E
interest in securitized receivables .. . — 1,500, — — 1,500
Net cash provided by investing activities .. - — 6,418 — — . 6,418
Cash flow from financing activities:
Proceeds from stock options exercised, : v S :

.. .stock purchase plan and other, net 3,909 - Lo— = 3,909
Debt issuance cOSts . .iviiv. ... . L — (998) == +(998)
Advances (to) from subsidiaries . . ... - (69,272) 72,023 (275 — —

Net cash provided by (used 1n) flnancmg RS o o o
©activities . ... .. i (65,363): 71,025 - - 1 (2,751) C— 2911
Change in cash and cash equlvalents (58,133) (16,875) . . 1263 .  —: (73,745)
Cash and cash equivalents-at beglnmng S . Co
ofperiod ......... ... 111,163 43,699 12316 ~  — | 167,178
Cash and cash equivalents at end of - S RS
period L. . $53030 §$ 26,824 $13,579 $— $ 93,433
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NOTE 6—CONDENSED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS
N Year Ended March 3, 2007

(in thousands)

Cash flow from operating activities:
.Net cash provided by (used in)
operating activities

Cash flow from investing activities:
Capital expenditures . . ..........
Proceeds from disposition of

properties . .. ... ... ... ...,
Net proceeds from sale of
discontinued operations . .. ... ..
Net proceeds from sale of Pier 1
National Bank .. .............
Proceeds from the sale of restricted
investments . ................
Purchase of restricted investments . .
Collections of principal on beneficial
interest in securitized receivables .

Net cash provided by (used in)
investing activities. . . ...........

Cash flow from financing activities:
Cash dividends . ...............
Proceeds from stock options

exercised, stock purchase plan and
other,net . .................
Notes payable borrowings ........
Repayments of notes payable. . . . ..
Debt issuance-costs. . ...........
Advances (to) from subsidiaries . . . .

Net cash provided by (used in)
financing activities .............

Change in cash and cash equivalents . .

Cash and cash equivalents at beginning
of period . .

Cash and cash equivalents at end of
period

Non-
Pier 1 Guarantor Gual?;ntor

Imports, Inc.  Subsidiaries  Subsidiaries™” Eliminations Total®
$ 9354 $(117,163) $ 2922 $(18) $(104,905)
— (28,600) — — (28,600)
— 173 — — 173
—_ 14,998 (3,397) — 11,601
— 12,962 (2,208) —_ 10,754
— 25,707 — — 25,707
—_ (9,712) — — (9,712)
— 21,907 — — 21,907
— 37,435 (5,605) — 31,830
(17,398) (18) — 18 (17,398)
4,618 101 — — 4,719
— 69,000 — — 69,000
— (69,000) — — (69,000)
— (283) — —_ (283)
(16,190) 22,858 (6,668) — —
(28,970) 22,658 (6,668) 18 (12,962)
(19,616) (57,070) 9,351) — (86,037)
130,779 100,769 21,667 — 253,215
$111,163 $ 43,699 $12,316 7 $ — $ 167,178

) Includes cash at discontinued operation at the beginning of period of $7,100 and $0 at end of

period.
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NOTE 7—EMPLOYEE BENEFIT PLANS

The Company offers a qualified, defined contribution employee retirement plan to all its full- and
part-time personnel who are at least 18 years old and have been employed for a minimum of six
months. During fiscal 2009, 2008 and 2007, employees contributing 1% to 5% of their compensation
received a matching Company contribution of up to 3%. Company contributions to the plan were
$2,082,000, $2,305,000 and $2,645,000 in fiscal 2009, 2008 and 2007, respectively.

In addition, the Company offers non-qualified deferred compensation plans for the purpose of
providing deferred compensation for certain employees whose benefits under the qualified plan may be
limited under Section 401(k) of the Internal Revenue Code. The Company’s expense for these
non-qualified plans was $690,000, $831,000 and $1,628,000 for fiscal 2009, 2008 and 2007, respectively.
The Company has trusts established for the purpose of setting aside funds to be used to settle certain
obligations of these non-qualified deferred compensation plans and contributed $2,020,000 and used
$3,258,000 to satisfy a portion of retirement obligations during fiscal 2009. As of February 28, 2009 and
March 1, 2008, the trusts’ assets consisted of interest bearing investments of $247,000 and $1,460,000
and life insurance policies with cash surrender values of $5,409,000 and $7,187,000 and death benefits
of $13,486,000 and $17,100,000, respectively. The trust assets are restricted and may only be used to
satisfy obligations to plan participants. The Company owns and is the beneficiary of a number of
insurance policies on the lives of current and former key executives that are unrestricted as to use. At
the discretion of the Board of Directors such policies could be contributed to these trusts or to the
trusts established for the purpose of setting aside funds to be used to satisfy obligations arising from
supplemental retirement plans described below. The cash surrender value of these unrestricted policies
was $16,038,000 at February 28, 2009, and the death benefit was $24,920,000. These cash surrender "
values are carried in the Company’s consolidated financial statements in other noncurrent assets.

The Company maintains supplemental retirement plans (the “Plans”) for certain of its executive
officers. The Plans provide that upon death, disability, reaching retirement age and certain termination
events, a participant will receive benefits based on highest compensation, years of service and years of
plan participation. The Company recorded expenses related to the Plans of $3,210,000, $3,511,000 and
$15,112,000 in fiscal 2009, 2008 and 2007, respectively. i

The Plans are not funded and thus have no plan assets. However, a trust has been established for
the purpose of setting aside funds to be used to settle the defined benefit plan obligations upon
retirement or death of certain participants. The trust assets are consolidated in the Company’s financial
statements and consist of interest bearing investments in the amounts of $17,000 and $16,000 included
in other noncurrent assets at February 28, 2009 and March 1, 2008, respectively. These investments are
restricted and may only be used to satisfy retirement obligations to certain participants. The Company
has accounted for these restricted investments as available-for-sale securities. Cash contributions of $0
and $23,000 were made to the trust in fiscal 2009 and 2008, respectively. Any future contributions will
be made at the discretion of the Board of Directors. Restricted investments from the trust were sold to
fund retirement benefits of $0 and $6,986,000 in fiscal 2009 and 2008, respectively. Funds from the trust
will be used to fund or partially fund benefit payments through fiscal year 2019 that are expected to
total approximately $21,118,000. Of this amount, the Company expects to pay $1,784,000 during fiscal
2010, $118,000 during fiscal 2011, $118,000 during fiscal 2012, $118,000 during fiscal 2013, $1,792,000
during fiscal 2014 and $17,188,000 during fiscal years 2015 through 2019. .
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NOTE 7—EMPLOYEE BENEFIT PLANS (Continued) -

Measurement of obligations for the Plans is calculated as of each fiscal year end. The following
provides a reconciliation of benefit obligations and funded status of the Plans as of February 28, 2009
and March 1, 2008 (in thousands):

; 2009 ’ 2008
Change in projected benefit obligation: ‘
Projected benefit obligation, beginning of year.. ... ... . .oi0$ 16,609 - $ 16,460
Service Cost ... ... e 923 498
Interestcost . . ... ... .. 923 . 764
Actuarial (gain) lossV. ... ... .. (715). 5,238
Benefits paid (including settlements) . ................. (118) (6,351
Projected benefit obligation, end of year ............... $ 17,622 $ 16,609
Reconciliation of funded status: ‘ o o - v
Projected benefit obligation. . ................. SN L. $17,622 0 $16,609
Plan assets . . . ... .o e — C—
Funded Status . . . ..o ooei e . $(17,622) $(16,609)
Accumulated benefit obligation. ....................... $(17,622) $(16,609)
Amounts recognized in the balance sheets: ‘ o o
Current liability .. .................... Loevieeess $(1L,784) 8 (326)
Noncurrent liability... .. ................... oo (15838)  (16,282)
Accumulated other comprehenswe loss, pre-tax . .:...... o 4,232 6,311
Net amount recognlzed ............ PP Lo $(13,390) $(10,297)
Cumulative other comprehensive loss, net of taxes of $3 291 Co
in flscal 2009 and 2008 . ... .. e e $ 941 $ 3,020
Welghted average assumptlons used to determine: |
Benefit obligation, end of year:
Discountrate ................. Ve e, AL oaid e 5.00% 0 5.00%
Lump-sum conversion discount rate . ......... e 5.00% 2.75%
Rate of compensation increase® .. .............. ... 0.00% 0.00%
Net periodic benefit cost for years ended: . B
Discountrate . ................... e 500% . 5.50%
Lump-sum conversion discount rate A S - 2.15% 2.75%

-Rate of compensation increase® .. ...... A S 0.00% 0.00%

M Actuarial loss for fiscal 2008 included the impact froni the addmon of the Company’s
President and Chief Executive Officer to the Plan during the year. Pursuant to his
employment agreement, he was entitled to initially participate in the Plan with the same
level of benefit as his accrued benefit at his former employer.

@ The rate of compensation increase shown above reflects no increase anticipated for fiscal
2010. An increase of 3.0% was assumed for fiscal yeéars 2011 and thereafter.
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NOTE 7—EMPLOYEE BENEFIT PLANS (Continued)

P |

Net periodic benefit cost inciuded the following actuariaily determined componenis during fiscal
2009, 2008 and 2007 (in thousands): * Co :

2009 2008 2007

SEIVICE COSL v v oo e vttt e e et et e $ 923 § 498 § 2,405
INterest COSt . . v v vttt ittt et et e 923 764 1,931
Amortization of unrecognized prior service cost . ... ... - 551 361 804
Amortization of net actuarialloss ................. 445 125 3,203
Settlement charges . ......... ... ... — 1,399 5,257
Curtailment charge . ......... ... ... .. ..., 368 364 1,512

Net periodic benefit cost . ..................... $3,210 $3,511  $15,112

As of February 28, 2009 and March 1, 2008, accumulated other comprehensive loss included
amounts that had not been recognized as components of net periodic benefit cost related to prior
service cost of $3,398,000 and $4,317,000, and net actuarial loss of $834,000 and $1,993,000,
respectively. The estimated prior service cost and net actuarial loss that will be amortized from
accumulated other comprehensive loss into net periodic cost in fiscal 2010 are $498,000 and $67,000,

respectively. : - :

In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 158,
“Employers Accounting for Defined Benefit Pension and Other Postretirement Pension Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R)” (‘“‘SFAS 158”). SFAS 158 requires
companies to recognize the funded status of postretirement benefit plans as an asset or liability in the
financial statements. The Company adopted the funded status recognition portion of SFAS 158 as of
March 3, 2007, and recorded an additional liability with an offset to other comprehensive income of
$1,631,000. In addition, SFAS 158 requires an employer to measure its postretirement benefit plan
assets and benefit obligations as of the date of the employer’s fiscal year end. This portion of the
statement was effective for the Company for fiscal 2009 and did not have a material impact on the
Company’s consolidated financial statements. ‘ :

NOTE 8—MATTERS CONCERNING SHAREHOLDERS’ EQUITY

On March 23, 2006, the Board of Directors approved the adoption of the Pier 1 Imports, Inc. 2006
Stock Incentive Plan (the “2006 Plan”). The 2006 Plan was approved by the shareholders on June 22,
2006. The aggregate number of shares available for issuance under the 2006 Plan included a new
authorization of 1,500,000 shares, plus shares (not to exceed 560,794 shares) that remained available for
grant under the Pier 1 Imports, Inc. 1999 Stock Plan (the “1999 Stock Plan”) and the Pier 1
Imports, Inc. Management Restricted Stock Plan, increased by the number of shares (not to exceed
11,186,150 shares) subject to outstanding awards on March 23, 2006, under these prior plans that cease
to be subject to such awards. As of February 28, 2009, there was a total of 1,505,812 shares available
for grant under the 2006 Plan.

Stock option grants—On January 27, 2007, the Board of Directors approved an employment
agreement for the Company’s President and Chief Executive Officer (the “CEO”). The employment
agreement set forth that on February 19, 2007, the CEO would be granted two options to purchase an
aggregate of 3,000,000 shares of the Company’s common stock. The exercise price per share would be
the fair market value of the Company’s common stock on the following day, which was $6.69. The
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NOTE 8—MATTERS CONCERNING SHAREHOLDERS* EQUITY (Continued)

options-were granted as an employment inducement award, and not under any stock option or other
equity incentive plan adopted by the Company. The first option for 1,000,000 shares vested on
February 19, 2008. The second option for 2,000,000 shares could have vested up to 1,000,000 shares
based on the Company’s performance as measured by an adjusted consolidated EBITDA target as
defined in the agreement for the Company’s 2009 fiscal year. However, the target was not met and the
shares did not vest. The remaining 1,000,000 shares from the second option may vest based on the
Company’s performance as measured by an adjusted consolidated EBITDA target for the Company’s
2010 fiscal year. Subject to the terms of the employment agreement, the CEO must be employed at the
end of each fiscal year for the respective options to vest. All options have a term of ten years from the
date of grant. The Company did not expense 1,000,000 shares of the second option during fiscal 2009
since ‘the adjusted consolidated EBITDA target was not met. The remaining 1,000,000 shares of the
second grant did not have a SFAS 123R grant date at the end of fiscal 2009 and will be expensed in
fiscal 2010 if the Company determines it is probable the adjusted consolidated EBITDA target that was
set will be met, :

During fiscal 2009, the Board of Directors approved stock option grants under the 2006 Plan of
617,300 shares. As of February 28, 2009 and March 1, 2008, outstanding options covering 1,259,250 and
802,625 shares were exercisable under the 2006 Plan, respectively. Options were granted at exercise
prices equal to the fair market value of the Company’s common stock at the date of grant. Employee
options issued under the 2006 Plan vest over a period of four years and have a term of ten years from
the grant date. The employee options are fully vested upon death, disability or retirement of the
employee. The 2006 Plan’s administrative committee also has the discretion to take certain actions with
respect to stock options, such as accelerating the vesting, upon certain corporate changes (as defined in
the 2006 Plan). Non-employee director options are fully vested on the date of grant, and are
exercisable for a period of ten years.

"The 1999 Stock Plan provided for the granting of optlons to directors and employees with an -
exercise price not less than the fair market value of the common stock on the date of the grant. The
1999 Stock Plan provided that a maximum of 14,500,000 shares of common stock could be issued under
the 1999 Stock Plan, of which not more than 250,000 shares could be issued under the Director
Deferred Stock Program. The options issued to employees vest equally over a period of four years,
while non-employee directors’ options were fully vested at the date of issuance. Both options have a
term of ten years from the grant date. The employee options are fully vested upon death, disability, or
retirement of an employee, or under certain conditions, such as a change in control of the Company,
unless the Board of Directors determines otherwise prior to a change of control event. As of ,
February 28, 2009, there were no shares available for grant under the 1999 Stock Plan. All future stock
option grants will be made from shares available under the 2006 Plan. Additionally, outstanding options
covering 7,757,400 and 8,465,775 shares were exercisable under the 1999 Stock Plan at fiscal years
ended 2009 and 2008, respectively.

Under the 1989 Employee Stock Option Plan, options vest over a period of four to five years and
all have a term of ten years from the grant date. As of February 28, 2009 and March 1, 2008, .
outstanding options covering 368,975 and 714,825 shares were exercisable, respectively. As a result of
the expiration of the plan durlng fiscal 2005, no shares are available for future grant. The plan was
subject to adjustments for stock dividends and certain other changes to the ‘Company’s capitalization.
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NOTE 8—MATTERS CONCERNING SHAREHOLDERS’ EQUITY (Continued)

A summary of stock opiion {ransactions related io the siock option pians during the three fi

years ended February 28, 2009 is as follows:

Weighted VXsiegrl;tgeél Exercisable Shares
Average Fair Value at  Number of Weighted Average
Shares Exercise Price Date of Grant Shares Exercise Price
Outstanding at February 25, 2006 . . 12,738,025 $15.41 11,438,025 $15.54
Options granted . ............ 2,745,500 7.24 $3.33
Options exercised . ........... (98,950) 7.77
Options cancelled or expired . ... (1,716,450) 14.42
Outstanding at March 3,2007 .. ... 13,668,125 13.95 . ‘ 10,797,625 15.31
Options granted . ........... . 724,000 7.71 3.31
Options exercised . ........... - (50,775) 7.43
Options cancelled or expired . ... (1,763,875) 14.54
Qutstanding at March 1, 2008 . . ... 12,577,475 13.53 ' 10,983,225 - 14.18
Options granted .. ... P 617,300 7.29 ©3.42
Options exercised . . .......... (2,875) 6.79 :
Options cancelled or expired . . . . " (1,481,975) 14.43 . » :
QOutstanding at February 28, 2009 .. 11,709,925 13.09 10,385,625 13.72

“For shares outstanding at February 28, 2009

Weighted Average . :
Remaining Shares Weighted Average

Total Weighted Average Contractual Currently Exercise Price-
Ranges of Exercise Prices Shares Exercise Price Life (in years) Exercisable  Exercisable Shares
$4.24—$6.69 ... ... .. .. 1,524,150 $ 6.37 5.76 - 1,471,650 $ 641
$7.42—8$1127 .. ... ... 4,200,900 - 8.23 . 5.46 3,062,850 8.48
$11.50—$17.25 ......... 2,712,500 - 16.20 5.65 2,580,000 16.30
$18.49—$21.00 ......... 3,272,375 . 19.88 4.10 3,271,125 .. 19.88

As of February 28, 2009, the weighted average remaining contractual term for outstanding and
exercisable options was 5.16 years and 4.78 years, respectively. The aggregate intrinsic value for
outstanding and exercisable options was zero at fiscal 2009 year end. The total intrinsic value of options
exercised for the fiscal years ended 2009, 2008 and 2007 was approximately $2,000, $58,000 and
$372,000, respectively. The intrinsic value of a stock option is the amount by which the market value of
the underlying stock exceeds the exercise price of the option.

On February 26, 2006, the Company adopted the provisions of SFAS 123R. SFAS 123R requires all
companies to measure and recognize compensation expense at an amount equal to the fair value of
share-based payments granted under compensatlon arrangements. Prior to February 26, 2006, the
Company accounted for stock option grants using the intrinsic value method in accordance with
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and
recognized no compensation expense for stock option grants since all options granted had an exercise
price equal to the market value of the underlying common stock on the date of grant. The fair value of
the stock options is amortized on a straight-line basis as compensation expense over the vesting periods
of the options. The fair values for options granted during the respective period were estimated as of
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the date of grant using the Black-Scholes option-pricing model with the following weighted average
assumptions:

2009 2008 2007
Weighted average fair value of options granted . . . .. $ 342 § 331 § 333
Risk-free interest rates. . ... .................. 2.60% 4.68% 4.95%
Expected stock price volatility ................. 51.29%  4243%  47.15%
Expected dividend yields . .................... 0.00% 0.25% 0.40%
Weighted average expected lives . ... ............ Syears Syears 5 years

Option valuation models are used in estimating the fair value of traded options that have no -
vesting restrictions and are fully transferable. In addition, option valuation models require the input of
highly subjective assumptions, including the expected stock price volatility and the average life of
options. The Company uses expected volatilities and risk-free interest rates that correlate with the
expected term of the option when estimating an option’s fair value. To determine the expected term of
the option, the Company bases its estimates on historical exercise activity of grants with similar vesting
periods. Expected volatility is based on the historical volatility of the common stock of the Company
for a period approximating the expected life. The risk free interest rate utilized is the United States
Treasury rate that most closely matches the weighted average expected life at the time of the grant.
The expected dividend yield is based on the annual d1v1dend rate at the time of grant or estimates of
future anticipated dividend rates.

At February 28, 2009, there was approximately $3,313,000 of total unrecognized compensation
expense related to unvested stock option awards. This expense is expected to be recognized over a
weighted average period of 2.08 years. The Company recorded stock-based compensation expense
related to stock options of approximately $3,528,000, or $0.04 per share, $4,278,000, or $ 0.05 per
share, and $4,494,000, or $0.05 per share, in fiscal 2009, 2008 and 2007, respectively. The Company
recognized no net tax benefit related to stock based compensation during fiscal 2009 or fiscal 2008 as a
result of the Company’s valuation allowance on all deferred tax assets. See Note 10 of the Notes to
Consolidated Financial Statements for additional discussion of incore taxes.

A summary of the Company’s nonvested options as of February 28, 2009 is as follows:

Weighted Average

Grant Date
Options. - Fair Value
Nonvested at beginning of period ................. 1,594,250 $3.68
Granted. ... ...... ... .. . 617,300 3.42
Vested . ... .o (674,750) 3.78
Cancelled .................. e (212,500) 354
Nonvested atend of period ..................... 1,324,300 $3.53

Restricted stock grants—As of February 28, 2009 and March 1, 2008, the Company had 592,398
and 524,885 unvested shares of restricted stock awards outstanding, respectively. During fiscal 2009,
399,400 shares of restricted stock were granted, 177,268 shares of restricted stock vested, and 154,619
shares of restricted stock were cancelled. During fiscal 2008, 435,100 shares of restricted stock were
granted, 78,870 shares of restricted stock vested, and 154,415 shares of restricted stock were cancelled.
The weighted average fair market value at the date of grant of the restricted stock shares granted
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during fiscal 2009 pursuant to the 2006 Plan was $7.45 and is being expensed over the requisite vesting
period of three years. As of fiscal 2009 year end, no shares were available for future grant under the
Management Restricted Stock Plan since all future grants, if any, will be made from shares available
under the 2006 Plan.

Compensation expense for restricted stock was $1,649,000, or $0.02 per share, $1,559,000, or § 0.02
per share, and $970,000, or $0.01 per share in fiscal 2009, 2008 and 2007, respectively. As of
February 28, 2009, there was $3,122,000 of total unrecognized compensation expense related to
restricted stock that may be recognized over a weighted average period of 1.62 years if all performance
targets are met. The total fair value of restricted stock awards vested was $1,076,000, $664,000, and
$456,000 in fiscal 2009, 2008 and 2007, respectively.

Director deferred stock units—The 2006 Plan and the 1999 Stock Plan also authorize director
deferred stock unit awards to be granted to non-employee directors. During fiscal 2009, each director
could elect to defer up to 100% of their director’s cash fees into a deferred stock unit account. The
annual retainer fees deferred (other than committee chairman and chairman annual retainers) received
a 25% matching contribution from the Company in the form of director deferred stock units. As of ‘
February 28, 2009 and March 1, 2008, there were 554,292 shares and 360,939 shares deferred, but not
delivered, under the 2006 Plan and the 1999 Stock Plan. All future grants will be awarded from shares
available for grant under the 2006 Plan. During fiscal 2009, approximately 193,352 director deferred
stock units were granted, no shares were delivered, and no shares were cancelled. Compensation
expense for the director deferred stock awards was $1,015,000, $1,084,000 and $557,000 in fiscal 2009,
2008 and 2007, respectively. ‘ E ’

Stock purchase plan—Substantially all Company employees are eligible to participate in the Pier 1
Imports, Inc. Stock Purchase Plan under which the Company’s common stock is purchased on behalf of
employees at market prices through regular payroll deductions. Each participant may contribute up to
20% of the eligible portions of compensation. The Company contributes 25% of the participants’
contributions. Prior to June 20, 2008, a participant could contribute up to 10% of eligible _
compensation, and the Company contributed from 10% to 100% of the participant’s contribution,
depending on length of participation and date of entry into the plan. Company contributions to the
plan were $263,000, $786,000 and $1,143,000 in fiscal years 2009, 2008 and 2007, respectively. As of
March 29, 2009, the Company’s stock purchase plan was suspended.

Shares reserved for future issuances—As of February 28, 2009, the Company had approximately
15,770,000 shares reserved for future issuances under the stock plans. This amount includes stock
options outstanding, director deferred units and shares available for future grant.

NOTE 9—PROPRIETARY CREDIT CARD INFORMATION

On September 6, 2006, the Company allowed its agreement to securitize its proprietary credit card
receivables to expire. At the time of expiration, the Company purchased $144,007,000 of proprietary
credit card receivables, previously held by the Master Trust, an unconsolidated subsidiary, for .
$100,000,000 in cash and in exchange for $44,007,000 of beneficial interest. The Master Trust, upon
approval from the Class A Certificate holders, paid $100,000,000 to redeem the Class A Certificates
that were outstanding. ,
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On November 21, 2006, the Company completed the sale of its proprietary credit card operations .
to Chase. The sale was comprised of the Company’s proprietary credit card receivables, certain - .
charged-off accounts, and the common stock of Pier 1 National Bank. The Company received cash
proceeds of $157,583,000 and was entitled to receive additional proceeds of $10,750,000, plus any
accrued interest, over the life of the long-term program ‘agreement. In both fiscal 2009 and fiscal 2008,
the Company received payments of $1,500,000. The net deferred gain associated with this sale will be
recognized in nonoperating income over the ten-year life of the agréement described below The
Company recognized $2,164,000 and $1,551,000 deferred gain related to this agreement in flscal 2009
and 2008, respectlvely

. In addition, the Company and Chase entered into a long-term program agreement, Under thlS
agreement, the Company ‘continues to support the card through marketing programs-and receive -
additional payments over the life.of the agreement for transaction level incentives, marketing support
and other program terms. The Company received total payments of $7,500,000 and $8 742,000 related -
to this agreement during fiscal 2009 and 2008, respectively. ‘ '

Prior to the sale of its proprietary credit card op‘eratlons in November 2006, the Company’s”
proprietary credit card receivables were generated under open-ended revolving credit accounts issued
by its subsidiary, Pier.1 National Bank, to finance purchases of merchandise and services. offered by the
Company. These accourits had various billing and payment structures, including varying minimum -
payment levels. The Company had an agreement with a third party to provide certain: credit card .
processing. and related credit services, while the Company maintained control over credit pohcy
decisions and customer service standards.

‘Net proprietary credit card income was included in selling, general and administrative expenses on
the Company’s statements of operations. The following table presents a summary of the Company’s
proprietary credit card results, prior to the sale of Pier 1 National Bank, for fiscal 2007 on a managed
basis. Fiscal 2007 income and costs include activity through November 21, 2006, when the Company
completed the sale of its proprietary credit card operations.

112007
(in thousands)
Income: ‘
Finance charge income, net of debt service costs . .............. $20,127
Otherincome ........... i i 118
20,245
Costs:
Processing fees . .. ... ... . 11,565
Baddebts ......... . . 3,449
15,014
Net proprietary credit card income . . .. ..................... $ 5,231

The Company began securitizing its entire portfolio of proprietary credit card receivables (the
“Receivables”) in fiscal 1997. On a daily basis from February 26, to September 6, 2006, the Company
sold all of its proprietary credit card receivables, except an immaterial amount of those that failed
certain eligibility criteria, to a special-purpose wholly owned subsidiary, Funding. The Receivables were
then transferred from Funding to the Master Trust. In exchange for the Receivables, the Company
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received cash and retained a residual interest in the Master Trust. These cash payments were funded

from undistributed principal collections on the Receivables that were previously sold to the Master
Trust.

Funding was capitalized by the Company as a special-purpose wholly owned subsidiary and was
subject to certain covenants and restrictions, including a restriction from engaging in any business or
activity unrelated to acquiring and selling interests in receivables. The Master Trust issued beneficial
interests that represented undivided interests in the assets of the Master Trust. Neither Funding nor the
Master Trust was consolidated in the Company’s financial statements. Under U.S. generally accepted
accounting principles, if the structure of a securitization meets certain requirements, such transactions
are accounted for as sales of receivables. As the Company’s securitizations met such requirements, they
were accounted for as sales. Gains or losses resulting from the daily sales of Receivables to Funding
were not material during fiscal 2007. The Company’s exposure to deterioration in the performance of
the Receivables was limited to its retained beneficial interest in the Master Trust. As such, the
Company had no corporate obligation to reimburse Funding, the Master Trust or purchasers of any
certlflcatcs issued by the Master Trust for credit losses from the Receivables.

As a result of the securitization, the Master Trust had $100,000,000 of outstanding 2001-1 Class
Certificates issued to a third party through September 6, 2006. The 2001-1 Class A Certificates bore
interest at a floating rate equal to the rate on commercial paper issued by the third party plus a credit
spread. Since the securitization agreement expired in September 2006, there were no outstanding
2001-1 Class A Certificates or 2001-1 Class B Certificates at the end of fiscal 2009 or 2008 as afl
amounts were settled.

Cash flows recelved by the Company from the Master Trust durmg flscal 2007 were as follows (in
thousands): - : :

2007
Proceeds from collections reinvested in revolving securitizations .. ... ... $212,653
Servicing fees received . .. ... $ 1,190
Cash flows received on retained interests .. ..........ovvuennrennn $ 32,592
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NOTE 10—INCOME TAXES

The provision (benefit) for income taxes for each of the last three fiscal years consists of (in
thousands): " '

2009 2008 2007
Federal: .
~ Current .. .... e $296 $ 521 $(25,442)

Deferred ................ e e e e e — — 22,980
State: : ‘

Cuarrent . ...... ... ... .. 236 1,623 (365)

Deferred ............. . 0 — — 1,596
Foreign: S ' : :

Current . ........................ e e 92 450 346
CDeferred ..o — — —
Provision (benefit) for income taxes from continuing ‘

Operations .. ............. .. i 624 2,594 (885)
Provision (benefit) for income taxes from discontinued

operations . ............ ... . .. - — (231)
Total provision (benefit) for income taxes ............ $624  $2,594 $ (1,116)

The Company files a U.S. federal income tax return and income tax returns in various states and
foreign jurisdictions. The Company has settled and closed all Internal Revenue Service (“IRS™)
examinations of the Company’s tax returns for all years through fiscal 2002. Certain refund claims have
been through appeals and during fiscal 2009 the Company received a refund of $12,429,000, including
interest. With only a few exceptions, and other than changes to state taxable income required by the
IRS adjustments from the fiscal years 2000 through 2002 audit, the Company is no longer subject to
state, local and non-U.S. income tax examinations by tax authorities for.years before fiscal 2003. The
IRS completed its examination of fiscal years 2003 through 2007 during the first quarter of fiscal 2010.
As a result of prior refunds received for the years under audit, the final audit results are subject to
approval by the Joint Committee on Taxation. Final approval is expected to be received within
15 months. There were no adjustments from this examination which resulted in significant permanent
differences that had not already been reserved.

The Company has net operating loss carryforwards of approximately $276,000,000. These loss
carryforwards can be utilized to offset future income but will begin to expire in fiscal year 2027 if not
utilized before then,
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~O AnNn

2008 were comprised of the following (in thousands):

2009 2008
Deferred tax assets:
Deferred compensation . .. .......c.eonee . .. % 19,157 § 16,933
Net operating losS . . .« .o v v i 109,779 75,924
Accrued average Ient . ... ......een e 13,180 13,912
CFixed assets, net ... ov it 33,741 17,584
Self INSUTANCE TESEIVES &« v v v v v v vt o et nimanee e 10,999 9,658
Deferred gain on sale of credit card operations. ... ..... 6,793 7,373
Cumulative foreign currency translation .............. 1,299 1,949
Deferred revenue and revenue reserves ... ......... .. 6,380 5,111
Purchased call option ....... P R . 1,561 2,159
Other....... .o, e e e 6,892 6,630
Total deferred tax assets . .............. e . 209,781 157,233
Deferred tax liabilities:
INVENTOTY .« oottt e it (27,733)  (29,898)
OREY . o ot e e e e e (1,049) (1,630)
Total deferred tax liabilities . . .. ... ... ... v vnt (28,782)  (31,528)
Valuation allOWance . ... .vveverevnenneeaneneennns 7 (180,999)  (125,705)
Net deferred tax assets . . .o v v v v e ve v i vun e $ — 3 —

During fiscal 2007, the Company recorded a valuation allowance against all deferred tax assets. In
addition, net deferred tax assets arising from losses during fiscal 2009 and 2008 in excess of the amount
expected to be carried back to offset taxable income in a prior year were fully reserved through a
valuation allowance during the respective years.' As these deferred tax assets were established and fully
reserved during fiscal 2009 and 2008, there was no net impact to the provision of income taxes.

The difference between income taxes at the statutory federal income tax rate of 35% in fiscal 2009,
2008 and, 2007, and income tax reported in continuing operations in the consolidated statements of
operations is as follows (in thousands):

2009 2008 2007

Tax benefit at statutory federal income tax rate . ... $(45,020) $(32,696) $(79,843)
State income taxes, net of federal benefit ........ (12,350)  (1,240)  (4,091)
Increase in valuation allowance. ... ......... ... 56,637 36,498 83,047
Net foreign income taxed at lower rates, net of

foreign tax credits. . .. ... .. e 92 (209) 718
Other, NEt . o\ v vt i e i e 1,265 241 (716)
Provision (benefit) for income taxes from continuing

OPErations . . .. vvvv v e $ 624 $ 2594 § (88Y)

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 109” (“FIN 48”), which clarifies the accounting for
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uncertainty in tax positions. FIN 48 prescribes the minimum recognition threshold a tax position is
required to meet before being recognized in the financial statements. It also provides guidance on
derecognition, measurement, classification, interest and penalties, accounting in interim periods,
disclosure and transition. The Company adopted the provisions of FIN 48 effective as of the beginning
of fiscal 2008. As a result of the cumulative effect of the adoption, the Company recorded a $5,073,000
decrease in retained earnings in fiscal 2008. Upon adoption on March 4, 2007, total reserves for
uncertain tax positions were $13,908,000.

On a quarterly and annual basis, the Company accrues for the effects of open uncertain tax
positions. A summary of amounts recorded for unrecognized tax benefits at the beginning and end of
fiscal 2009 and 2008 are presented below, in thousands:

Unrecognized Tax Benefits—March 4, 2007 .. .................... . $13,908
Gross increases—tax positions in prior period . .. ...... ... .. L 1,880
Gross decreases—tax positions in prior period . ......... ... ... (1,400)-
SEtHlEIMEIES - & o o o v vt e e et e e (449)
Unrecognized Tax Benefits—March 1, 2008 . ..................o0hn $13,939
Gross increases—tax positions in prior period . . .. ... ..o 3
Gross decreases—tax positions in prior period .......... ... 0. (1,179)
SEttlEMENLS . o o v v vt e e e (1,418)
Expiration of statute of limitations . . ......... ... . oo (168)
Unrecognized Tax Benefits—February 28, 2009 .. ... .. e $11,177

If the Company were to prevail on all unrecognized tax benefits recorded, this entire reserve for
uncertain tax positions would have a favorable impact on the effective tax rate. It is reasonably possible
that the amount of the unrecognized tax benefit with respect to certain of the Company’s unrecognized
tax positions will increase or decrease during the next 12 months as a result of audit settlements.
Accordingly, the Company has classified $4,680,000 of the reserve for uncertain tax positions and the
related accrued interest as a current liability in the accompanying consolidated balance sheet. The
Company does not expect the resolution of these issues to have a significant effect on the Company’s
results of operations or financial position.

Interest and penalties associated with unrecognized tax benefits are recorded in nonoperating
(income) and expenses and selling, general and administrative expenses, respectively. The Company
recorded expenses of $1,059,000 and $2,312,000 related to penalties and interest in fiscal 2009 and
fiscal 2008, respectively. The Company had accrued penalties and interest of $5,854,000 and $6,786,000
at February 28, 2009 and March 1, 2008, respectively.
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Leases—At February 28, 2009, the Company had. the following minimum lease commitments and
future subtenant receipts from continuing operations in the years indicated (in thousands):

Operating  Subtenant

Fiscal Yeér Leases Income
2000 ... oo e $225496 $ 787
2001 . 202,259 839
2002 o 177,640 783
2013 ... ... e e, 141,379 . 561
2004 99,542 333
Thereafter.......................... e e e 90,115 112

Total lease commitments. . ........... I $936,431  $3,415

Rental expense incurred was $244,776,000, $253,962,000 and $257,255,000, including contingent
rentals of $43,000, $46,000 and $93,000, based upon a percentage of sales, and net of sublease incomes
totaling $281,000, $332,000 and $304,000 in fiscal 2009, 2008 and 2007, respectively.

During fiscal 2009, the Company entered into an agreement to sell its corporate headquarters
building and accompanying land. As part of the transaction, the Company entered into an agreement to
rent office space in the building. See Note 2 of the Notes to Consolidated Financial Statements for further
discussion.

Legal matters—There were no significant legal matters in fiscal 2009. During fiscal 2008, the
Company paid $4,376,000, for the settlement of a“class action lawsuit regarding compensation matters,
which was included in selling, general and administrative expenses in fiscal 2007.

There are various claims, lawsuits, investigations and pending actions against the Company and its
subsidiaries incident to the operations of its business. The Company considers them to be ordinary and
routine in nature. The Company maintains liability insurance against most of these claims: It is the
opinion of management, after consultation with counsel, that the ultimate resolution of such litigation
will not have a material adverse effect, either individually or in aggregate, on the Company’s financial
position, results of operations or liquidity.

NOTE 12—DISCONTINUED OPERATIONS

During the fourth quarter of fiscal 2006, the Company’s Board of Directors authorized ,
management to sell its operations of The Pier with stores located in the United Kingdom and Ireland.
The Company met the criteria of SFAS 144 that allowed it to classify The Pier as held for sale and
present its results of operations as discontinued for all years presented. On March 20, 2006, the
Company sold The Pier to Palli Limited for approximately $15,000,000. Palli Limited is a wholly owned
subsidiary of Lagerinn ehf (“Lagerinn”), an Iceland corporation owned by Jakup a Dul Jacobsen.
Collectively Lagerinn and Mr. Jacobsen beneficially owned approximately 9.9% of the Company’s
common stock as of the date of the sale. Expenses incurred by the Company in March 2006 related to
The Pier were $407,000, net of taxes, which included an insignificant gain on the sale. The Company
recorded net sales from these discontinued operations of $3,323,000 for fiscal 2007.
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NOTE 13—SUBSEQUENT EVENT

On March 20, 2009, a foreign subsidiary of the Company purchased $78,941,000 of the Company’s
outstanding 6.375% convertible senior notes due 2036 at a purchase price of $27,399,000,including
interest accrued to the date of purchase. The foreign subsidiary presently intends to hold the notes
until maturity. As a result of this transaction the Company has reduced its outstanding convertible debt
to $86,059,000 on a consolidated basis. In connection with this transaction, the Company expects to
recognize a gain of approximately $49,000,000 during the first quarter of fiscal 2010. .

NOTE 14—SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly financial data for the years ended February 28, 2009 and March 1, 2008 are
set forth below (in thousands except per share amounts): ‘

Three Months Ended

w ) 5/31/2008 8/30/2008 11/29/2008 = 2/28/2009

Netsales . ..ottt i $310,020  $320,494  $300,906 $389,257
Grossprofit . ................. F 87,606 86,135 87,891 101,832
Netloss .........ooiieiiiian, e (32,824)  (30,156) (36,855) (29,418)
Basic and diluted loss per share.. . ... .......... ... ... (.37 (:34) (:41) (:33)

| . Three Months Ended

Fiscal 2008 N 6/2/2007 9/1/2007  12/1/2007  3/1/2008

Netsales .o e e e e $356,375 $344,566 $374,181 $436,710
Gross profit . .................... e e e 87,178 87,524 - 125,895 138,955
Net income (10s§) ... .......covivnnn.. e (56,378)  (43,409) (9,962) 13,738
Basic and diluted income (loss) per share............. - (.64) (-49) (.11) 16
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Item 9. Changes in and Disagreements with Accountants on Accountinig and Financial Disclosure.

None.

Item 9A. Controls and Procedures.
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

As'required by Rules 13a-15 and 15d-15 under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”),-an evaluation was conducted under the supervision.and with the participation of
the Company’s management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of the Company’s disclosure controls and procedures as of
February 28, 2009, and based on this evaluation the Chief Executive Officer and Chief Financial
Officer have concluded, with reasonable assurance, that .the Company’s disclosure controls. and
procedures were effective as of such date to ensure that information required to be disclosed by the
Company in its reports filed or furnished under the Exchange Act is (a) accumulated and
communicated to management, including the Chief Executive Officer and the Chief Financial Officer,
as appropriate o allow timely decisions regarding required disclosure, and (b) recorded, processed,
summarized. and reported within the time periods specified in the Securities and Exchange
Comumission’s rules and forms.

REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is respon51ble for establishing and maintaining a system of internal control over
financial reporting designed to provide reasonable assurance that transactions are executed in
accordance with management authorization and that such transactions are properly recorded and
reported in the financial statements, and that records are maintained so as to permit preparation of the
financial statements in actordance with U.S. generally accepted accounting principles. Because of its
inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Management has assessed the effectiveness of the Company’s internal control over financial reportmg
utilizing the criteria set'forth by the' Committee of Sponsoring Organizations of:the Treadway
Commission in Internal Control—Integrated Framework. Management concluded that based on its
assessment, Pier 1 Imports, Inc.’s internal control over financial reporting was effective as of
February 28, 2009. Ernst & Young LLP, an independent registered public accounting firm, has audited
the Company’s internal control over financial reporting as of February 28, 2009, as stated in their
report which is included in this Annual Report on Form 10-K.

/s/ Alexander W. Smith

Alexander W. Smith
President and
Chief Executive Officer

/s/ Charles H. Turner

Charles H. Turner
Executive Vice President and
Chief Financial Officer

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no changes in the Company’s internal control over financial reporting during the
fourth quarter of fiscal 2009 that would have materially affected, or would have been reasonably likely
to materially affect, the Company’s internal control over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors of Pier 1 Imports, Inc.

We have audited Pier 1 Imports, Inc.’s internal control over financial reporting as of February 28,
2009, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsormg Organizations of the Treadway Commission (the COSO criteria). Pier 1 Imports, Inc.’s
management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the
accompanying Report of Management on Internal Control over Financial Reporting. Our responsibility
is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reportlng includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

In our opinion, Pier 1 Imports Inc. maintained, in all material respects, effective internal control
over financial reporting as of February 28, 2009, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheets of Pier 1 Imports, Inc. as of
February 28, 2009 and March 1, 2008, and the related consolidated statements of operations,
shareholders’ equity, and cash flows for each of the three years in the period ended February 28, 2009
and our report dated April 28, 2009 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Fort Worth, Texas
April 28, 2009

Item 9B. Other Information.

None.
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PART III
Item 10. Directors, Executive Officers and Corporate Governance.
Directors of the Company

Information regarding directors of the Company required by this Item is incorporated by reference
to the section entitled “Item 1—Election of Directors, Nominees for Directors” set forth in the
Company’s Proxy Statement for its 2009 Annual Meeting of Shareholders.

The information regarding compliance with Section 16(a) of the Securities Exchange Act of 1934
required by this Item is incorporated by reference to the section entitled “Section 16(a) Beneficial
Ownership Reporting Compliance” set forth in the Company’s Proxy Statement for its 2009 Annual
Meeting of Shareholders.

Information regarding the Company’s audit committee financial experts and code of ethics and
business conduct required by this item is incorporated by reference to the section entitied “Matiers
Relating to Corporate Governance, Board Structure, Director Compensation and Stock Ownership” set
forth in the Company’s Proxy Statement for its 2009 Annual Meeting of Shareholders.

No director or nominee for director of the Company has any family relationship with any other
director or nominee or with any executive officer of the Company.

Item 11. Executive Compensation.

The information required by this Item is incorporated herein by reference to the section entitled
“Executive Compensation” and the section entitled “Matters Relating to Corporate Governance, Board
Structure, Director Compensation and Stock Ownership—Non-Employee Director Compensation for
the Fiscal Year Ended February 28, 2009 set forth in the Company’s Proxy Statement for its 2009
Annual Meeting of Shareholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required by this Item is incorporated by reference to the section entitled “Matters
Relating to Corporate Governance, Board Structure, Director Compensation and Stock Ownership—
Security Ownership of Management”, “Matters Relating to Corporate Governance, Board Structure,
Director Compensation and Stock Ownership—Security Ownership of Certain Beneficial Owners”, the
table entitled “Executive Compensation—Outstanding Equity Awards Table for the Fiscal Year Ended
February 28, 20097, and the table entitled “Equity Compensation Plan Information” set forth in the
Company’s Proxy Statement for its 2009 Annual Meeting of Shareholders.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this Item is incorporated by reference to the section entitled
“Compensation Committee Interlocks and Insider Participation; Certain Related Party Transactions”
and “Matters Relating to Corporate Governance, Board Structure, Director Compensation and Stock
Ownership—Director Independence” set forth in the Company’s Proxy Statement for its 2009 Annual
Meeting of Sharecholders.

Item 14. Principal Accounting Fees and Services.

Information required by this Item is incorporated by reference to the sections entitled
“Independent Registered Public Accounting Firm Fees” and “Pre-approval of Nonaudit Fees” set forth
in Item 4 of the Company’s Proxy Statement for its 2009 Annual Meeting of Shareholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

(a) List of consolidated financial statements, schedule§ and exhibits filed as part of this report.

1.

Financial Statements
Report of Independent Registered Public Accounting Firm

Consolidated Statements of Operations for the Years Ended February 28, 2009, March 1,
2008 and March 3, 2007 ‘

Consolidated Balance Sheets at February 28, 2009 and March 1, 2008

Consolidated Statements of Cash Flows for the Years Ended February 28, 2009, March 1,
2008 and March 3, 2007 : ;

Consolidated Statements of Shareholders’ Equity for the Years Ended February 28, 2009,
March 1, 2008 and March 3, 2007

Notes to Consolidated Financial Statements
Financial Statement Schedules

Schedules have been omitted because they are not required or are not applicable or because
the information required to be set forth therein either is not material or is included in the
financial statements or notes thereto.

3. Exhibits
See Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934; the
Company has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. '

PIER 1 IMPORTS, INC.

Date: April 28, 2009 | By: /s/ ALEXANDER W. SMITH

Alexander 'W. Smith,
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Company and in the capacities and on the dates
indicated. ‘ '

Signature Title » Date

[

/s/ ToM M. THOMAS
Tom M. Thomas

Director, Chairman of the Board April 28, 2009

/s/ ALEXANDER W. SMITH Director, President and Chief .
: . ' April 28, 2009
Alexander W. Smith Executive Officer
/s/ CHARLES H. TURNER Executive Vice President and .
Charles H. Turner Chief Financial Officer April 28, 2009

/s/ LAURA A. SCHACK

Principal Accounting Officer April 28, 2009
Laura A. Schack
/s/ JoHN H. BURGOYNE . )
Director April 28, 2009
John H. Burgoyne
/s/ DR. MICHAEL R. FERRARI . .
- - Director April 28, 2009
Dr. Michael R. Ferrari
/s/ ROBERT B. HOLLAND, III . .
Director April 28, 2009

Robert B. Holland, III
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Signature

/s/ KAREN W. KATZ

Karen W. Katz

/s/ TERRY E. LONDON

Terry E. London

/s/ CECE SMITH

Cece Smith

Director

Director

Director
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Title

Date

April 28, 2009

~ April 28, 2009

April 28, 2009



Exhibit No.

EXHIBIT INDEX

Description

3(3i)
3(i)

4.1

412

10.1*

10.2*

10.3*

10.3.1*

10.3.2*

10.3.3*

10.3.4*

10.3.5*

10.4*

10.4.1*

Certificate of Incorporation and Amendments thereto, incorporated herein by reference
to Exhibit 3(i) to Registrant’s Form 10-Q for the quarter ended May 30, 1998.

Bylaws of the Company as amended to date, incorporated herein by reference to
Exhibit 3(ii) to Registrant’s Form 10-K for the year ended February 26, 2005.

Indenture dated February 14, 2006 and Form of 6.375% Convertible Senior Notes due
2036, among Pier 1 Imports, Inc., the Subsidiary Guarantors parties thereto and
JPMorgan Chase Bank, National Association, incorporated herein by reference to
Exhibit 4.1 to the Company’s Form 8-K filed February 16, 2006.

Registration Rights Agreement dated February 14, 2006, among Pier 1 Imports, Inc., the
Guarantors parties thereto and the Initial Purchaser named therein, incorporated herein
by reference to Exhibit 4.3 to the Company’s Form 8-K filed February 16, 2006.

Form of Indemnity Agreement between the Company and the directors and executive
officers of the Company dated December 4, 2003, incorporated herein by reference to
Exhibit 10.1 to the Company’s Form 10-K for the year ended February 28, 2004.

The Company’s Supplemental Executive Retirement Plan, Restated as of January 1, 2009,
incorporated herein by reference to Exhibit 10.5 to the Company’s Form 10-Q for the
quarter ended November 29, 2008,

The Company’s Supplemental Retirement Plan, Restated as of January 1, 2009,
incorporated herein by reference to Exhibit 10.4 to the Company’s Form 10-Q for the
quarter ended November 29, 2009.

Participation Agreement dated November 9, 2007, by and between Alexander W, Smith
and Pier 1 Imports, Inc., incorporated herein by reference to Exhibit 10.1 to the
Company’s Form 8-K filed November 15, 2007.

Participation Agreement Amendment dated April 20, 2008 by and between Jay R. Jacobs
and Pier 1 Imports, Inc., incorporated herein by reference to Exhibit 10.5 to the
Company’s Form 8-K filed April 24, 2008.

Participation Agreement Amendment dated April 20, 2008 by and between Charles H.
Turner and Pier 1 Imports, Inc., incorporated herein by reference to Exhibit 10.6 to the
Company’s Form 8-K filed April 24, 2008.

Participation Agreement Amendment dated April 20, 2008 by and between David A.
Walker and Pier 1 Imports, Inc., incorporated herein by reference to Exhibit 10.7 to the
Company’s Form 8-K filed April 24, 2008.

Participation Agreement Amendment dated April 20, 2008 by and between Gregory S.
Humenesky and Pier 1 Imports, Inc., incorporated herein by reference to Exhibit 10.3.6
to the Company’s Form 10-K for the year ended March 1, 2008.

The Company’s 1989 Employee Stock Option Plan, amended and restated as of June 27,
1996, incorporated herein by reference to Exhibit 10.6.1 to the Company’s Form 10-K for
the year ended February 26, 2005.

Amendment No. 1 to the Company’s 1989 Employee Stock Option Plan, incorporated
herein by reference to Exhibit 10.6.2 to the Company’s Form 10-K for the year ended
February 26, 2005.



Exhibit No.

Description

10.5*%

10.5.1*

10.5.2%

10.5.3*

10.6*

10.6.1*

10.7*

. 10.8*

10.8.1*

10.9

10.9.1

10.9.2

10.10

10.10.1

10.11*

Form. of Post-Employment Consulting Agreement between the Company and its
executive officers, incorporated herein by reference to Exhibit 10(r) to the Company’s

‘Form: 10-K for the fiscal year ended February 29, 1992.

Termination of Post-Employment Consulting Agreement dated April 20, 2008 by and
between Jay R. Jacobs and Pier 1 Imports, Inc., incorporated by reference to Exhibit 10.1
to the Company’s Form 8-K filed April 24, 2008.

Termination of Post-Employment Consulting Agreement dated April 20, 2008 by and

- between Cary H. Turner and Pier 1 Imports, Inc., incorporated by reference to

Exhibit 10.2 to the Company’s Form 8-K filed April 24, 2008.

Termination of Post-Employment Consulﬁng Agreement dated April 20,2008 by and
between David A. Walker and Pier 1 Imports, Inc., incorporated by reference to,
Exhibit 10.3 to the Company’s Form 8-K filed Apnl 24, 2008.

The Company’s 1999 Stock Plan, as amended and restated December 31, 2004, ‘
incorporated herein by reference to Exhibit 10.3 to the Company’s 8-K filed October 12,
2006.

First Amendment to the Pier 1 Imports, Inc. 1999 Stock Plan, as amended and restated
December 31, 2004, incorporated herein by reference to Exhlblt 10.2 to the Company’s
Form 10-Q for the quarter ended September 1, 2007.

Forms of Director and Employee Stock Option Agreements, incorporated herein by
reference to Exhibit 10.2 to the Company’s Form 10-Q for the quarter ended August 28,
1999.

Pier 1 Imports, Inc. Stock Purchase Plan, restated as amended June 20, 2008,
1ncorp0rated herein by reference Exhibit 10.2 to the Company’s Form 10-Q for the
quarter ended May 31, 2008.

Amendment to the Pier 1 Imports, Inc. Stock Purchase Plan.

Secured Credit Agreement, dated November 22, 2005, among the Company, certain of its
subsidiaries, Bank of America, N.A., Wells Fargo Retail Finance, LLC, Wachovia Bank,
National Association, HSBC Bank USA, N.A., JPMorgan Chase Bank, N.A., and others,
incorporated herein by reference to Exhibit 10.1 to the Company’s Form 8-K filed
November 23, 2005.

First Amendment to Credit Agreement, dated as of July 28, 2006, by and among Pier 1
Imports (U.S.), Inc., Bank of America, N.A., the facility guarantors party thereto and the
lenders party thereto, incorporated herein by reference to Exhibit 10.1 to the Company’s
Form 8-K filed July 28, 2006. '

Second Amendment to Credit Agreement, dated as of May 31, 2007 by and among Pier 1
Imports (U.S.), Inc., Bank of America, N.A., the facility guarantors party thereto and the
lenders party thereto, incorporated herein by reference to Exhibit 10.1 to the Company s

Form 8-K filed June 5, 2007. ‘ ,

Pier 1 Umbrella Trust, dated December 21, 2005, incorporated herein by reference to
Exhibit 10.1 to the Company’s Form 8-K filed December 21, 2005.

Pier 1 Umbrella Trust Amendment No. 1, effective’ January 1, 2009, incorporated herein
by reference to Exhibit 10.2 to the Company’s Form 10-Q for the quarter ended
November 29, 2008.

Pier 1 Imports, Inc. 2006 Stock Incentive Plan ‘(Omnibus Plan), Restated as Amended
through March 25, 2008, incorporated herein by reference to Exhibit 10.15 to the
Company’s Form 10-K for the year ended March 1, 2008.



Exhibit No.

Description

10.11.1*

10.11.2*
10.11.3*
10.11.4*
10.11.5*

- 10.12*

10.12.1*

10.12.2%

10.12.3*

10.13*

10.14*

10.15*

10.15.1*

10.15.2*

10.15.3*

10.15.4*

First Amendment dated December 15, 2008 to Pier 1 Imports, Inc. 2006 Stock Incentive
Plan (Omnibus Plan) Restated as Amended Through March 25, 2008, incorporated
herein by reference to Exhibit 10.6 to the Company’s Form 10-Q for the quarter ended
November 29, 2008.

Form of Non-Qualified Stock Option Agreement—Noo—Employee Director, incorporated
herein by reference to Exhibit 10.2 to the Company’s Form 8-K filed June 23, 2006.

Form of Non-Qualified Stock Option Agreement—FEmployee Participant, incorporated
herein by reference to Exhibit 10.3 to the Company’s Form 8-K filed June 23, 2006.

Form of Restricted Stock Award Agreement (Time Vesting), incorporated herein by
reference to Exhibit 10.4 to the Company’s Form 8-K filed June 23, 2006.

Form of Restricted Stock Award Agreement (Performance Vesting), incorporated herein
by reference to Exhibit 10.5 to the Company’s Form 8-K filed June 23, 2006.

Pier 1 Imports Non-Employee Director Compensation Plan, incorporated herein by
reference to Exhibit 10.2 to the Company’s Form 10-Q for the quarter ended August 26,
2006.

Pier 1 Imports Non- Employee Director Compensatlon Plan, as amended March 4, 2007,

incorporated herein by reference to Exhibit 10 22.1 to the Company’s Form 10-K for the
year ended March 3, 2007.

Pier 1 Imports Non-Employee Director Compensation Plan, as amended March 25, 2008,
incorporated herein by reference to Exhibit 10.16.2 to the Company’s Form 10-K for the
year ended March 1, 2008.

Pier 1 Imports Non-Employee Director Compensation Plan, as amended December 15,
2008, incorporated by reference to Exhibit 10.7 to the Company’s Form 10- Q for the
quarter ended November 29, 2008.

Pier 1 Imports Benefit Restoration Plan I, as amended and restated effective J anuary 1,
2005, incorporated herein by reference to Exhibit 10.1 to the Company s Form 8-K filed
October 12, 2006. .

Pier 1 Imports Benefit Restoration Plan II, as amended and restated effective January 1,
2009, incorporated herein by reference to Exhibit 10.3 to the Company’s Form 10-Q for
the quarter ended November 29, 2008.

Employment Agfeement by and between Alexander W. Smith and Pier 1 Imports, Inc.
dated February 19, 2007, incorporated herein by reference to Exhibit 10.1 to the
Company’s Form 8-K filed January 30, 2007.

Form of Non-Qualified Stock Option Agreement between Alexander W. Smith and Pier 1
Imports, Inc., incorporated herein by reference to Exhibit 10.2 to the Company’s
Form 8-K filed January 30, 2007.

Form of Non-Qualified Stock Option Agreement between Alexander W. Smith and Pier 1
Imports, Inc., incorporated herein by reference to Exhibit 10.3 to the Company’s .
Form 8-K filed January 30, 2007.

First Amendment to Employment Agreement by and between Alexander W. Smith and
Pier 1 Imports, Inc., dated October 6, 2008, incorporated herein by reference to
Exhibit 10.19.3 to the Company’s Form 10-Q for the quarter ended August 30, 2008.

First Amendment to Non-Qualified Stock Option Agreement between Alexander W.
Smith and Pier 1 Imports, Inc. dated October 6, 2008, incorporated herein by reference
to Exhibit 10.19.4 to the Company’s Form 10-Q for the quarter ended August 30, 2008.
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10.16.2

10.17

10.18

10.18.1

10.19

10.20*

10.21*

21
23
311

31.2

321

99.1

Credit Card Program Agreement by and among Pier 1 Imports (U.S.), Inc. and Chase
Bank USA, N.A,, incorporated herein by reference to Exhibit 10.3 to the Company’s
Form 10-Q for the quarter ended June 2, 2007.

Amendment No. 1 to the Credit Card Program Agreement by and among Pier 1 Imports
(U.S.), Inc. and Chase Bank USA, N.A., incorporated herein by reference to Exhibit 10.3
to the Company’s Form 10-Q for the quarter ended September 1, 2007.

Amendment No. 2 to the Credit Card Program Agreement by and among Pier 1 Imports
(US.), Inc. and Chase Bank USA, N.A., incorporated herein by reference to Exhibit 10.4
to the Company’s Form 10-Q for the quarter ended September 1, 2007.

Real Estate Purchase Agreement by and between Chesapeake Land Company, L.L.C.
and Pier 1 Services Company, dated March 25, 2008, incorporated by reference herein to
Exhibit 10.21 to the Company’s Form 10-K for the year ended March 1, 2008.

Office Lease between Chesapeake Plaza, L.L.C and Pier 1 Services Company, dated
June 9, 2008, incorporated herein by reference to Exhibit 10.1 to the Company’s
Form 10-Q for the quarter ended May 31, 2008.

First Amendment to Office Lease, dated June 20, 2008, incorporated herein by reference
to Exhibit 10.1.1 to the Company’s Form 10-Q for the quarter ended May 31, 2008.

Agreement for Severance Benefits and for Release, Waiver and Nondisclosure,
incorporated herein by reference to Exhibit 99.1 to the Company’s Form 8-K filed
October 1, 2008.

Summary Plan Description of Pier 1 Imports Limited Severance Plan, Restated as of
January 1, 2009, incorporated herein by reference to Exhibit 10.1 to the Company’s
Form 10-Q for the quarter ended November 29, 2008.

Termination of Pier 1 Executive Health Expense Reimbursement Plan, effective
January 5, 2009, incorporated herein by reference to Exhibit 10.8 to the Company’s
Form 10-Q for the quarter ended November 29, 2008.

Subsidiaries of the Company.
Consent of Independent Registered Public Accounting Firm.

Certification of the Chief Executive Officer Pursuant to Exchange Act
Rule 13a-14(a)/15d-14(a).
Certification of the Chief Financial Officer Pursuant to Exchange Act
Rule 13a-14(a)/15d-14(a).

Certification of Chief Executive Officer and Chief Financial Officer pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

Pier 1 Imports, Inc. Stock Purchase Plan Audit Report

*

Management Contracts and Compensatory Plans
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PIER 1 IMPORTS, INC.
100 Pier 1 Place
Fort Worth, Texas 76102

May 27, 2009
Dear Shareholder:

The board of directors and management cordially invite you to attend Pier 1 Imports’ annual
meeting of shareholders to be held at 10:00 a.m., local time, on Wednesday, July 1, 2009, at Pier 1
Imports’ corporate headquarters, Mezzanine Level, Conference Center Room C, 100 Pier 1 Place,

Fort Worth, Texas 76102. The formal notice of the annual meeting of shareholders and proxy statement
are attached. Please read them carefully. We are pleased to offer a live webcast of the annual meeting
at www.pierl.com by linking through the “Investor Relations” page and then the “Events” page.

It is important that your shares be voted at the meeting in accordance with your preference. If you
do not plan to attend, you may vote your proxy by telephone, Internet or mail. A toll-free telephone
number and web site address are included on your proxy card. If you choose to vote by mail, please
complete the proxy card located in the envelope’s address window by indicating your vote on the issues
presented and sign, date and return the proxy card in the prepaid envelope provided. If you are able to
attend the meeting and wish to vote in person, you may withdraw your proxy at that time. See the
response to the question “How do I vote?” below for a more detailed description of voting procedures
and the response to the question “Do I need an admission ticket to attend the annual meeting?” below
for our procedures for admission to the meeting.

Sincerely,

M@ YA

Alexander W. Smith Tom M. Thomas
President and Chief Executive Officer Chairman of the Board



PIER 1 IMPORTS, INC
- 100 Pier 1 Place -
Fort Worth, Texas 76102
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

To Be Held July 1, 2009

* Pier 1 Imports’ annual meeting of shareholders will be held on' Wednesday; July 1, 2009, -at
10:00 a.m., local time, at Pier 1 Imports’ corporate headquarters, Mezzanine Level; Conference Center
Room C, 100 Pier 1 Place, Fort Worth, Texas 76102 for the following purposes:

M

)

®)

4

©)

©)
()

to elect as directors the eight nominees named in the attached proxy statement to hold office
until the next annual meeting of sharcholders and until their successors are elected and
qualified;

to vote on a proposal to approve an amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to effect a reverse stock split of Pier 1 Imports’ common stock having a split
ratio between, and including, 1-for-2 and 1-for-20, as will be selected by the board of directors
prior to the time of filing such Certificate of Amendment with the Delaware Secretary of
State;

to vote on a proposal to approve an amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to reduce the par value of Pier 1 Imports’ common stock from $1.00 per share
to $0.001 per share;

to vote on a proposal to approve an amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to increase the authorized number of Pier 1 Imports’ shares of preferred stock
from 5,000,000 shares to 20,000,000 shares, to shorten the description of the authority of the
board of directors to issue such shares, and to eliminate the terms and provisions of the
Formula Rate Preferred Stock currently set forth in the Certificate of Incorporation;

to vote on a proposal to ratify the audit committee’s approval to engage Ernst & Young LLP
as Pier 1 Imports’ independent registered public accounting firm for fiscal 2010;

to vote on a shareholder proposal, if properly presented at the meeting; and

to transact any other business as may properly come before the annual meeting or any
adjournment or postponement of the meeting.

Only shareholders of record at the close of business on May 4, 2009 (which is the record date for
the annual meeting of shareholders) will be entitled to vote at the annual meeting.

Pier 1 Imports will begin sending this combined proxy statement and annual report and the
enclosed proxy card to all shareholders entitled to vote, on or about May 27, 2009.

By order of the board of directors,

Michael A. Carter
Senior Vice President and General Counsel,

Secretary

May 27, 2009
Fort Worth, Texas

PLEASE PROMPTLY SUBMIT YOUR PROXY BY MAIL, TELEPHONE OR INTERNET WHETHER

OR NOT YOU INTEND TO BE PRESENT AT THE ANNUAL MEETING.



IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
ANNUAL MEEETING OF SHAREHOLDERS TO BE HELD JULY 1, 2009:

Pursuant to rules promulgated by the Securities and Exchange Commission, we have elected to provide
access to our proxy materials both by: (i) sending you this full set of proxy materials, including a
proxy card; and (ii) notifying you of the availability of our proxy materials on the Internet. The Notice
of Annual Meeting, Proxy Statement and 2009 Annual Report are available on our web site at
http://www.pierl.com/annualreport. Additionally, you may access the Notice of Annual Meeting, Proxy
Statement and 2009 Annual Report at http://bnymellon.mobular.net/bnymellon/pir, which does not use

“cookies” or other software that identifies visitors accessing the web site. .



PIER 1 IMPORTS, INC.
100 Pier 1 Place
Fort Worth, Texas 76102

PROXY STATEMENT
FOR
ANNUAL MEETING OF SHAREHOLDERS

To Be Held July 1, 2009
Questions and Answers Regarding the Annual Meeting -
Why did I receive these proxy materials?

These proxy materials are being mailed to all sharcholders entitled to vote beginning on or about
May 27, 2009. We are providing them to you in connection with the solicitation by the board of
directors of Pier 1 Imports, Inc., a Delaware corporation, of proxies to be voted at our 2009 annual
meeting of shareholders and at any adjournment or postponement of the meeting.

You are receiving these proxy materials because you own shares of Pier 1 Imports’ common stock
that entitle you to vote at the meeting. Financial and other information concerning Pier 1 Imports is
contained in our Annual Report on Form 10-K for the fiscal year ended February 28, 2009. By use of a
proxy, you can vote on the matters to be decided at the meeting without actually attending the meeting
in person.

You are invited to attend our annual meeting of shareholders on July 1, 2009, beginning at
10:00 a.m., local time. The annual meeting will be held at Pier 1 Imports’ corporate headquarters,
Mezzanine Level, Conference Center Room C, 100 Pier 1 Place, Fort-Worth, Texas 76102. Shareholders
will be admitted to the annual meeting shortly before it begins at 10:00 a.m., local time. Seating will be
limited. You will need an admission ticket or proof of ownership to enter the annual meeting. See the
response to the question “Do I need an admission ticket to attend the annual meeting?” below.
Directions to Pier 1 Imports’ corporate headquarters are located on the last page of this proxy
statement. ’

Pier 1 Imports’ corporate headquarters is accessible to disabled persons and, upon request, we will
provide wireless headsets for hearing amplification. Sign interpretation also will be provided upon
request. To request either of these accommodations, please contact our Investor Relations Department
on or before June 17, 2009. You may make your request by mail to Pier 1 Imports, Inc., Attn.: Investor
Relations Department, 100 Pier 1 Place, Fort Worth, Texas 76102 or by telephone at (817) 252-7835. or .
toll-free at (888) 807-4371.

Pursuant to rules promulgated by the Securities and Exchange Commission (“SEC”), we have
elected to provide access to our proxy materials both by sending you this full set of proxy materials,
including a proxy card, and by notifying you of the availability of our proxy materials on the Internet.
This proxy statement and our 2009 Annual Report are available on our web site at
http://www.pierl.com/annualreport. Additionally, you may .access our proxy statement and 2009 Annual
Report on Form 10-K at hitp://bnymellon.mobular.net/bnymellon/pir, which does not use “cookies” or
other software that identifies visitors accessing the web site.

What will the shareholders vote on at the annual meeting?

The shareholders will be asked to vote on the following items:

o the election as directors of the eight nominees named in this proxy statement to hold office until
the next annual meeting of shareholders and until their successors are elected and qualified;

* a proposal to approve an amendment of the Certificate of Incorporation of Pier 1 Imports, Inc.
to effect a reverse stock split of Pier 1 Imports’ common stock having a split ratio between, and



including, 1-for-2 and 1-for-20, as will be selected by the board of directors prior to the time of
filing such Certificate of Amendment with the Delaware Secretary of State;

* a proposal to approve an amendment of the Certificate of Incorporation of Pier 1 Imports, Inc.
to reduce the par value of Pier 1 Imports’ common stock from $1.00 per share to $0.001 per
share;

* to vote on a proposal to approve an amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to increase the authorized number of Pier 1 Imports’ shares of preferred stock
from 5,000,000 shares to 20,000,000 shares, to shorten the description of the authority of the
board of directors to issue such shares, and to eliminate the terms and provisions of the Formula
Rate Preferred Stock currently set forth in the Certificate of Incorporation;

* a proposal to ratify the audit committee’s approval to engage Ernst & Young LLP as Pier 1
Imports’ independent registered public accounting firm for fiscal 2010;

* a shareholder proposal, if properly presented at the meeting; and

* any other business as may properly come before the annual meeting or any adjournment or
postponement of the meeting.

Who is entitled to vote at the annual meeting?

Holders of Pier 1 Imports’ common stock at the close of business on May 4, 2009, are entitled to
receive this notice and to vote their shares at the annual meeting. As of that date, there were
90,489,276 shares of common stock outstanding and entitled to vote. Each share of common stock is
entitled to one vote on each matter properly brought before the annual meeting.

What is the difference between holding shares as a shareholder of record and as a beneficial owner?

If your shares are registered directly in your name with Pier 1 Imports’ transfer agent, Mellon
Investor Services LLC, you are considered, with respect to those shares, the “shareholder of record.”
The notice of annual meeting, proxy statement, proxy card and accompanymg documents have been
sent directly to you by us.

If your shares are held in a stock brokerage account or by a bank or other holder of record, you
are considered the “beneficial owner” of these shares. The notice of annual meeting, proxy statement,
proxy card and accompanying documents have been forwarded to you by your broker, bank or other
holder of record who is considered, with respect to those shares, the shareholder of record. As the
beneficial owner, you have the right to direct your broker, bank or other holder of record on how to
vote your shares by using the voting instruction card included in the mailing or by followmg their
instructions for voting by telephone or on the Iniernet.

How do I vote?
You may vote using any of the following methods:
* By mail

Be sure to complete, sign and date the proxy card or voting instruction card and return it in the
prepaid envelope. If you are a shareholder of record and you return your signed proxy card but
do not indicate your voting preferences, the persons named in the proxy card will vote the
shares represented by that proxy as recommended by the board of directors.

If you are a shareholder of record, and the prepaid envelope is missing, please mail your
completed proxy card to BNY Mellon Shareowner Services, Proxy Processing, PO. Box 3550,
S. Hackensack, New Jersey 07606-9210.



* By telephone or on the Internet

The telephone and Internet voting procedures established by us for shareholders of record are
designed to authenticate your identity, to allow you to give your voting instructions and to
confirm that those instructions have been properly recorded.

You can vote by calling the toll-free telephone number on your proxy card. Please have your
proxy card in hand when you call. Easy-to-follow voice prompts allow you to vote your shares
and confirm that your instructions have been properly recorded. If you are located outside the
U.S. and Canada please use the mail or Internet voting methods.

The web site for Internet voting is Attp://www.proxyvoting.com/pir. Please have your proxy card in
hand when you go online. As with telephone voting, you can confirm that your instructions have
‘been properly recorded. :

Telephone and Internet voting facilities for shareholders of record will be available 24 hours a
day, and will close at 11:59 p.m. Eastern Time on June 30, 2009.

The availability of telephone and Internet voting for beneficial owners will depend on the voting

- processes of your broker, bank or other holder of record. We therefore recommend that you
follow the voting instructions in the materials provided to you by your broker, bank or other
holder of record.

If you vote by telephone or on the Internet, you do not have to return your proxy card or voting
instruction card.

* In person at the annual meeting

All shareholders may vote in person at the annual meeting. You may also be represented by
another person at the annual meeting by executing a proper proxy designating that person. If
you are a beneficial owner of shares, you must obtain a legal proxy from your broker, bank or
other holder of record and present it to the inspector of election with your ballot to be able to
vote at the annual meeting[ o '

Your vote is important. Your timely response can save us the expense of attempting to contact you
again.

What can I do if I change my mind after I vote my shares?

If you are a shareholder of record, you can revoke your proxy prior to the completion of voting at
the meeting by:

* written notice to our corporate secretary at 100 Pier 1 Place, Fort Worth, Texas 76102;
* timely delivery of a valid, later-dated proxy; or
e voting in person at the annual meeting.

If you are a beneficial owner of shares, you may submit new voting instructions by contacting your
broker, bank or other holder of record. You may also vote in person at the annual meeting if you
obtain a'legal proxy as described in the answer to the previous question.

What shares are included on the proxy card?
If you are a shareholder of record you will receive only one proxy card for all the shares you hold:

¢ in certificate form

* in book-entry form



* in book-entry form purchased through the Pier 1 Imports, Inc. Direct Stock Purchase and
Dividend Reinvestment Plan;

and if you are a Pier 1 Imports employee:

* in book-entry form granted under the Pier 1 Imports, Inc. 2006 Stock Tncentive Plan as a
restricted stock award.

If you are a beneficial owner, you will receive voting instructions from your broker, bank or other
holder of record.

What will happen if I sign and return my proxy-card with no voting instructions?

If you sign and return your proxy card with no voting instructions with respect to a matter to be
voted on, your shares will be voted in accordance with the recommendation of the board of directors
contained in this proxy statement.

Who will count the vote?

Representatives of Pier 1 Imports™ transfer agent, Mellon Investor Services LLC, will tabulate the
votes and act as inspector of election.

Is there a list of shareholders entitled to vote at the annual meeting?

The names of shareholders of record entitled to vote at the annual meeting will be available at the
annual meeting and for ten days prior to the meeting for any purpose germane to the meeting,
between the hours of 8:00 a.m. and 5:00 p.m., local time, at our corporate headquarters at 100 Pier 1
Place, Fort Worth, Texas 76102; by contactlng our corporate secretary.

What constltutes a quorum?

The presence of the holders of a majority of the outstanding shares of common stock entitled to
vote at the annual meeting, present in person or represented by proxy, is necessary to constitute a
quorum. - . , .

How are abstentions and “broker non-votes” counted in determining the presence of a quorum?

Abstentions and “broker non-votes” are counted as present and entitled to vote for purposes of
determining a quorum. A “broker non-vote” occurs when a broker, bank or other holder of record
holding shares for a beneficial owner does not vote on a particular proposal because that holder does
not have discretionary voting power for that particular ltem and has not received instructions from the
beneficial owner.

How are abstentions and “broker non-votes” counted in voting?

An abstention, if allowed for a proposal, will not be counted as voting “FOR” a matter, and,
therefore, will have the same effect as a vote “AGAINST” the matter. Broker non-votes will have the
same effect as a vote “AGAINST” Item 4 (to increase the authorized number of shares of preferred
stock from 5,000,000 shares to 20,000,000 shares, to shorten the description of the authority of the
board of directors to issue such shares, and to eliminate the terms and provisions of the Formula Rate .
Preferred Stock) and Item 6 (the shareholder proposal if the proposal is properly presented at the
meeting).



What are the voting requirements to elect the directors and to approve each of the proposals discussed
in this proxy statement?

DISCRETIONARY
VOTING
PROPOSAL VOTE REQUIRED ALLOWED?
Election of Directors ‘ Majority of the shares entitled to vote Yes
present in person or represented by proxy at
the annual meeting |
Amendment of Certificate of Majority of the outstanding shares entitled Yes
Incorporation of Pier 1 Imports, Inc. to vote on the proposal
(Reverse Stock Split of Common
Stock)
Amendment of Certificate of Majority of the outstanding shares entitled Yes
Incorporation of Pier 1 Imports, Inc. to vote on the proposal
(Reduce Par Value of Common
Stock)
Amendment of Certificate of Majority. of the outstanding shares entitled No
Incorporation of Pier 1 Imports, Inc. to vote on the proposal
(Increase the Authorized Number of
Shares of Preferred Stock, Shorten
Board of Directors’ Authority
Description, and Eliminate Formula
Rate Preferred Stock Provisions)
Ratification of Ernst & Young LLP Majority of the shares entitled to vote , Yes
present in person or represented by proxy at
the annual meeting
Shafeholdcr Proposal If the proposal is prpperly presented at the - No

meeting, a majority of the shares entitled to
vote present in person or represented by
proxy at the annual meeting

If you are a beneficial owner, your broker, bank or other holder of record is permitted to vote
your shares on the election of directors, the approval of the amendment of the Certificate of
Incorporation of Pier 1 Imports, Inc. (reverse stock split of common stock), the approval of the
amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. (reduce par value of common
stock), and the ratification of Ernst & Young LLP as our independent registered public accounting
firm, even if the holder of record does not receive voting instructions from you. If you are a beneficial
owner, your broker, bank or other holder of record is not permitted to vote on the approval of the
amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. (increase the authorized number
of shares of preferred stock, shorten board of directors’ authority description, and eliminate Formula
Rate Preferred Stock provisions), or the shareholder proposal, absent instructions from you. Without
your voting instructions, a broker non-vote will occur on these items.

Could other matters be decided at the annual meeting?

At the date this proxy statement went to press, we did not know of any matters to be raised at the
annual meeting other than those referred to in this proxy statement.



If you have returned your signed and completed proxy card and other matters are properly
presented at the annual meeting for consideration, the proxies appointed by the board of directors (the
persons named in your proxy card if you are a shareholder of record) will have the discretion to vote
on those matters for you.

Can I access the notice of annual meeting, proxy statement, and accompanying documents on the
Internet?

The notice of annual meeting, proxy statement, and 2009 annual report are available on our web
site at http://www.pierl.com/annualreport. Additionally, and in accordance with SEC rules; you may
access these materials at http://bnymellon.mobular.net/brnymellon/pir, which does not use “cookies” or
other software that identifies visitors accessing the web site.

Instead of receiving future copies of our proxy statement and annual report materials by mail,
shareholders can elect to receive an e-mail that will provide electronic links to these materials. Opting
to receive or access your proxy materials online will save us the cost of reproducing and mailing
documents to your home or business, and also will give you an electronic link to the proxy voting site.

Shareholders of Record: You may enroll in MLinkS™M offered by Pier 1 Imports’ transfer agent,
Mellon Investor Services LLC, for online access to our future proxy statement and annual report
materials by going to http://bnymellon.com/shareowner/isd and logging into, or activating, your Investor
ServiceDirect® account where step-by-step instructions will prompt you through the enrollment process.

Beneficial Owners: 1f you hold your shares in a brokerage account, you also may have the
opportunity to receive or access copies of these materials electronically. Please check the information
provided in the proxy materials mailed to you by your broker, bank or other holder of record regarding
the availability of this service.

Who will pay for the cost of this proxy solicitation?

We have hired Mellon Investor Services LLC to assist us in soliciting proxies. We will pay all costs
associated with the solicitation, including Mellon’s fees, which it expects to be approximately $10,000,
plus all mailing and delivery expenses. In addition to solicitations by mail, our officers and employees
may solicit proxies on behalf of Pier 1 Imports personally and by telephone or other means, for which .
they will receive no compensation beyond their normal compensation. We may also make arrangements
with brokerage houses and other custodians, nominees and fiduciaries to forward solicitation material
to the beneficial owners of stock held of record by such persons, and we will reimburse them for their
reasonable out-of-pocket and clerical expenses.

Do I need an admission ticket to attend the annual meeting?

You will need an admission ticket or proof of ownership to enter the annual meeting. An
admission ticket is attached to your proxy card if you hold shares directly in your name as a
shareholder of record. If you plan to attend the annual meeting, please vote your proxy biit keep the -
admission ticket and br1ng it with you to the annual meeting.

If your shares arc held beneflc1ally in the name of a broker, bank or other holder of record and
you plan to attend the annual meeting, you must present proof of your ownership of Pier 1 Imports’
common stock, such as a bank or brokerage account statement, to be admitted to the annual meeting..
If you would rather have an admission ticket, you can obtain one in advance by mailing a written
request, along with proof of your ownership of Pier 1 Imports’ common stock, to:

Pier 1 Imports, Inc.

Attn.: Investor Relations Department
100 Pier 1 Place

Fort Worth, Texas 76102



No. cameras, recording equipment, electronic devices, large bags, briefcases or packages will be
permitted in the annual meeting.

If you have any further questions about attending the meeting, please call our Investor Relations
Department at (817) 252-7835 or toll-free at (888) 807-4371.

Will the annual meeting be webcast?

Our annual meeting also will be webcast live on the date and time of the meeting. You are invited
to visit www.pierl.com by linking through the “Investor Relations” page and then “Events” page at
10:00 a.m., local time, on July 1, 2009, to access the webcast of the annual meeting. An archlved copy
of the webcast also will be available on our web site for a period of 90 days.

MATTERS RELATING TO CORPORATE GOVERNANCE, BOARD STRUCTURE,
DIRECTOR COMPENSATION AND STOCK OWNERSHIP

Corporate Governance

The board of directors believes that good corporate governance is a prerequisite to achieving
business success. Pier 1 Imports’ board of directors has adopted formal written corporate governance
guidelines, policies and procedures designed to strengthen Pier 1 Imports’ corporate governance.
Among other things, the guidelines contain standards for determining whether a director is
independent, a code of business conduct and ethics applicable to all of Pier 1 Imports’ directors,
officers and employees, and charters for each of the board of directors’ committees. The nominating
and corporate governance committee is responsible for overseeing and reviewing the guidelines at least
annually, and recommending any proposed changes to the full board for its approval. The Pier 1
Imports, Inc. Corporate Governance Guidelines, Code of Business Conduct and Ethics, Ethics
Compliance Policies and Procedures and charters for the audit, compensation, and nominating and
corporate governance committees are available on Pier 1 Imports’ web site at www.pierl.com under the
heading Investor Relations—Corporate Governance and are available in print free of charge to any
shareholder who requests a copy by contacting our Investor Relations Department in writing at Pier 1
Imports, Inc., Attn.: Investor Relations Department, 100 Pier 1 Place, Fort Worth, Texas 76102, or by
telephone at (817) 252-7835 or toll-free at (888) 807-4371.

Director Indépendence

It is Pier 1 Imports’ policy that the board of directors will at all times consist of a majority of
independent directors. In addition, all members of the audit committee, compensation committee, and
nominating and corporate governance committee must be independent. To be considered independent,
a director must satisfy both the subjective and objective independence requirements established by the
New York Stock Exchange (“NYSE”). In assessing independence under the subjective test, the board of
directors takes into account the standards in the objective tests, and reviews and discusses additional
information provided by the directors and Pier 1 Imports with regard to each director’s business and
personal activities as they may relate to Pier 1 Imports and Pier 1 Imports’ management. Based on the
foregoing, as required by NYSE rules, the board of directors makes a subjective determination as to
each independent director that no relationship exists with Pier 1 Imports which, in the opinion of the
board of directors, is material. The board of directors has not established categorical standards or
guidelines to make these subjective determinations. The board of directors will consider and apply all
relevant facts and circumstances relating to a director in determining whether that director is
independent.

Based on the NYSE independence requirements, the board of directors has determined that seven
of the eight members of the board of directors are independent. They are directors Mrs. Katz,



Ms. Smith and Messrs. Thomas, Burgoyne, Ferrari, Holland and London. Pier 1 Imports’ president and
chief executive officer, Alexander W. Smith, is the eighth member of the board of directors.
Independence for the non-employee directors was considered under both the subjective and objective
requirements of the NYSE. In other words, none of the non-employee directors was disqualified from
independent status under the objective standard, and under the subjective standard each non- empioyee
director was determined not to have a material relationship with Pier 1 Imports.

Meetings of Independent Directors without Management Present

The independent directors of Pier 1 Imports met without management present four times during
the last fiscal year. The chairman of the board of directors presides over these meetings.

Procedures for Communicating with Directors

The board of directors has established a process by which shareholders and other interested parties
can send communications to board members. Shareholders and other interested parties can send
written communications to one or more members of Pier 1 Imports’ board of directors, addressed to:

[Name of Board Member], Board of Directors

Piar 1 T 3
Pier 1 Imports, Inc.

c/o Corporate Secretary
100 Pier 1 Place
Fort Worth, Texas 76102

In addition, shareholders and other interested parties may communicate with the chairman of the
audit committee, compensation committee, executive committee, or nominating and corporate
governance committee by sending an email to auditchair@pierl.com, compchazr@pter] com,
executivechair@pierl.com, or corpgovchair@pierl.com, respectively, as well as the mdependent directors
as a group by sending an email to independentdirectors@pierl.com.

Communications are distributed to the board of directors or to the individual director or directors,
as appropriate, depending on the subject matter and facts and circumstances outlined in the :
communication. Communications that are not related to the duties and responsibilities of the board of ..
directors or committee will not be distributed, including spam, junkmail and mass mailings, product
complaints, product inquiries, new product suggestions, résumés and other forms of job inquiries,
surveys, and business solicitations or advertisements. In addition, Pier 1 Imports will not distribute
unsuitable material to its directors, including material that is unduly hostile, threatening or illegal.

Director Nomination Process

Board Member Qualification Criteria

The board of directors has adopted Board Member Qualification Criteria listing the attributes and
qualifications considered by the nominating and corporate governance committee in evaluatlng
nominees for director. The primary qualities and characteristics the committee looks for in nominees
for director are:

» management and leadership experience;
« relevant knowledge and diversity of background and experience; and

« personal and professional ethics, integrity and professionalism.



The committee also believes that the board of directors should be composed of individuals who
have achieved a high level of distinction in business, accounting, finance, law, education or public
service and who: possess one or more of the following specific ‘qualities or skills:

* financial expertis\e;

 general knowledge of theretail industry;
-+ information technology experience;

* international business experience; and

« chief executive officer, chief financial officer or other senior management experience.

Internal Process for Identzfj)mg Candidates

Members of the nominating and corporate governance commrttee or other P1er 1 Imports directors
or executive officers may, from time to time, identify potential candidates for nomination to Pier 1
Imports’ board of directors. The committee typically considers candidates for nomination to Pier 1
Imports’ board of directors in early March of each year. All proposed nominees, including candidates
recommended for nomination by shareholders in accordance with the procedures described below, will
be evaluated in light of Pier 1 Imports’ Corporate Governance Guidelines, the Board Member
Qualification Criteria and the projected needs of the board of directors at the time. The committee may
retain a search firm to assist in identifying potentral candidates for nomination to the board of
directors. The search firm’s responsibilities may include identifying and evaluating candidates believed
to possess the qualities and characteristics set forth in the Board Member Qualification Criteria, as well
as providing background information on potential nominees and interviewing and screening nominees if
requested to do so by the committee. ‘ "

Shareholder Recommendatzons for Dzrectors

The nominating and corporate governance commrttee w111 consider candldates recommended by
shareholders for election to Pier 1 Imports’ board of directors. A shareholder who wishes to
recommend a candidate for evaluation by the committee for inclusion as a nominee for director at the
2010 annual meeting of shareholders should forward by certified or express mail the candidate’s name, -
business or residence address, principal occupation or employment and a description of the candidate’s
quahfrcatlons to the Chairman of the Nominating and Corporate Governance Committee, in care of
the corporate secretary, Pier 1 Imports, Inc., 100 Pier 1 Place, Fort Worth, Texas 76102. To be properly
considered by the committee, Pier 1 Imports’ corporate secretary must receive the recommendation and
all required information no later than 5:00 p.m., local time, on January 27, 2010

In order for a candidate recommended by a shareholder to be considered by the committee for
inclusion as a nominee for director at the 2010 annual meeting of shareholders, the candidate must
meet the Board Member Qualification Criteria described above and must ‘be' expressly interested and
willing to serve as a Pier 1 Imports director. The committee will also consider the independence of the
candidate and evaluate the candidate in light of Pier 1 Imports’ Corporate Governance Guidelines
described above. The corporate secretary will send properly submitted shareholder recommendatlons to
the chairman of the committee. Individuals recommended to the committee by shareholders in
accordance with these procedures will be evaluated by the committee in the same manner as mdrvrduals
who are recommended through other means.

Shareholder Nominations at Annual Meeting

Pier 1 Imports by-laws also permit a shareholder to propose a candidate at an annual meeting of
shareholders who is not otherwise nominated by the board of directors through the process descrlbed



above if the shareholder complies with the advance notice, information and consent provisions
contained in the by-laws. To comply with the advance notice provision of our by-laws, a shareholder
who wishes to nominate a director for election at the 2010 annual meeting of shareholders must
provide Pier 1 Imports written notice no earlier than April 2, 2010 and no later than May 2, 2010. You
may contact Pier T Imports’ corporate secretary to obtain the specific information that must be
provided with the advance notice.

No shareholder nominated an individual for election to the board of directors. at Pier 1 Imports’
2009 annual meeting of shareholders.

Committees of the Board of Directors

There are four standing committees of the board of directors. They are the audit committee, the
compensation committee, the executive committee, and the nominating and corporate governance
committee. A brief description of each committee’s functions follows:

Audit Committee. The audit committee provides assistance to the board of directors in overseeing
Pier 1 Imports’ accounting, auditing, financial reporting and systems of internal controls. As part of its
duties, the audit committee is directly responsible for the appointment, compensation, retention and
oversight of Pier 1 Imports’ independent registered public accounting firm. The audit committee also
reviews Pier 1 Imports’ quarterly and year-end financial statements. The board of directors has
determined that each member of the audit committee is independent and is an audit committee
financial expert, as defined by the SEC, and therefore has accounting or related financial management
expertise and is financially literate within the meaning of NYSE listing standards. -

Compensation Committee. The compensation committee oversees Pier 1 Imports’ administration
of base pay, short-term and long-term incentive compensation plans (including equity-based plans),’
perquisites, and retirement plans for Pier 1 Imports’ executive officers. The compensation committee
has the authority to review and approve corporate goals and objectives relevant to executive officer
compensation programs, evaluate the performance of executive officers-in light of those goals and
objectives, evaluate overall company performance and relative shareholder return, and make '
recommendations- to the board of directors on the establishment and amendment of compensation
programs for executive officers. :

The compensation committee may, at any time, form and delegate authority to subcommittees of
the compensation committee with responsibility for establishing corporate goals and objectives relevant
to executive officer compensation programs and the design and administration of all elements of Pier 1
Imports’ compensation progtam. The compensation committee may retain and/or terminaté outside
compensation consulting firms to assist in the evaluation of executive officer compensation. The
compensation committee also may recommend to the board of directors, at least every other year,
compensation for service to Pier 1 Imports as a member of the board of directors. The compensation
committee has the authority to obtain advice and assistance from internal or external legal, accounting,
and other advisors. o

The compensation committee and board of directors believe that attracting, retaining and
motivating Pier 1 Imports’ employees, and particularly Pier 1 Imports’ executive management, are
essential to Pier 1 Imports’ performance and enhancing shareholdér value. The compensation
committee will continue to administer and develop Pier 1 Imports’ compensation programs in a manner
designed to achieve these objectives. The compensation committee also believes that the total
compensation opportunity provided for the executive officers must be consistent with compensation of
comparable peer group companies and in the Dallas/Fort Worth labor market. '

Base pay, short-term incentive and long-term incentive compensation recommendations for the
executive officers are presented to the compensation committee at their meeting in March of each year.
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The presentation includes recommendations of Pier 1 Imports’ chief executive officer, human resources
compensation group, or both, on those elements of compensation, plus recommended plan design
changes, if any, and a summary of all awards to all eligible levels of management. That presentation
may also, from time to time, include survey data from a peer group of retail companies for the
compensation committee’s consideration. That data may include studies and recommendations from
outside consultants. Generally, the compensation committee and board of directors consider approval
of the fiscal year compensation in March (the first month of the fiscal year) of each year with a
targeted effective date in April. Implementation of any equity grant portion of the compensation for
the year occurs after board of directors and compensation committee approval. In addition to the
compensation committee consultant described below, Pier 1 Imports’ management may, from time to
time, retain an outside consultant for assistance and guidance in the formulation of new compensation
programs and the modification of existing compensation programs.

During fiscal 2009, the compensation committee retained Towers, Perrin, Forster & Crosby, Inc..as
its executive compensation consultant. In its role as executive compensation consultant, Towers Perrin
reports directly to and is accountable to the compensation committee, which has. the authority to hire,
retain, and dismiss its advisor. For fiscal 2009, Towers Perrin provided market data and
recommendations regarding executive perquisites, the base salary, short-term incentive and long-term
incentive elements of total compensation and non-employee director compensation. The market data
was from a peer group of specialty retailers, all of which were publicly traded at the time the market
data was provided. ' - '

Executive Committee. The executive committee directs and manages Pier 1 Imports’ business and
affairs in the intervals between board of directors meetings. In doing so, the executive committee has
all of the powers and authority of the full board in the management of Pier 1 Imports’ business, except
for powers or authority that may not be delegated to the executive committee as a matter of law or
that are delegated by the board of directors to another committee.

Nominating and Corporate Governance Committee. - The nominating and corporate governance
committee is responsible for considering and making recommendations to the board of directors ‘
regarding nominees for election to the board of directors and the membership of the various board of
directors committees. The nominating and corporate governance committee is also responsible for
overseeing the Pier 1 Imports, Inc. Corporate Governance Guidelines described earlier in this proxy
statement plus other corporate governance matters. ‘

Directors Attendance at Board and Committee Meetings and at the Annual Meeting of Shareholders

In fiscal 2009, each director attended at least 75% of the total number of board of directors
meetings and meetings of the board of directors committee or committees on which he or she served
and which were held during the time of his or her service as a director and/or committee member.
Although Pier 1 Imports has no formal policy on the matter, all directors are encouraged to attend
Pier 1 Imports’ annual meeting of shareholders. Last year, all'directors attended Pier 1 Imports’ annual
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meeting of shareholders. Committee memberships, the number of ‘meetings of the full board and each
committee; and each’ director’s-dates of service for fiscal 2009 are shown'in thetable below. (o

. Nominating and
Executive Corporate. Governance

Board of Audit Compensation
pmittee Comnittee

Name o Directors Committee Commitiee

Michael R, Ferrari o« sovvenosMember Member ‘ ' : Chadrman
03/02/2008 10:02/28/2009

Karen'W. Katz .0 . N Member oo «“Member Member
03/02/2008-t0 02/28/2009

Alexander W. Smith .

Member ) " Member
03/02/2008 to 02/28/2009 ' ’ ' S k

Tom M Thomas™ 000 0000 Chairman ' = Chairman Member
03/02/2008 to 02/28/2009+ ' ‘ ' ‘ : :

Non-Employee Director Compensation for the Fiscal Year Ended February 28, 2009

Fees Paid to Dzsec*ims

Directors who are Pier-1 Impor t< empioyccs do not receive any a,ompens‘mon for their bmxdf
activities.. Hach director-who'is not a Pier 1 Imports employee receives an annual cash retainer of
$150,000. In addition, the audit committee chairman and compensation committee chairman each.
receive an additional annual cash retainer of $25,000; the nominating and corporate governance
committes chairman geceives an additional annuval cash wetainer of $10,000; and: the nen-executive

chairman of the board of directors receives an additional annual cash retainer of $75,000, During fiscal
2009, the annual retainers wére paid on April 11, 2008 for the pcrmd March 2, 2008 through
December 31, 2008 and on January 2, 2009 for the period January 1, 2009 through Rbrmry 28, 2(}{19
Non- »:mploye,e directors do not recmw stock option or restricted qtock grants or meeting fees.

Al of Pier 1 Imports-non- empioycu directors partmpate i Pier | Empurts Directos Deferred
Stoc,k Unit Program as set forth in the Pier 1 Trports, Inc. 2006 Stock Incentive Plan and the Pier 1
fmport% Inc. 1999 Stock Plan. During fiscal 2009, the program provided an optional deferral of up to
100% of the annual retainer fees. Deferred director annual retainer fees (but not committee chair or
chairman annual retainers) are matched 25% by Pier 1 Imports and the total deferred fees and
matching contributions are converted into an equivalent value of deferred stock units (“DSU’S”) up to
the 2006 Plan’s maximum calendar year limit of 375,000 units per individual. Deferred fees plus
matching contributions are converted to DSU’s based on the closing price of Pier 1 Imports’ common
stock on the day the fees are paid. The DSU’s are credited to an account maintained by Pier 1 Imports
for each non-employee director. Each DSU is the economic equivalent of one share of Pier 1 Imports’
common stock. Each DSU is eligible to receive dividends payable on Pier 1 Imports’ common stock in
additional DSU’s equal to the dividend per share of common stock divided by the closing price of
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Pier 1 Imports’ common stock on the dividend payable date. Pier 1 Imports discontinued its quarterly
cash dividend on October 2, 2006. The DSU’s are settled in shares of Pier 1 Imports’ common stock
within thirty days after the person ceases to be a member of the board of directors, except that (i) the
DSU’s then credited to such director are adjusted, both as to deferred stock units and cash fees, for
the period of service as a director, and (ii) DSU’s are paid in cash to the extent applicable plan
limitations at such time preclude distributions of Pier 1 Imports’ common stock.

Fiséal 2009 Non-Employee Director Compensation Table

The following table sets forth a summary of the compensation with respect to the fiscal year ended
February 28, 2009 for services rendered in all capacities to Pier 1 Imports by its non-employee
directors: ‘

" Change in
Pension Value
~ and Non-
Fees ’ Qualified
Earned Non-Equity Deferred .
or Paid in  Stock Option Incentive Plan Compensation  All Other
Cash(l) Awards(2) Awards Compensation Earnings Compensation Total

Name : ® $) ®)

) ®) )

John H. Burgoyne . ...... . $175,000 $24,063  $0 $0 $0 %0 $199,063
Michael R. Ferrari . ....... $160,000 $16,250  $0 %0 $0 S0 $176,250
Robert B. Holland, ITT . . . .. $150,000 $31,875  $0 $0 $0 $0 $181,875
Karen W, Katz . .......... $150,000 $31,875 $0 - $0 $0 $0 $181,875
Terry E. London . . . ... .... $175,000 $16,250  $0 $0 $0 $0 $191,250
Cece Smith .. ........... $150,000 $31,875  $0 $0 $0 - $0 $181,875
Tom M. Thomas . ......... $225,000 $31,875  $0 $0 $0 $0 $256,875

(1) This column represents the amount of cash compensation earned in fiscal 2009 for board and
committee service. As described in footnote 2 below, either 10%, 50%, 75% or 100% of this cash
compensation was deferred.

(2) This column represents the dollar value of Pier 1 Imports’ 25% match on director annual retainer fees
(but not committee chair or chairman annual retainers) deferred by each director. This amount was
converted to DSU’s as shown in the table below. The dollar amount recognized for fiscal 2009 financial
statement reporting purposes was the grant date fair value of such DSU’s granted in fiscal 2009 in
accordance with SFAS No. 123 (Revised 2004), “Share-Based Payment” (“SFAS 123R”). The number of
DSUs is calculated using the closing price of Pier 1 Imports’ common stock on the day the fees are
paid, which price approximates the fair value of the units.
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The following table shows fiscal 2009 DSU’s for each non-employee director given his or her fees
deferral percentage and Pier 1 Imports’ match:

Total : : Dividends - - Aggregate

Fiscal Fiscal DSU’s DSU’s  Deferred  DSU’s DSU’s
Year Year Converted Converted During ~ Converted Owned at
2009 2009 from from 25% Fiscal from Fiscal
Fees Fees Deferred  Company Year Deferred 2009
Earned Deferral Deferred Fees Match 2009 Dividends Year-End
Name ® %(a) ® #) #) (¢ . #H #)
John H. Burgoyne . . . . .. $175,000 75% /10% $112,292 21,973 4,708 $0 0 86,929
Michael R. Ferrari .. ... $160,000 50% /10% $ 69,333 15,615 3,660 $0 0’ 75,474
Robert B. Holland, ITI . . . $150,000 100% / 10% $127,500 23,029 5,757 $0 0 152,534
Karen W. Katz ........ $150,000 100% / 10% $127,500 23,029 5,757 $0 0 91,045
Terry E. London . .. .. .. $175,000 50% /10% $ 75,833 17,079 3,660 $0 0 50,441
Cece Smith........... $150,000 100% / 10% $127,500 23,029 5,757 $0 0 52,534
Tom M. Thomas . ...... $225,000 100% / 10% $191,250 34,543 5,757 $0 0 145,334

(a) Given Pier 1 Tmports’ unprecedented stock price decline, effective January 1, 2009, each non-employee
director elected to defer only 10% of his or her cash fees. If the historical deferral elections had
remained in place effective January 1, 2009, then given the stock price shown below for January 2, 2009
and similarly lower prices after that date, those elections would have resulted in a depletion of shares
available for grant under the Pier 1 Imports, Inc. 2006 Stock Incentive Plan.

The following table shows the Pier 1 Imports” common stock closing price by date used to
calculate the number of DSU’s to be received for deferred director fees plus Pier 1 Impotts’ match.
This closing price also represents the grant date falr value per share of each award in accordance with
SEAS 123R.

Closing Price of Pier 1 Imports’
Common Stock on Date on which Fees

» Date on which Fees were Paid ‘were Paid
April 11, 2008 $7.45
January 2, 2009 - - | $0.40°
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receive an annual retainer of $75,000. The annual retainers will continue to be payable in advance at
the beginning of each fiscal year with Pier 1 Imports having the right to adjust the credited DSU’s of a
non-employee director who ceases to be a director of Pier 1 Imports for the amount of the fees paid
and DSU’s credited for the period -after the non-employee director ceases to be a director. Pursuant to
the amended and restated plan, each non-employee director may continue to elect to defer all or any
portion of their director compensation into an equivalent value of DSU’s. Also, pursuant to the
amended and restated plan, deferrals of the director annual retainer (but not the committee chairman
or chairman annual retainers) will continue to receive a 25% Pier 1 Imports’ match on the deferred
amount. The deferred fees and matching contributions converted to DSU’s are subject to the Pier 1
Imports, Inc. 2006 Stock Incentive Plan’s maximum calendar year limit of 375,000 units per individual.

Security Ownership of Managenient

The following table indicates the‘ownership of Pier 1 Imports’ common stock by each director and
nominee, each executive officer named in the Summary Compensation Table below, and all directors
and executive officers as a group, as of May 4, 2009, unless otherwise indicated below:

Common
Shares Percent
S o ‘ Beneficially of
Name of Beneficial Owner ’ o e Owned(1)(2) Class
John H. Burgoyne ....... .. e e 256,616 *
Michael R. Ferrari........... ... DR 230,124 *
Robert B. Holland, TH . . ... . .0 . . o o 171,284 *
Gregory S. Humenesky . ................. .. ... ...... 163,534 *
Jay R.Jacobs ... ... i 672,695 *
Karen W. Katz. .. ..... J PR 225,795 *
~ Sharon M. Leite ................ P 55,610 *
Terry E. London . .. ... [ EE 179,691 *
“Alexander W. Smith. ........ P 1,150,000 1.26%
Cece Smith . ............... e 182,284 *
Tom M. Thomas ... ........o.oivineanainanan... 350,584 *
Charles H. Turner .. .............. [ 701,159 *
David A. Walker ... ... e 687,493(3) *

All directors and executive officers as a group (14 individuals) . . 5,214,637 5.50%

*  Represents less than 1% of the outstanding shares of the class.

(1) The table includes shares issuable within 60 days of May 4, 2009 to Mr. Burgoyne (53,000
shares, of which 11,000 shares expire June 25, 2009), Mr. Ferrari (53,000 shares, of which
11,000 shares expire June 25, 2009), Mr. Holland (0 shares), Mr. Humenesky (88,750
shares), Mr. Jacobs (503,750 shares), Mrs. Katz (41,000 shares), Ms. Leite (18,750 shares),
Mr. London (23,000 shares); Mr. Smith (1,000,000 shares), Ms. Smith (0 shares),

Mr. Thomas (24,000 shares), Mr. Turner (518,750 shares), Mr. Walker (630,000 shares),
and to all directors and executive officers as a group (3,067,750 shares) upon the exercise
of stock options granted pursuant to Pier 1 Imports’ stock option plans.

(2) The table includes DSU’s as of May 4, 2009 for Mr. Burgoyne (193,179 DSU’s),
Mr. Ferrari (174,224 DSU’s), Mr. Holland (146,284 DSU’s), Mrs. Katz (184,795 DSU’s),
~ Mr. London (156,691 DSU’s), Ms. Smith (146,284 DSU’s), and Mr. Thomas (276,584
- DSU’s). The DSU'’s will be exchanged one-for-one for shares of Pier 1 Imports’ common
stock within 30 days after the director ceases to be a member of the board of directors
sub]ect to adjustment, if any, as described above under the caption “Non-Employee
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Director Compensation for the Fiscal Year Ended February 28, 2009”. A DSU is the
economic equivalent of one share of Pier 1 Imports’ common stock.

Mr. Walker’s employment ended on August 15, 2008. At that time, Mr. Walker directly
owned 57,493 shares of Pier 1 Imports” common stock, and non-qualified stock options
totaling 639,500 shares. The options are fully vested and exercisable until the earlier of
the expiration date of the grant or August 15, 2011. On September 17, 2008 and
March 25, 2009, respectively, 6,000 and 3,500 non-qualified stock options expired.

Security Ownership of Certain Beneficial Owners

The following table indicates the ownership by each person who is known by Pier 1 Imports as of
May 13, 2009 to beneficially own more than 5% of Pier 1 Imports™ common stock:

Common
Shares Percent
Beneficially of
Name and Address of Beneficial Owner Owned Class
" Greek Investments, Inc. ........ R P 9,127,683(1) 10.1%
Harbour House Queen Street
Grand Turk
Turks and Caicos Islands
'Adage Capital Management, LP. .. ... ... .. ... ...... ... 8,705,700(2) 9.8%

200 Clarendon Street, 52" Floor
Boston, Massachusetts 02116

Jakup a Dul JACODSEN « « v v e e e e e 8,594,200(3) 9.7%
Sundaborg 7 ‘
Reykjavik, Iceland

SCSF Equities, LLC .. ..o .o o i oo 5,543,579(4) 6.2%
5200 Town Center Circle, Suite 600 .
Boca Raton, Florida 33486

M

@

©)

This information was obtained from a Schedule 13G filed with the SEC on May 13, 2009
by Greek Investments, Inc., Maria Konstantinu, Jorge Constantino, Panayotis Constantino
and Athenea Constantino, as beneficial owners of the shares listed. The filing indicates
that the beneficial owners have shared voting power and shared dispositive power over all
of the shares listed.

This information was obtained from a Schedule 13G (Amendment No. 2) filed with the
SEC on February 17, 2009 by Adage Capital Partners, I.P,, Adage Capital Partners GP,
L.I.C., Adage Capital Advisors, L.L.C., Robert Atchinson and Phillip Gross as beneficial
owners of the shares listed. The filing indicates that the beneficial owners have shared
voting power and shared dispositive power over all of the shares listed.

This information was obtained from a Schedule 13D (Amendment No. 3) filed with the
SEC on October 9, 2007 by Jakup a Dul Jacobsen and Lagerinn ehf as beneficial owners

~ of the shares listed. The filing indicates that Jakup a Dul Jacobsen and Lagerinn ehf have

“4)

shared voting power and shared dispositive power over all the shares listed.

This information was obtained from a Schedule 13D filed with the SEC on October 27, .
2008 by SCSF Equities, LLC, Sun Capital Securities Offshore Fund, Ltd., Sun Capital
Securities Fund, LP, Sun Capital Securities Advisors, LP, Sun Capital Securities, LLC,
Marc J. Leder, and Rodger R. Krouse, as beneficial owners of the shares listed. The filing
indicates that the beneficial owners have shared voting power and shared dispositive
power over all of the shares listed.
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CTION 16(a) BENEFICIAL. OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires Pier 1 Imports’ directors and
executive officers, and persons who own more than 10% of a registered class of Pier 1 Imports’ equity
securities to file with the SEC and the NYSE reports disclosing their ownership and changes in
ownership of Pier 1 Imports’ common stock or other equity securities. Pier 1 Imports’ executive
officers, directors and greater than 10% shareholders are required by SEC regulations to furnish Pier 1
Imports with copies of all Section 16(a) forms they file. To Pier 1 Imports’ knowledge, all Section 16(a)
filing requirements applicable to Pier 1 Imports’ executive officers, directors and greater than 10%
beneficial owners during the last fiscal year were observed.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION; CERTAIN
RELATED PERSON TRANSACTIONS

Each director of Pier 1 Imports who served as a member of the compensation committee during
fiscal year ending February 28, 2009, is identified above under the caption “Directors Attendance at
Board and Committee Meetings and at the Annual Meeting of Shareholders”. During fiscal 2009, there
were no compensation committee interlocks or insider participation. ' ‘

Related Person Transaction Policies and Procedures

Pier 1 Imports’ board of directors has adopted a written Related Person Transaction Policies and
Procedures which is administered by the nominating and corporate goverhance committee. The policy
applies to any transaction or series of transactions in which Pier 1 Imports is a participant, the amount
involved exceeds $120,000 annually, and a related person has a direct or indirect material interest.
Transactions that fall within the policy will be reviewed by the committee for approval, ratification or
other action. Based on its consideration of all of the relevant facts and circumstances, the committee
will decide whether or not to approve such transaction and will approve only those transactions that are
in the best interest of Pier 1 Imports. The policy provides for standing pre-approval or ratification of
certain interested transactions, along with authority for the chairman of the committee to pre-approve
or ratify interested transactions subject to the policy which fall below a specified dollar amount.

Transactions with Related Persons

During fiscal 2009, there were no transactions exceeding $120,000 in which Pier 1 Imports was a
participant, or is to be a participant, and in which any related person had or will have a direct or
indirect material interest.

Pier 1 Imports indemnifies its directors and its executive officers to the fullest extent permitted by
law and has also entered into agreements with these individuals contractually obligating Pier 1 Imports
to provide this indemnification to them.

ITEMS OF BUSINESS TO BE ACTED UPON AT THE MEETING .
ITEM 1—Election of Directors .

The shareholders will vote to elect as directors the eight nominees named below at the annual
meeting of sharcholders. Those elected will serve on the board of directors until the next annual
meeting and until their successors are elected and qualified. The board of directors, upon the
recommendation of the board of directors’ nominating and corporate governance committee, has
nominated each person listed below to stand for election. Although Pier 1 Imports does not anticipate
that any of the nominees will be unable or unwilling to serve as a director, in the event that is the case,
the board of directors may reduce its size or choose a substitute for that nominee.
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In order to be elected, a nominee for director must receive the affirmative vote of a majority of
the shares of common stock entitled to vote present in person or represented by proxy at the annual
meeting. If a proxy card is signed and returned but no direction is made, the persons named in your
proxy will vote your shares “FOR” the election of each of the nominees listed below as a director. Any
such shares not voted (whether by abstention or otherwise) will have the same effect as a vote
“AGAINST” each of the nominees listed below as a director. ‘

The board of directors unanimously recommends a vote “FOR” the election of each of the
following nominees as a director. '

Nominees fdr Directors
JOHN H. BURGOYNE

John H. Burgoyne, age 67, has been a director of Pier 1 Imports since February 1999. During fiscal
2009, he was the chairman of the compensation committee. Mr. Burgoyne is retired and served as
president of Burgoyne and Associates, an international consulting firm from March 1996 through
February 2007. From May 1995 to March 1996, Mr. Burgoyne served as the general manager of IBM’s
Travel Industry Sector for their Asia Pacific Region. Prior to that time, he served as the president and
general manager of IBM China Corporation, Ltd.

MICHAEL R. FERRARI

Michael R. Ferrari, age 69, has been a director of Pier 1 Imports since February 1999. During
fiscal 2009, he was a member of the audit committee and chairman of the nominating and corporate
governance committee. He is the president of Ferrari and Associates LLC, a higher education
consulting firm he established in May 2003. Dr. Ferrari was elected Chancellor Emeritus of Texas
Christian University by the university’s board of trustees on June 1, 2003, and served as chancellor of
Texas Christian University and as professor of management in the M. J. Neeley School of Business at
Texas Christian University from July 1998 through May 2003. From 1985 to 1998, he served as
president and professor of management at Drake University.

ROBERT B. HOLLAND, 111

Robert B. Holland, 11, age 56, has been a director of Pier 1 Imports since June 2007. During
fiscal 2009, he was a member of the compensation committee. He represented the United States on the
board of executive directors of the World Bank in various capacities, including executive director and
alternate and acting executive director, from 2002 to 2006. During that time, Mr. Holland served on the
World Bank’s audit committee. Since leaving his position as U.S. executive director, Mr. Holland has
served on the board of directors of Max Petroleum plc, where he serves on the compensation
committee, as audit committee chairman and co-chairman of the board. From January 2007 to
November 2007, he served on the board of directors of Affiliated Computer Systems, Inc., where he
served as a member of the audit committee. Prior to his appointment as U.S. executive director,

Mr. Holland was managing director of Texas Ltd., a strategic consulting firm.

KAREN W. KATZ

Karen W. Katz, age 52, has been a director of Pier 1 Imports since June 2001. During fiscal 2009,
she was a member of the executive committee and the compensation committee. She has served as
president and chief executive officer of Neiman Marcus Stores since December 2002. In 2007, her
responsibilities were expanded and she was elevated to executive vice president, office of the chairman,
The Neiman Marcus Group. From May 2000 to December 2002, she served as president and chief
executive officer of Neiman Marcus Direct, a division of The Neiman Marcus Group. Prior to that
time, she served as executive vice president of stores for Neiman Marcus Stores from February 1998 to
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May 2000 and senior vice president and director of stores of Neiman Marcus Stores from October 1996
to February 1998,

TERRY E. LONDON

Terry E. T andon ace 50 hac heen a directar of Piar 1 Tmnarte cince Sentamh
1CTTY LOnGon, age 5>, Nas oCenl a GIrelior O 1Y 1 iMmporis Sice SEpiemo

fiscal 2009, he was the chairman of the audit committee. In February 2008 London Partners LLC a
private equity investment firm established by Mr. London in August 2000, merged into London
Broadcasting Company, Inc. Since October 2007 he has served as president of London Broadcasting
Company, Inc. From May 1997 to August 2000 he served as president and chief executive officer of
Gaylord Entertainment Company, a specialty lodging and entertainment company. Prior to that time,
he served as chief financial and administrative officer of Gaylord Entertainment from November 1991
to April 1997. He also serves as a director of Johnson Outdoors, Inc. and Tri-Artisan Acquisition Corp.

ALEXANDER W. SMITH

Alexander W, Smith, age 56, has been a director of Pier 1 Imports, has served as its president and
chief executive officer and has been a member of Pier 1 Imports’ executive committee since
February 19, 2007. From March 2004 to February 18, 2007, Mr. Smith served as the senior executive
vice president, group president of The TJX Companies, Inc. From 2001 to March 2004, Mr. Smith
served as executive vice president, group executive, international of The TIX Companies, Inc. He also
serves as a director and chairman of the compensation committee of Papa John’s Internat10nal Inc.
Mr. Smlth is not related to Cece Smith.

CECE SMITH

Cece Smith, age 64, has been a director of Pier 1 Imports since June 2007. During fiscal 2009, she
was a member of the nominating and corporate governance committee and the audit committee. In
September of 2007, Ms. Smith retired from her position as Managing General Partner of Phillips-
Smith-Machens Venture Partners, a venture capital firm which she co-founded in 1986 that invested in
retail and consumer businesses. She serves on the executive boards of the Dallas Symphony Association
and the Edwin L. Cox School of Business at Southern Methodist University. She also serves as a
director of Brinker International, Inc. Ms. Smith is not related to Alexander W. Smith.

TOM M. THOMAS

Tom M. Thomas, age 67, has been a director of Pier 1 Imports since September 1998. During fiscal
2009 he was the non-executive chairman of the board, chairman of the executive committee and a
member of the nominating and corporate governance committee. On February 1, 2008, he formed the
law firm Thomas & Blackwood LLP and is a partner in the firm. From August 2005 to January 31,
2008, Mr. Thomas was a shareholder of the Winstead PC law firm (formerly known as Winstead
Sechrest & Minick P.C.). From September 2001 to July 2005, he was a senior partner of Kolodey,
Thomas & Blackwood, LLP, a law firm. He was also senior partner of Thomas & Culp, LLP, a law
firm, from 1994 to August 2001. o

The board of directors unanimously recommends a vote “FOR” the election of each of the above-
named nominees as a director.
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ITEM 2—Proposal to Approve an Amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to Effect a Reverse Stock Split of Pier 1 Imports’ Common Stock Having a
Split Ratio Between, and Including, 1-for-2 and 1-for-20, as will be Selected by the Board of
Directors Prior to the Time of Filing Such Certificate of Amendment with the Delaware
Secretary of State '

The board of directors has unanimously adopted a resolution seeking shareholder approval to
amend Pier 1 Imports” Certificate of Incorporation to effect a reverse stock split of Pier 1 Imports’
common stock. If this proposal is approved by the shareholders, the board of directors may ;
subsequently effect, in its sole discretion, the reverse stock split using a split ratio of between, and -
including, 1-for-2 and 1-for-20 (e.g., 1-for-2, 1-for-10, 1-for-15, or 1-for-20). Approval of this proposal by
the shareholders would give the board of directors authority to implement the reverse stock split at any
time on or before the day prior to the 2010 annual meeting of shareholders. In addition,
notwithstanding the approval of this proposal by the shareholders, the board of directors may, in its - -
sole discretion, determine not to effect and abandon the reverse stock split without further action by
the shareholders. ‘

The form of the proposed amendment to our Certificate of Incorporation to effect the reverse
stock split is attached to this proxy statement as Appendix A. The amendment will effect a reverse
stock split of Pier 1 Imports’ common stock using a split ratio between, and including, 1-for-2 and
1-for-20, where the actual ratio within this range will be selected by the board of directors following
shareholder approval. The board of directors believes that shareholder approval of a range of potential
exchange ratios (rather than a single exchange ratio) provides the board of directors with the flexibility
to achiéve the desired results of the reverse stock split. If the shareholders approve this proposal, the.
reverse stock split will be effected only upon a determination by the board of directors that the reverse
stock split is.in the best interests of the shareholders at that time. In connection with any determination
to effect a reverse stock split, the board of directors will set the timing for such a split and select the
specific ratio from within the range of ratios set forth herein. If the board of directors does not
implement the reverse stock split on or before the day prior to the 2010 annual meeting of
shareholders, the authority granted in this proposal to implement the reverse stock split on these terms
will terminate. The board of directors reserves its right to elect not to proceed and abandon the reverse
stock split if it determines, in its sole discretion, that this proposal is no longer in the best interests of
the shareholders. No further action by the shareholders will be required for the board of directors to
either implement or abandon the reverse stock split. ‘

In determining which reverse stock split ratio to implement, if any, following the receipt of
shareholder approval, the board of directors may consider, among other things, factors such as:

* the historical trading price and trading volume of Pier 1 Imports’ common sfock,

* the then prevailing trading price and trading volume of Pier 1 Imports’ common stock and the
anticipated impact of the reverse stock split on the trading market for Pier 1 Imports’ common
stock,

e our ability to continue our listing on the NYSE,

* which of the alternative reverse split ratios would result in the greatest overall reduction in our
administrative costs, and

* prevailing general market and economic conditions.

To avoid the existence of fractional shares of Pier 1 Imports’ common stock, shareholders who
would otherwise hold fractional shares as a result of the reverse stock split will be entitled to receive
cash (without interest or deduction) in lieu of such fractional shares from the exchange agent and,
where shares are held in certificated form, the surrender of all old certificate(s) and receipt by the
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exchange agent of a properly completed and duly executed transmittal letter, in an amount equal to the
proceeds attributable to the sale of such fractional shares following the aggregation and sale by the
exchange agent of all fractional shares otherwise issuable.

At the close of business on May 4, 2009, Pier 1 Imports had 90,489,276 shares of common stock

icened and ontetandine. Raced an the numher of chares of commaon stock currently icened and
issued and outstanGing. £ased on tng number ¢ $1ares or common stoCK Currenily 1ssued ang

outstanding, immediately following the completion of the reverse stock split, and, for illustrative
purposes only, assuming a 1-for-10 reverse stock split, we would have approximately 9,048,928 shares of
common stock issued and outstanding (without giving effect to the treatment of fractional shares). The
actual number of shares outstanding after giving effect to the reverse stock split wiil depend on the
reverse split ratio that is ultimately selected by the board of directors. We do not expect the reverse
stock split itself to have any economic effect on the shareholders, debt holders or holders of options or
restricted stock, except to the extent the reverse stock split will result in fractional shares as dlscussed
below.

Reasons for the Reverse Stock Split

The board of directors authorized the resolution to seek shareholder approval to effect the reverse
split of Pier 1 Imports’ common stock with the primary intent of increasing the price of Pier 1 Imports’
common stock in order to meet the NYSE’s price criteria for continued listing on that-exchange. Pier 1
Imports’ common stock is publicly traded and listed on the NYSE under the symbol “PIR.” The board
of directors believes that, in addition to increasing the price of Pier 1 Imports’ common stock, the
reverse stock split would also reduce certain of our costs, such as' NYSE listing fees, and make Pier 1
Imports’ common stock more attractive to a broader range of institutional and other investors. The
combination of lower transaction costs and increased interest from institutional investors and
investment funds may ultimately improve the. trading liquidity of Pier 1 Imports’ common stock.
Accordingly, we believe that authority granted to the board of directors to effect the reverse stock split
is in Pier 1 Imports’ and the shareholders’ best interests.

On December 15, 2008, we were notified in writing by NYSE Regulation, Inc. that the trading
price of Pier 1 Imports’ common stock was below the price criteria of the NYSE’s continued listing
standards, as the average per share closing price of Pier 1 Imports’ common stock over a consecutive
30 trading-day period was less than $1.00. The letter stated that in the event a $1.00 share prlce and a
$1.00 average share price over the preceding 30 trading- days are not attained at the expiration of a
six-month cure period, the NYSE would commence suspension and delisting procedures. Under NYSE
rules, Pier 1 Imports originally had six months from December 15, 2008 to achieve compliance with the
NYSE’s continued listing standard. On February 26,.2009, the NYSE temporarily suspended its $1.00
minimum price requirement until June 30, 2009. The suspension extended the time that Pier 1 Imports
had to comply with the NYSE’s continued listing standards to approximately October 15, 2009 because
the duration of the suspension did not count against the original six-month cure period. On May 2,
2009, NYSE Regulation, Inc. notified us that Pier 1. Imports had regained compliance with the $1.00
minimum price requirement since as of April 30, 2009 Pier 1 Imports’ common stock had a closing
price above $1.00 per share and had maintained a consecutive 30 trading-day average above $1.00 as of
that date. Failure to maintain the NYSE’s minimum price requirement in the future, however, could
result in the removal of Pier 1 Imports’ common stock from the NYSE.

In addition to establishing a mechanism for the price of Pier 1 Imports’ common stock to meet the
NYSE’s minimum price requirement, we also believe that the reverse stock split will make Pier 1
Imports’ common stock more attractive to a broader range of institutional and other investors. It is our
understanding that the current market price of Pier 1 Imports’ common stock may affect its
acceptability to certain institutional investors, professional investors and other members of the 1nvest1ng
public. It is also our understanding that many brokerage houses and institutional investors have internal
policies and practices that either prohibit them from investing in low-priced stocks or tend to
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discourage individual brokers from recommending low-priced stocks to their customers. In addition,
some of those policies and practices may function to make the processing of trades in low-priced stocks
economically unattractive to brokers. Moreover, because brokers’ commissions on low-priced stocks
generally represent a higher percentage of the stock price than commissions on higher-priced stocks,
the current average price per share of common stock can result in individual shareholders paying
transaction costs representing a higher percentage of their total share value than would be the case if
the share price were substantially higher. However, some investors may view the reverse stock split
negatively since it reduces the number of shares of common stock available in the public market.

Reducing the number of outstanding shares of Pier 1 Imports’ common stock through the reverse
stock split is intended, absent other factors, to increase the per share market price of Pier 1 Imports’
common stock. However, other factors, such as our financial results, market conditions and the market
perception of our business may adversely affect the market price of Pier 1 Imports’ common stock. As
a result, there can be no assurance that the reverse stock split, if completed, will result in the intended
benefits described above, that the market price of Pier 1 Imports’ common stock will increase following
the reverse stock split, that the market price of Pier 1 Imports’ common stock will not decrease in the
future, or that Pier 1 Imports. could fall below other continued listing criteria of the NYSE.

Effects of the Reverse Stock Split
General

If the reverse stock split is approved and implemented, the principal effect will be to
proportionately decrease the number of outstanding shares of Pier.1 Imports’ common stock based on
the reverse stock split ratio selected by the board of directors. Pier 1 Imports’ common stock is
currently registered under Section 12(b) of the Securities Exchange Act of 1934 (the “Exchange Act”)
and we are subject to the periodic reporting and other requirements of the Exchange Act. The reverse
stock split will not affect the registration of Pier 1 Imports’ common stock under the Exchange Act, or,
except as described above, the listing of Pier 1 Imports’ common stock on the NYSE. Following the
reverse stock split, Pier 1 Imports’ common stock will continue to be listed on the NYSE under the
symbol “PIR,” although it will be considered a new listing with a new CUSIP number.

Proportionate voting rights and other rights of the holders of Pier 1 Imports’ common stock will
not be affected by the reverse stock split, other than as a result of the treatment of fractional shares as
described below. For example, a holder of 2% of the voting power of the outstanding shares of Pier 1
Imports’ common stock immediately prior to the effectiveness of the reverse stock split will generally
continue to hold 2% of the voting power of the outstanding shares of Pier 1 Imports’ common stock
after the reverse stock split. The number of shareholders of record will not be affected by the reverse
stock split (except to the extent any are cashed out as a result of holding fractional shares). If approved
and implemented, the reverse stock split may result in some shareholders owning “odd lots” of less
than 100 shares of Pier 1 Imports’ common stock. Odd lot shares may be more difficult to sell, and
brokerage commissions and other costs of transactions in odd lots are generally somewhat higher than
the costs of transactions in “round lots” of even multiples of 100 shares. The board of directors
believes, however, that these potential effects are outweighed by the benefits of the reverse stock split.

Effectiveness of Reverse Stock Split

The reverse stock split, if approved by the shareholders and implemented by the board of
directors, would become effective upon the filing and effectiveness (the “Effective Time”) of a
Certificate of Amendment to our Certificate of Incorporation with the Secretary of State of the State
of Delaware. It is expected that such a filing would take place promptly after any implementation of a
reverse stock split by the board of directors, assuming the shareholders approve this proposal. However,
the exact timing of the filing of the amendment will be determined by the board of directors based on
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its evaluation as to when such action will be the most advantageous to Pier 1 Imports and the
shareholders. In addition, approval of this proposal grants the board of directors the right, in its sole
discretion, to elect not to proceed with the reverse stock split if, at any time prior to filing the
Certificate of Amendment, the board of directors, in its sole discretion, determines that it is no longer
in Pier 1 Imports’ best interests and the best interests of the shareholders to proceed with the reverse
SLOCK SpPlit.

Effect on Pier 1 Imports’ Stock Plans

As of May 4, 2009, Pier 1 Imports had approximately 11,588,700 shares subject to stock options,
1,278,042 director deferred stock units not exchanged for common stock and 331,684 shares of unvested
restricted stock outstanding under the Pier 1 Imports, Inc. 1989 Employee Stock Option Plan (“1989
Plan”), the Pier 1 Imports, Inc. 1999 Stock Plan (“1999 Plan”} and the Pier 1 Imports, Inc. 2006 Stock
Incentive Plan (“2006 Plan,” and collectively with the 1989 Plan, the 1999 Plan and the 2006 Plan, the
“Stock Plans”). Under the 1989 Plan and the 1999 Plan, the compensation committee of the board of
directors has discretion to determine the appropriate adjustment to the awards granted under each plan
in the event of a stock split. Should the reverse stock split be effected, the 2006 Plan provides for
automatic proportionate adjustments to the number of shares available for issuance and awardable,
automatic proportionate adjustments to the shares awarded and the exercise price, grant price or
purchase price relating to awards under such plan, plus automatic proportionate adjustments to the
awarded director deferred stock units. Should the reverse stock split be effected, the compensation
committee has approved proportionate adjustments to the shares awarded under the 1989 Plan and the
1999 Plan, proportionate adjustments to the exercise price, grant price or purchase price relating to
awards under each plan, plus proportionate adjustments to the awarded director deferred stock units
under the 1999 Plan. Under the 2006 Plan, any fractional shares resulting from such adjustments are
rounded up to the next whole share. The compensation committee has discretion under the 1989 Plan
and the 1999 Plan on the treatment of fractional shares and w111 treat fractional shares in the same
manner as the 2006 Plan. :

Accordingly, if this proposal is approved by the shareholders and a reverse stock split is
implemented by the board of directors, upon the filing of an amendment to our Certificate of
Incorporation with the Delaware Secretary of State, the number of all outstanding equity awards, the
number of shares available for issuance and awardable and the exercise price, grant price or purchase
price relating to any award under Pier 1 Imports’ Stock Plans will be proportionately adjusted using the
split ratio selected by the board of directors (subject to the treatment of fractional shares as described
above). The compensation committee has- also authorized Pier 1 Imports to effect any other changes
necessary, desirable or appropriate to give effect to the reverse stock split, including any applicable
technical, conforming changes to our Stock Plans. For example, if a 1-for-10 reverse stock split is
effected, the 1,005,714 shares that remain available for issuance under the 2006 Plan as of May 4, 2009,
would be adjusted to 100,572 shares, subject to increase as and when awards expire or are forfeited and
are returned per the terms of the 2006 Plan. In addition, the exercise price per share under each stock
option would be increased by 10 times, such that upon an exercise, the aggregate exercise price payable
by the optionee to Pier 1 Imports would remain the same. For illustrative purposes only, an outstanding
stock option for 3,000 shares of common stock, exercisable at $1.00 per share, would be adjusted as a
result of a 1-for-10 split ratio into an option exercisable for 300 shares of common stock at an exercise
price of $10.00 per share.

In addition to the stock options issued under our Stock Plans, 3,000,000 options are outstanding
pursuant to option grants to Mr. Smith pursuant to his employment agreement. In the event of a
reverse stock split, the number of such shares will be proportionately reduced and the purchase price
per share will be proportionately increased. :
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Effect on Authorized but Unissued Shares of Common Stock

Currently, we are authorized to issue up to a total of 500,000,000 shares of common stock, of
which 90,489,276 shares were issued and outstanding as of May 4, 2009. We do not currently intend to
reduce the number of authorized shares of Pier 1 Imports’ common stock

Effect on Par Value

We mtend to amend our Certificate of Incorporation to reduce the par value of Pier 1 Imports’
common stock to $0.001. See Item 3 below for further information. The approval of this proposal is not
conditioned on the approval of Item 3 or Item 4 below.

Reduction in Stated Capital

As a result of the revetse stock split, upon the Effective Time, the stated capital on our balance
sheet attributable to Pier 1 Tmports’ common stock, which consists of the par value per share of Pier 1
Imports’ common stock multiplied by the: aggregate number of shares of Pier 1 Imports’ common stock
issued and outstanding,-will be reduced in proportion to. the size of the reverse stock split.
Correspondingly, our paid-in capital account, which consists of the difference between our stated
capital and the aggregate amount paid to us upon issuance of all currently outstanding shares of Pier 1
Imports’ common stock, will be increased by the same amount by which the stated capital is reduced.
The shareholders’ equity, in the aggregate, will remain unchanged. See Item 3 for discussion on how
the proposal to reduce the par value of Pier 1 Imports’ common stock will also affect stated capital.

No Going Private Transaction

Notwithstanding the decrease in the number of outstandlng shares followmg the proposed reverse
stock split, this transaction is not the first step in a “going private transaction,” within the meaning of
Rule 13e-3 of the Exchange Act, and will not produce, either directly or 1nd1rect1y, any of the effects
described in paragraph (a)(3)(ii) of Rule 13e-3.

Book—Entry Shares

If the réverse stock split is effected, shareholders who "hold uncertificated shares (i.e., shares held
in book-entry form and not represented by a physical stock certificate), either as direct or beneficial -
owners, will have their holdings electronically adjusted by Mellon Investor Services LLC, the “exchange
agent”, through the Depository Trust Company’s Direct Registration System (and, for beneficial
owners, by their brokers or banks that hold in “street name” for their benefit, as the case may be) to
give effect to the reverse stock split. .

U.S. shareholders who hold uncertificated shares as direct owners do not need to take any action
in order to receive any cash payment in lieu of fractional shares or other distributions, if any, that may
be declared and payable to holders of record following the reverse stock split. Non-U.S. shareholders
who hold uncertificated shares as direct-owners will be sent a letter of transmittal and.a W-8BEN form
by the exchange agent and will need to return it properly completed.and duly executed in order to
receive any cash payment in lieu of fractional shares or other distributions, if any, that may be declared
and payable.to-holders of record following the reverse stock split.

Exchdnge of Stock Certificates

If the reverse stock split is effected, shareholders holding certificated shares (i.e., shares
represented by one or more physical stock certificates) will be required to exchange their old stock
certificate(s) (“Old Certlflcate(s)”) for shares held in book-entry form through the Depository Trust
Company s Direct Reglstratlon System representmg the approprxate number of shares of Pier 1
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Imports’ common stock resulting from the reverse stock split. Shareholders of record upon the
Effective Time will be furnished the necessary materials and instructions for the surrender and
exchange of their Old Certificate(s) at the approprrate time by the exchange agent. Shareholders will
not have to pay any transfer fee or other fee in connection with such exchange. As soon as practicable
after the Effective Time, the exchange agent will send a transmittal letter to each shareholder advising
such holder of the procedure for surrendering Old Certificate(s) in exchange for new shares held in
book-entry form. Pursuant to applicable rules of the NYSE, your Old Certificate(s) representing
pre-split shares cannot be used for ‘either transfers or deliveries made on the NYSE. Accordingly, you
must exchange your Old Certificate(s) in order to effect transfers or dehverles of your shares on the
NYSE.

YOU SHOULD NOT SEND YOUR OLD CERTIFICATES NOW. YOU SHOULD SEND THEM ONLY
AFTER YOU RECEIVE THE LETTER OF TRANSMITTAL FROM THE EXCHANGE AGENT.

As soon as practicable after the surrender to the exchange agent of any Old Certificate(s),
together with 'a properly comhipleted and duly executed transmittal leiter and any other documents the
exchange agent may specrfy the exchange agent will have their holdings electromcally adjusted in the -
name of such person. s

Untll surrendered as contemplated herein, a shareholder’s Qld Certificate(s) shall be deemed at
and after the Effectlve Time to represent the number of full shares of Pier 1 Imports’ common stock
resulting from the reverse stock split. Until shareholders have returnéd their properly completed and
duly executed transmittal letter and surrendered their Old Certificate(s) for exchange, shareholders will
not be entitled to receive any other distributions, if any, that may be declared and payable to holders of
record following the reverse stock spht

Any shareholder Whose Old Certlflcate(s) have been lost, destroyed or stolen will be entitled to
new shares in book-entry form only after complymg with the requirements that we and our transfer
agent customarlly apply in connection with lost, stolen or destroyed certificates.

No service charges, brokerage commissions or transfer taxes shall be payable by any holder of any
Old Certificate, except that if any book-entry shares are to be issued in a name other than that in
which the Old Certificate(s) are registered, it will be a condition of such issuance that (1) the person
requesting such issuance must pay to us any applicable transfer taxes or establish to our satisfaction
that such taxes have been paid or are not payable, (2) the transfer complies with all applicable federal
and state securities laws, and (3) the surrendered certificate is properly endorsed and otherwise in |
proper form for transfer.

Any shareholder who wants to continue holding certificated shares may request new certificate(s)y
from Pier 1 Imports’ transfer agent.

Fractional Shares ...

We do not cutrently intend to issue fractional shares in connection with the reverse stock split.
Therefore, we do not expect:to issue book-entry shares or certificates representing fractional shares.
Shareholders who would otherwise hold fractional shares because the number of shares of common
stock they hold before the reverse stock split is not evenly divisible by the split ratio ultimately selected
by the board of directors will be entitled to receive cash (without interest or deduction) in lieu of such
fractional shares from the exchange agent and, where shares are held in certificated form, the
surrender of all Old Certificate(s) and receipt by the exchange agent of a properly completed and duly
executed transmittal letter, in an amount equal to the proceeds attributable to the sale of such
fractional shares following the aggregation and sale by the exchange agent of all fractional shares
otherwise issuable. Non-U.S. shareholders who hold certificated or uncertificated shares will need to
return to the exchange agent a properly completed and duly executed transmittal letter and W-8BEN
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form in order to receive cash in lieu of such fractional shares. The ownership of a fractional share
interest will not give the holder any voting, dividend or other rights, except to receive the above-
described cash payment. Pier 1 Imports will be responsible for any brokerage fees or commissions
related to the exchange agent’s selling in the open market shares that would otherwise be fractional
shares.

Shareholders should be aware that, under the escheat or abandoned property laws of various
jurisdictions, sums due for fractional interests that are not timely claimed after the Effective Time may
be required to be paid to the designated agent for each such jurisdiction, unless correspondence has
been received by us or our transfer agent concerning ownership of such funds within the time
permitted in such jurisdiction. Thereafter, if applicable, shareholders otherwise entitled to receive such
funds, but who do not receive them due to, for example, their failure to timely comply with the
exchange agent’s instructions, will have to seek to obtain such funds directly from the state to which
they were paid.

_No Appraisal Rights

Under the Delaware General Corporation Law, the shareholders are not entitled to dissenter’s
rights or appraisal rights with respect to the reverse stock split described in this Item 2, and we will not
independently provide the shareholders with any such rights.

Certain Federal Income Tax Consequences of the Reverse Stock Split

The following discussion is a general summary of certain U.S. federal income tax consequences of
the reverse stock split that may be relevant to holders of Pier 1 Imports’ common stock that hold such
stock as a capital asset for federal income tax purposes. This summary is based upon the provisions of
the Internal Revenue Code of 1986, as amended (the “Code”), Treasury regulations promulgated
thereunder, administrative rulings and judicial decisions as of the date hereof, all of which may change,
possibly with retroactive effect, resulting in U.S. federal income tax consequences that may differ from
those discussed below. This discussion does not address all aspects of federal income taxation that may
be relevant to such holders in light of their particular circumstances or to holders that may be subject
to special tax rules, including, without limitation: (i) holders subject to the alternative minimum tax;
(ii) banks, insurance companies, or other financial institutions; (iii) tax-exempt organizations;

(iv) dealers in securities or commodities; (v) regulated investment companies or real estate investment
trusts; (vi) partnerships (or other flow-through entities for U.S. federal income tax purposes and their
partners or members); (vii) traders in securities that elect to use a mark-to-market method of
accounting for their securities holdings; (viii) U.S. Holders (as defined below) whose “functional
currency” is not the U.S. dollar; (ix) persons holding Pier 1 Imports’ common stock as a position in a
hedging transaction, “straddle,” “conversion transaction” or other risk reduction transaction;

(x) persons who acquire shares of Pier 1 Imports’ common stock in connection with employment or
other performance of services; or (xi) U.S. expatriates. In addition, this summary does not address the
tax consequences arising under the laws of any foreign, state or local jurisdiction and U.S. federal tax
consequences other than federal income taxation. If a partnership (including any entity or arrangement
treated as a partnership for U.S. federal income tax purposes) holds shares of Pier 1 Imports’ common
stock, the tax treatment of a holder that is a partner in the partnership generally will depend upon the
status of the partner and the activities of the partnership.

We have not sought, and will not seek, an opinion of counsel or a ruling from the Internal
Revenue Service (“IRS”) regarding the United States federal income tax consequences of the reverse
stock split and there can be no assurance the IRS will not challenge the statements and conclusions set
forth in this discussion or that a court would not sustain any such challenge. EACH HOLDER OF
COMMON STOCK SHOULD CONSULT SUCH HOLDER’S TAX ADVISOR WITH RESPECT TO
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THE PARTICULAR TAX CONSEQUENCES OF THE REVERSE STOCK SPLIT TO SUCH
HOLDER.

For purposes of the discussion below, a “U.S. Holder” is a beneficial owner of shares of Pier 1
Imports’ common stock that for U.S. federal income tax purposes is: (i) an individual citizen or
resident of the United States; (ii) a corporation (including any entity treated as a corporation for U.S.
federal income tax purposes) created or organized in or under the laws of the United States, any state
or political subdivision thereof; (iii) an estate the income of which is subject to U.S. federal income
taxation regardless of its source; or (iv) a trust, the administration of which is subject to the primary
supervision of a U.S. court and as to which one or more U.S. persons have the authority to contro] all
substantial decisions of the trust, or that has a valid election in effect to be treated as a U.S. person. A
“Non-U.S. Holder” is a beneficial owner (other than a partnership) of shares of Pier 1 Imports’
common stock who is not a U.S. Holder.

U.S. Holders

The reverse stock split should constitute a “recapitalization” for U.S. federal income tax purposes.
As a result, a U.S. Holder generally should not recognize gain or loss upon the reverse stock split,
except with respect to cash received in lieu of a fractional share of Pier 1 Imports’ common stock, as
discussed below. A U.S. Holder’s aggregate tax basis in the shares of Pier 1 Imports’ common stock
received pursuant to the reverse stock split should equal the aggregate tax basis of the shares of Pier 1
Imports” common stock surrendered (excluding any portion of such basis that is allocated to any
fractional share of Pier 1 Imports’ common stock), and such U.S. Holder’s holding period in the shares
of Pier 1 Imports’ common stock received should include the holding period in the shares of Pier 1
Imports’ common stock surrendered. Treasury regulations promulgated under the Code provide
detailed rules for allocating the tax basis and holding period of the shares of Pier 1 Imports’ common
stock surrendered to the shares of Pier 1 Imports’ common stock received pursuant to the reverse stock
split. Holders of shares of Pier 1 Imports’ common stock acquired on different dates and at different
prices should consult their tax advisors regarding the allocation of the tax basis and holding period of
such shares.

A U.S. Holder who receives cash in lieu of a fractional share of Pier 1 Imports’ common stock
pursuant to the reverse stock split should recognize capital gain or loss in an amount equal to the
difference between the amount of cash received and the U.S. Holder’s tax basis in the shares of Pier 1
Imports’ common stock surrendered that is allocated to such fractional share of Pier 1 Imports’
common stock. Such capital gain or loss should be long term capital gain or loss if the U.S. Holder’s
holding period for Pier 1 Imports’ common stock surrendered exceeded one year at the Effective Time.

Informatlon Reporting and Backup Withholding. Information returns generally will be required to
be filed with the IRS with respect to the receipt of cash in lieu of a fractional share of Pier 1 Imports’
common stock pursuant to the reverse stock split in the case of certain U.S. Holders. In addition, U.S.
Holders may be subject to a backup withholding tax (at the current applicable rate of 28%) on the
payment of such cash if they do not provide their taxpayer identification numbers in the manner
required or otherwise fail to comply with applicable backup withholding tax rules. Backup withholding
is not an additional tax. Any amounts withheld under the backup withholding rules may be refunded or
allowed as a credit against the U.S. Holder’s federal income tax liability, if any, provided the required
information is timely furnished to the IRS.
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Non-U.S. Holders

Non-U.S. Holders who exchange shares of Pier 1 Imports’ common stock pursuant to the reverse
stock split generally should be subject to tax in the manner described above under “U.S. Holders,”
except that any capital gain realized by a Non-U.S. Holder as a result of receiving cash in lieu of a
fractional share of Pier 1 Imports’ common stock generally should not be subject to U.S. federal
income or withholding tax if the Non-U.S. Holder certifies under penalties of perjury that it is a
Non-U.S. Holder and neither we nor the exchange agent has actual knowledge to the contrary unless:

* the Non-U.S. Holder is an individual who holds Pier 1 Imports” common stock as a capital asset,
is present in the U.S. for 183 days or more during the taxable year of the reverse stock split and
meets certain other conditions;

* the gain is effectively connected with the Non-U.S. Holder’s conduct of a trade or business in
the U.S. (and, if certain income tax treaties apply, is attributable to a Non-U.S. Holder’s
permanent establishment in the U.S.); or Co

* we are or have been a “United States real property holding corporation” for U.S. federal
income tax purposes at any time within the shorter of the five-year period ending on the
Effective Time, or the period that the Non-U.S. Holder held the shares of Pier 1 Imports’
common stock. We do not believe that we have been, currently are, or will become, a United
States real property holding corporation. :

Individual Non-U.S. Holders who are subject to U.S. federal income tax because they are present
in the United States for 183 days or more during the year of the reverse stock split will be taxed on
their gain (including gain from the sale of shares of Pier 1 Imports’ common stock and net of
applicable U.S. losses from sales or exchanges of other capital assets recognized during the year) at a
flat rate of 30% or such lower rate as may be specified by an applicable income tax treaty. Other
Non-U.S. Holders subject to U.S. federal income tax with respect to gain recognized as a result of
receiving cash in lieu of a fractional share of common stock generally will be taxed on such gain in the
same manner as if they were U.S. Holders and, in the case of foreign corporations, may be subject to
an additional branch profits tax at a 30% rate or such lower rate as may be specified by an applicable
income tax treaty.

Information Reporting and Backup Withholding. 1In general, backup withholding and information
reporting will not apply to payment of cash in lieu of a fractional share of Pier 1 Imports’ common
stock to a Non-U.S. Holder pursuant to the reverse stock split if the Non-U.S. Holder certifies under
penalties of perjury that it is a Non-U.S. Holder and neither we nor the exchange agent has actual
knowledge to the contrary. Backup withholding is not an additional tax. Any amounts withheld under
the backup withholding rules may be refunded or allowed as a credit against the Non-U.S. Holder’s
U.S. federal income tax liability, if any, provided that certain required information is timely furnished
to the IRS. In certain circumstances the amount of cash paid to a Non-U.S. Holder in lieu of a
fractional share of Pier 1 Imports’ common stock, the name and address of the beneficial owner and
the amount, if any, of tax withheld may be reported to the IRS.

Vote Required

The affirmative vote of a majority of the outstanding shares of common stock entitled to vote is
required to approve the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to effect
a reverse stock split of Pier 1 Imports’ common stock having a split ratio between, and including,
1-for-2 and 1-for-20, as will be selected by the board of directors prior to the time of filing such
Certificate of Amendment with the Delaware Secretary of State. If a proxy card is signed and returned
but no direction is made, the persons named in your proxy will vote your shares “FOR” this proposal.
Any shares not voted (whether by abstention or otherwise) will have the same effect as a vote
“AGAINST” this proposal.
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The board of directors has declared it advisable and unanimously recommends a vote “FOR”
approval of the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to effect a
reverse stock split of Pier 1 Imports’ common stock having a split ratio between, and including, 1-for-2
and 1-for-20, as will be selected by the board of directors prior to the tlme of filing such Certificate of
Amendment with the Delaware Secretary of State.

ITEM 3—Proposal to Approve an Amendment of the Certificate of Incorporation of Pier 1
Imports, Inc. to Reduce the Par Value of Pier 1 Imports Common Stock from $1 00 Per
Share to $0.001 Per Share

"The board of directors has unanimously adopted a resolution seeking sharcholder approval to
amend Pier 1 Imports’ Certificate of Incorporation to reduce the par value of Pier 1 Imports” common
stock. The Certificate of Incorporation currently authorizes the issuance of shares of common stock
with a par value of $1.00 per share. The board of directors believes it is in the best interests of Pier 1
Imports to amend the Certificate of Incorporation to reduce the par value of Pier 1 Imports’ common
stock to $0.001 per share. The reduction in par value is intended to bring Pier 1 Imports in line with
the practice of other public compames with respect to par value.

We further believe that a change from a par value of $1 00 per share to $O 001 per share will
provide us with greater flexibility in utilizing Pier 1 Imports” common stock for various corporate
purposes. We also believe that a reduction in par value will provide us with greater flexibility with
respect to the issuance of stock and stock-based compensation because Delaware law requires that we
receive at least the par Value per share ‘as con51derat10n for the issuance of Pier 1 Imports’ comrmon
stock.

- Historically, the concept of par value served to protect creditors -and senior security holders by
ensuring that a company received at least the par value as consideration for issuance of stock. Over
time, the concept of par value has lost its significance for the most part. Many companies that
incorporate today use a nominal par value or have no par value.

The reduction in the par value of Pier 1 Imports’ common stock would result in a reduction in the
stated caprtal on our balance sheet attributable to Pier 1 Imports ‘common stock (approx1mately
$100.7 million) and a corresponding increase in the paid-in capital account (approximately
$100.7 million). The reduction in the par value would not change the number of authorized shares, of
Pier 1, Imports’ common stock: The reduction in the par value would reduce the amount required to be
carried by Pier 1 Imports as stated capital, thereby potentially increasing our paid-in capital available
for other corporate purposes. The board of directors has not proposed the reduction in the par value
with the intention of declaring dividends on the common stock. The reduction in.the par value should .
have no effect on the rights of the holders of Pier 1 Imports’ common stock except.for the minimum
amount per share Pier .1 Imports may. recelve upon the issuance of authorized but unissued shares.

The form of the proposed amendment to our Certificate of Incorporation to reduce the par value
of Pier 1 Imports’ common stock to$0.001 is attached to this proxy statement as Appendix B.
Appendix B will be appropriately modified to delete the proposed amendment if this proposal is not
approved by the requisite vote of the shareholders. The amendment to the Certificate of Incorporation
will become effective upon the filing of such amendment with the Secretary of State for the State of
Delaware. The approval of this proposal is not conditioned on the approval of Item 2 above or Item 4
below.

If this proposal is approved, certificates representing shares of Pier 1 Imports” common stock,
$1.00 par value per share, issued and outstanding prior to the effective date of filing of the amendment
to the Certificate of Incorporation will be changed to represent the same number of shares of Pier 1
Imports’ common stock, $0.001 par value per share, as they did prior to such effective date. Existing
certificates will not be exchanged for new certificates in connection with this amendment.
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The affirmative vote of a majority of the outstanding shares of common stock entitled to vote is
required to approve the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to
reduce the par value of Pier 1 Imports’ common stock from $1.00 per share to $0.001 per share. If a
proxy card is signed and returned but no direction is made, the persons named in your proxy will vote
your shares “FOR” this proposal.’ Any shares not voted (whether by abstention or otherwise) will have
the same effect as a vote “AGAINST” this proposal. :

The board of directors has declared it advisable and unanimously recommends a vote “FOR” ,
approval of the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to reduce the
par value of Pier 1 Imports common stock from $1.00 per share to $0.001 per share.

ITEM 4—Pr0posal to Approve an Amendment of the Certlficate of Incorporation of Pier 1
. Imports, Inc. to Increase the Authorized Number of Pier 1 Imports’ Shares of Preferred
Stock from 5,000,000 Shares to 20,000,000 Shares, to Shorten the Description of the
Authority of the Board of Directors to Issue Such Shares, and to Eliminate the Terms and
Provisions of the Formula Rate Preferred Stock Currently Set Forth in the Certificate of
Incorporation

The board of directors has unanimously adopted a resolution seeking shareholder approval to
amend Pier 1 Imports’ Certificate of Incorporation to increase the authorized number of shares of
preferred stock that we have authority to issue from 5,000,000 shares to 20,000,000 shares and to
submit this.amendment for sharcholder approval. The board of directors also authorized an
amendment to amend and restate the board of directors’ authority to issue such shares and to
eliminate the terms and provisions of the Formula Rate Preferred Stock currently set forth in the
Certificate of Incorporatlon

The purpose for increasing the number of authorized shares of preferred stock is to give Pier 1
Imports the flexibility to take advantage of various business opportunities, including financings, raising .
additional capital, and other corporate purposes.

The preferred stock will enable Pier 1 Imports, at the option of the board of directors, to issue
series of preferred shares in a manner calculated to take advantage of financing techniques that may
provide a lower effective cost of capital to Pier 1 Imports. The availability of “blank check” preferred
shares for issuance in the future will give Pier 1 Imports greater flexibility and permit such shares to be
issued without the expense and delay of a special meeting of shareholders.

We presently have 5,000,000 shares of preferred stock authorized for issuance in our Certificate of
Incorporation. The board of directors has the authority to divide these preferred shares into series, to
designate each series, to fix and determine separately for each series any one or more relative rights
and preferences, priorities, and limitations, and to issue shares of any series without further shareholder
approval.

On or about July 2, 1987, all 5,000,000 authorized shares of our preferred stock were designated as
the $.25 Preferred Stock and issued in a private placement. On October 29, 1987, we amended our
Certificate of Incorporation to reclassify the 5,000,000 outstanding shares of the $.25 Preferred Stock as
the Formula Rate Preferred Stock. On September 18, 1991, all outstariding shares of the Formula Rate
Preferred Stock were redeemed in accordance with their terms. Under Delaware law, these 5,000,000
shares could not be reissued, except as Formula Rate Preferred Stock. The proposed amendment will
eliminate all references to the Formula Rate Preferred Stock in the Certificate of Incorporation,
thereby returning the shares to the status of authorized but unissued shares of preferred stock that can
be issued pursuant to the board of directors’ blank check authorlty

Pursuant to our Certificate of Incorporation, the board of directors is authorized, without
shareholder approval, to issue preferred shares on the terms that the board of directors determines in
its sole discretion. For example, the board of directors will be able to determine the voting rights,
dividend or distribution rate, dates for payment of dividends or distributions, whether dividends are
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cumulative, that is, whether dividends must first be paid on outstanding preferred shares that are issued
before common share. dividends are paid, liquidation prices, redemption rights and prices, any sinking
fund requirements, any conversion rights and any restrictions on the issuance of any series of preferred
shares. Subject to the exercise of its fiduciary duties to.Pier 1 Imports, Inc. and its shareholders, the
board of directors will not issue any of the newly authorized 20,000,000 available shares of preferred
stock, without prior shareholder approval, for any defensive or anti-takeover purposes. At this current
time, we do not have any plans, proposals or arrangements to issue any of the newly available shares of
preferred stock, and the authorization of the preferred shares is not in response fo any takeover
attempt or any other expression of interest indicated by a third party.

The board of directors’ present authority to issue the shares of preferred stock generally repeats in
their entirety various provisions of the General Corporation Law of the State of Delaware. Such a
long-form provision is not necessary under the General Corporation Law of the State of Delaware, and
the board of directors has recommended that a shorter form be substituted in place of the long-form
authority. No substantive change to the board of directors’ authority to-issue the authorized preferred
stock in series will occur if this part of the amendment is or is not adopted. :

The issuance of shares of preferred stock pursuant to the board of directors’ authority described
above may adversely affect the rights of holders of common stock. For example, preferred stock issued
by Pier 1 Imports may rank prior to the common stock as to dividend rights, liquidation preference, or
both, may have full or limited voting rights, and may be convertible into shares of common stock.
Accordingly, the issuance of shares of preferred stock may discourage bids for the common stock at a
premium or may otherwise adversely affect the market price of the common stock. - :

The form of the proposed amendment to our Certificate of Incorporation to authorize an increase
in the number of authorized shares of preferred stock from 5,000,000 shares to 20,000,000 shares, to
shorten the description of the authority of the board of directors to issue such shares, and to eliminate
the terms and provisions of the Formula Rate Preferred Stock is attached to this proxy statement as
Appendix B. Appendix B will be appropriately modified to delete the proposed amendment if this
proposal is not approved by the requisite vote of the shareholders. If the proposed amendment is
approved, all 20,000,000 shares will be available for future issuance. The approval of this proposal is
not conditioned on the approval of Item 2 or Item 3 above. .

The affirmative vote of a majority of the outstanding shares of common stock entitled to vote is
required to approve the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to
increase the authorized number of shares of preferred stock from 5,000,000 shares to. 20,000,000 shares,
to shorten the description of the authority of the board of directors to issue such shares, and to
eliminate the terms and provisions of the Formula Rate Preferred Stock. No shares of our preferred
stock are outstanding. If a proxy card is signed and returned but no direction is made, the persons
named in your proxy will vote your shares “FOR” this proposal. Any shares not voted (whether by
abstention or otherwise) will have the same effect as a vote “AGAINST” this proposal.

The board of directors has declared it advisable and unanimously recommends a vote “FOR”
approval of the amendment of the Certificate of Incorporation of Pier 1 Imports, Inc. to increase the
authorized number of Pier 1 Imports’ shares of preferred stock from 5,000,000 shares to
20,000,000 shares, to shorten the description of the authority of the board of directors to issue ‘such
shares, and to eliminate the terms and provisions of the Formula Rate Preferred Stock currently set
forth in the Certificate of Incorporation. .

ITEM 5—Proposal to Ratify the Audit Commlttee s Approval to Engage Ernst & Young LLP as Pier 1
Imports’ Independent Regrstered Public Accountmg Firm for Fiscal 2010

At a recent meeting of the audit committee, the committee approved engaging Ernst &
Young LLP as Pier 1 Imports’ independent registered public accounting firm for fiscal 2010. Ernst &
Young served as Pier 1 Imports’ independent registered public accounting firm for fiscal 2009.
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Although approval or ratification of such engagement is.not required by our by-laws, Pier 1 Imports is
seeking the shareholders’ ratification of the audit committee’s approval to engage Ernst & Young
because we believe that allowing shareholders to express their view on the matter is good corporate
governance. SEC Rule 10A-3(b)2 requires that the audit committee “...must be directly respon51ble for
the appointment...of any registered public accounting firm...”. Since the audit committee cannot
abdicate this authority to the shareholders, the ratification is not binding on Pier 1.Imports. Any failure
of the shareholders to ratify the audit committee’s approval to engage Ernst & Young as Pier 1 .
Imports’ independent registered public accounting firm would, however, be considered by the audit
committee in determining whether to engage Ernst & Young

The affirmative vote of a majorlty of the shares of common stock entitled to vote present in
person or represented by proxy at the annual meeting is required to ratify the approval to engage ‘
Ernst & Young LLP as Pier 1 Imports’ independent registered public accounting firm for fiscal 2010. If
a proxy card is signed and returned but no direction is made, the persons named in your proxy will
vote your shares “FOR” this proposal. Any such shares not voted (whether by abstention or otherwise)
will have the same effect as a vote “AGAINST” this proposal.

The board of dlrectors unanlmously recommends a vote “FOR” the ratification of the audit
committee’s approval to engage Ernst & Young LLP as Pler 1 Imports’ mdependent reglstered pubhc
accounting firm for fiscal 2010.

Relatlonshlp w1th Independent Reglstered Publlc Accountmg Fn'm '

- Pursuant to its charter, the audit committee is directly respons1b1e for the appomtment
compensation, retention and oversight of Pier 1 Imports’ independent registered public accounting flrm.
As described above, the audit committee has approved the engagement of Ernst & Young:as Pier 1
Imports’ independent registered public accounting firm for fiscal 2010.

The audit committee appointed Ernst & Young LLP as Pier 1 Imports independent reglstered
public accounting firm for fiscal 2009 and the shareholders ratified the appointment at the annual "
meeting of the shareholders held on June 20, 2008. A representatlve of Ernst & Young is expected to
be present at the annual meeting of shareholders and will be given the opportunity to make a
statement if he ‘or she so desires and to respond to approprlate questions from shareholders.

Independent Reglstered Publlc Accountlng Firm Fees - : o v;f &

The followmg table presents fees incurred for profess1onal services renderéd by Ernst &
Young LLP, Pier 1 Imports’ 1ndependent reglstered public accountmg firm, for flscal years ended
February 28, 2009 and March 1, 2008.

February 28,2009 March 1, 2008

Audit Fees(1). ..o v vttt $1,141,350 $1,105,700 -
Audit Related Fees ........ A O % 0o . $ . 0.
Tax Fees(2) oo, s 8 62773 0§ 136,008

All Other Fees(3). . v v oo vii i i $ 1,981 . - § 1,624
Total FEES .« oo oot e U $1,206,104 ¢ $1,243,332 ¢

(1) Includes fees for services related to the annual audit of the consolidated financial
statements, required statutory ‘audits, reviews of Pier 1 Imports’ quarterly reports on
Form 10-Q, the registered public accounting firm’s report on Pier 1 Imports’ internal
control over financial reporting, as required under Section 404 of the Sarbanes-Oxley Act
of 2002 and registration statements during the respective period.
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(2) Includes fees for services related to tax compliance, tax advice and tax planning.

| (3) Includes fees for subscﬁption to online research tool.

Pre?approval of Nonaudit ‘Fee‘s

The audit committee has adopted a policy that requires advance approval of all audit, audit
related, tax and other services performed by the independent registered public accounting firm. The
policy provides for pre-approval by the audit committee of specifically defined audit, audit related and
tax services. Unless the specific service has been pr‘eviously pre-approved with respect to a fiscal year,
the audit committee must approve the permitted service before the independent registered public
accounting firm is engaged to perform it. The audlt committee has delegated to the chairman of the
audit committee authorlty to approve permitted services up to $50,000 per engagement provided that
the chairman reports any pre-approval decisions to the committee at its next scheduled meeting.

AUDIT COMMITTEE REPORT

Each member of the audit committee is an independent director, pursuant to the 1ndependence
requirements of the SEC and NYSE. In accordance with the committee’s written charter, the
committee assists the board of directors in overseeing the quality and integrity of Pier 1 Imports’
accounting, auditing and financial reporting practices. In performing its oversight function, the
committee reviewed and discussed Pier 1 Imports’ audited consolidated financial statements as of and
for the fiscal year ended February 28, 2009 with management and Pier 1 Imports’ independent
registered public accounting firm, including a discussion of the quality, not just the acceptability, of the
accounting principles, the reasonableness of significant judgments, and the clarity of disclosures in the
financial statements. The ‘committee also discussed with Pier 1 Imports’ independent registered public
accounting firm all matters required by generally accepted auditing standards, including those described
in Statement on Auditing Standards No. 61, “Communication with Audit Committees” and, with and
without management present, discussed and reviewed the results of the 1ndependent registered public.
accountmg firm’s examination of the consohdated financial statements

The committee obtained from the independent registered public accounting firm a formal written
statement describing all relationships between. the firm and Pier 1 Imports that might affect the firm’s
independence consistent with applicable requirements of the Public Company Accounting Oversight
Board regarding the independent accountant’s communications with the audit committee concerning
independence. The committee also discussed with the registered public accounting firm any
relationships that may have an 1mpact on their objectivity and independence and satisfied ourselves that
the reglstered public accounting firm is 1ndependent The committee also considered whether the
provision of non-audit services by Ernst & Young LLP, Pier 1 Imports” independent registered public
accounting firm for fiscal 2009, to Pier 1 Imports is compatible with maintaining Ernst & Young LLP’s
independence.

Based on the above- descrlbed review and discussions with management and the 1ndependent
registered public accounting firm, the committee recommended to the board of directors that Pier 1
Imports’ audited consolidated financial statements be included in Pier 1 Imports’ Annual Report on
Form 10-K for the fiscal year ended February 28, 2009, for filing with the SEC.

AUDIT COMMITTEE

Terry E. London Chalrman
Michael R. Ferrari
Cece Smith
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ITEM 6—Shareholder Proposal

William C. Thompson, Jr., Comptroller of the City of New York, as custodian and a trustee of the
New York City Employees’ Retlrement System (87,157 shares owned as of December 16, 2008), the
New York City Teachers’ Retirement System (100,561 shares owned as of December 16, 2008), the New
York City Police Pension Fund (42,034 shares owned as of December 16, 2008), and the New York City
Fire Department Pension Fund (10,541 shares owned as of December 16, 2008), and as custodian of
the New York City Board of Education Retirement System (4,325 shares owned as of December 16,
2008), has submitted the following proposal in accordance with Rule 14a-8 of the Securities Exchange
Act of 1934. The proposal is substantially similar to the proposals that Mr. Thompson submitted for
consideration at the last two annual meetings of Pier 1 Imports, which were both defeated by the
shareholders. Mr. Thompson has indicated to Pier 1 Imports that each of the above entities intends to
continue to hold at least $2,000 of Pier 1 Imports’ common stock through the date of Pier 1 Imports’
annual shareholders meeting. Mr. Thompson’s address is c/o The City of New York, Office of the
Comptroller, Bureau of Asset Management, 1 Centre Street, Room 736, New York, New York
10007-2341. ‘

To be approved, if properly presented at the meeting, the proposal must receive the affirmative
vote of a majority of the shares of common stock entitled to vote present in person or represented by
proxy at the annual meeting. If a proxy card is signed and returned but no direction is made, the
persons named in your proxy will vote your shares “AGAINST” this proposal. Any such shares not
voted (whether by abstention or otherwise) will have the same effect as a vote “AGAINST” this
proposal

The board of dlrectors unanimously recommends a vote. “AGAINST” this proposal.

Shareholder Proposal:

Resolved: That the shareholders of Pier 1 Imports, Inc: (the “Company”) request that the Board
of Director’s Executive Compensation Committee establish a pay-for-superior-performance standard in
the Company’s executive compensation plan for senior executives (“Plan”), by incorporating the
following principles into the Plan:

1. The annual incentive or bonus component of the Plan should. utilize defined financial
performance criteria that can be benchmarked against a disclosed peer group of companies,
and provide that an annual bonus is awarded only when the Company’s performance exceeds
its peers’ median or 'mean performance on the selected financial criteria;

2. The long-term compensation component of the Plan should utilize defined performance
criteria that can be benchmarked against a disclosed peer group of companies. Options,
restricted shares or other equity or non-equity compensation used in the Plan should be
structured so that compensation is received only when the Company’s performance exceeds its
peers” median or mean performance on the selected performance criteria; and

3. Plan disclosure should be sufficient to allow shareholders to determine and monitor the pay>
and performance correlation established in the Plan.

Supporting Statement: We feel it is imperative that compensation plans for senior executives be
designed and implemented to promote long-term corporate value. A critical design feature of a v
well-conceived executive compensation plan is a close correlation between the level of pay and the level
of corporate performance relative to industry peers. We believe the failure to tie executive
compensation to superior corporate performance; that is, performance exceeding peer group
performance, has fueled the escalation of executive compensatlon and detracted from the goal of
enhancing long-term corporate value.

We believe that common compensation practices have contributed to eXcessiye executive
compensation. Compensation committees typically target senior executive total compensation at the
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median level of a selected peer group, then they design any annual and long-term incentive plan
performance criteria and benchmarks to deliver a significant portion of the total compensation target
regardless of the company’s performance relative to its peers. High total compensation targets
combined with less than rigorous performance benchmarks yield a pattern of superior-pay-for-average-
performance. The problem is exacerbated when companies include annual bonus payments among
earnings used to calculate supplemental executive retirement plan (SERP) benefit levels, guaranteeing
excessive levels of lifetime income through inflated pension payments.

- We believe the Company’s Plan fails to promote the pay-for-superior-performance principle. Our
Proposal offers a straightforward solution: The Compensation Committee should establish and disclose
performance criteria and set peer group-related performance benchmarks that permit awards or
payouts in its annual and long-term incentive compensation plans only when the Company’s
performance exceeds the median of its peer group. A senior executive compensation plan based on
sound pay-for-superior-performance principles will help moderate excessive executive compensation and
create competitive compensation incentives that will focus senior executives on building sustainable
long-term corporate value.

Pier 1 imports’ Résponse

As noted above, the proposal is substantially the same as the proposals that Pier 1 Imports
shareholders defeated at our annual meetings held on June 28, 2007 and June 20, 2008. The proposal
requests that the board of directors implement a performance-based incentive plan for senior executives
(covering both annual performance-based incentive and long-term compensation) using defined
financial performance criteria that are benchmarked against peer companies. Under the proposal,
annual performance-based incentive and long-term compensation would be payable only if Pier 1
Imports’ performance were to exceed the peer group’s mean or median performance with respect to
the selected financial performance criteria.(1)

In our opinion, the proposal continues to be unnecessary in light of Pier 1 Imports’ current
turnaround efforts and general operating environment. Moreover, it duplicates certain elements of
Pier 1 Imports’ existing incentive compensation policies and practices. Pier 1 Imports’ current incentive
plans (annual and long-term) already utilize financial performance criteria that are tied to an
improvement of Pier 1 Imports® profits and value. Although these plans do not condition awards on
performance exceeding the mean or median of peer performance on the selected financial performance
criteria, Pier 1 Imports nevertheless must surpass certain financial performance objectives before any
annual performance-based incentive payments are made or long-term compensation has compensatory
value to a senior executive. Pier 1 Imports believes that the tying of annual performance-based
incentive payments and long-term compensation to the financial performance measures set forth in its
executive compensation program will focus senior executives on building sustainable, long-term
corporate value because Pier 1 Imports’ profits and value actually would have to improve before the
annual performance-based incentive payments are made or the long-term compensation has any
compensatory value.

Further, Pier 1 Imports believes that its current incentive plans provide more stringent standards
for performance-based incentive plans than those set forth in the proposal. Indeed, the proposal, as
written, could permit Pier 1 Imports to reward its senior executives when its financial performance
exceeds that of its peers but has not resulted in any improved financial performance or stock
appreciation at Pier 1 Imports. In other words, as long as Pier 1 Imports performs less poorly relative
to its peers, its senior executives could be entitled to incentive compensation, a result contrary to the

(1) The Supporting Statement of the proposal, however, conflicts with the proposal by limiting the
peer group’s performance to a “median” performance with respect to the selected financial
performance criteria.
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contention in the supporting statement that the proposal “will focus senior executives on building
sustainable long-term corporate value.” If Pier 1 Imports were to base the awarding of annual
performance-based incentive payments or other long-term compensation relative to the performance of
companies that are losing value, the probability of such compensation being payable could be higher
than when compared to the requirements of Pier 1 Imports’ current executive compensation program
that are specific to Pier 1 Imports.

Pier 1 Imports’ annual performance-based incentive for senior executives is administered by the
board of directors’ compensation committee, whose duties include establishing a performance measure
and quantifying it for each year for the payment of cash incentive awards. For fiscal 2009, the
committee established a performance measure of adjusted consolidated operating cash earnings before
interest, taxes, depreciation and amortization from all domestic and international operations, but not
including discontinued operations, unusual or non-recurring charges nor recurring non-cash items, each
as determined by the committee, or a subcommittee. We refer to this measure as the Profit Goal. For:
fiscal 2009, the committee set the Profit Goal target level of $40,000,000 based on projected. company
performance, for a senior executive to receive 100% of his or her cash incentive award potential. A -
threshold Profit Goal of $25,600,000 would result in the senior executive receiving 10% of his or her
cash incentive award potential;-and at $48,000,000, the senior executive could receive 150% of his or -
her cash incentive award potential. The Profit Goal targets and corresponding cash incentive award
levels recommended by the committee were subsequently approved by the board of directors. Neither
the Profit Goal target level of $40,000,000 nor the minimum level of $25,600,000 were met for fiscal
2009; and, accordingly, none of Pier 1 Imports’ senior exccutives or key management participants
received any incentive payments with respect to the fiscal 2009 performance of Pier 1 Imports.

For fiscal 2009, Pier 1 Imports’ long-term incentive plan for senior executives consisted of stock
option awards and restricted stock awards (time-based) issued under the Pier 1 Imports, Inc. 2006
Stock Incentive Plan. Pursuant to the plan, the compensation committee adopted a mix of stock options
and time-based restricted stock as long-term incentives for the senior executives. The stock option
awards were granted at an exercise price equal to the market price on the date of grant and vest
equally over four years beginning one year after grant. The time-based restricted stock awards vest
33%, 33%, and 34% over three years beginning one year after the date of grant. Each of these awards
was subsequently approved by the board of directors.

Stock option awards are designed to promote Pier 1 Imports’ success by providing value to senjor
executives only upon a corresponding increase in value to shareholders. Pier 1 Imports believes that
time-based restricted stock provides a long-term incentive opportunity that is both competitive in the
retail industry and effective as a retention tool. To remain competitive, given our turnaround efforts,
Pier 1 Imports must also design its executive incentive package to ensure its ability to attract and retain
a highly skilled and motivated executive team, which is critical to its future success and to maximizing
shareholder value. Pier 1 Imports’ executive pay, therefore, includes a healthy mix of annual cash
incentive awards and long-term compensation components. Overall pay is heavily weighted toward
incentive-based awards that are realized only when the established performance goals are achieved.
Using targets that are benchmarked to exceed peer group performance, however, is unrealistic given
the turnaround environment in which Pier 1 Imports currently operates. Further, benchmarking the
performance of a peer group of companies would be difficult given the size of the home furnishings
industry and the fact that no single company competes directly in all aspects of Pier 1 Imports’
business. In addition, in this economic environment, using benchmarked targets that are tied to peer
group performance may result in the payment of incentive awards for performance unrelated to
improved financial performance or stock appreciation at Pier 1 Imports.

As stated above, no senior executive or key management employee of Pier 1 Imports earned or
received a performance cash incentive award for fiscal 2009 because the established minimum Profit
Goal for that year was not met. Additionally, all stock option awards outstanding, including those
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granted during fiscal 2009, have an exercise price higher than the closing price of Pier 1 Imports’
common stock at the end of fiscal 2009, which was $0.21. In order to remain competitive and return
Pier 1 Imports to profitability, our pay program must be motivational, realistically achievable and tied
to improved performance at Pier 1 Imports. We do not believe that a compensation plan designed
according to the proposal would fulfill these objectives. Pier 1 Imports remains committed to utilizing
rigorous performance goals as a measure of executive compensation and benchmarking its mix of base
salary, short-term incentives and long-term incentives as elements of total compensation to peer group
studies and surveys.

It would be unwise at this time for Pier 1 Imports to choose to condition payment of incentives to
senior executives and key management on meeting or exceeding performance standards based on
defined financial performance criteria of other peers which bear no relation to Pier 1 Imports’
turnaround efforts, general operating environment and focus on a return to profitability. Pier 1 Imports
prefers to design and implement both realistic and achievable annual and long-term incentive plans for
its senior executives and key management team. An incentive compensation program that could permit
payments to senior executives in certain circumstances when Pier 1 Imports has performed below its
own expectations would fall well short of the objectives embodied in Pier 1 Imports’ existing program,
which has proven to be effective in Pier 1 Imports’ current turnaround efforts, general operating
environment and focus on a return to profitability. We believe that the performance measures used by
Pier 1 Imports are set at levels that embody a “pay-for-superior-performance” standard because the
profits and value of Pier 1 Imports would have to improve before any annual performance-based
incentives are paid or long-term compensation has any value.

The board of directors unanimously fecommends a vote “AGAINST” this proposal.
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EXECUTIVE COMPENSATION
Compensation Committee Report

The compensation committee has reviewed and discussed with management the Compensation
Discussion and Analysis below. Based on the review and discussion, the compensation committee has
recommended to the board of directors that the Compensation Dlscuss1on and Analysis be included in
Pier 1 Imports’ proxy statement.

COMPENSATION COMMITTEE
John H. Burgoyne, Chairman
Robert B. Holland, ITT
Karen W. Katz

Compensation Discussion and Analysis

The purpose of this Compensation Discussion and Analysis disclosure is to provide material
information about Pier 1 Imports’ compensation objectives and policies for its named executive officers
for fiscal 2009 and to put into perspective the tabular disclosures and related narratives that follow it.

Compensation Policies, Principles, and Objectives

Pier 1 Imports has established business. priorities as part of our ongoing strategy to return our
business to profitability. Pier 1 Imports’ success in effectively and efficiently executing these business
priorities depends, in large part, on being able to successfully attract, motivate and retain a qualified
management team and employees. Sourcing qualified candidates to fill important positions within -
Pier 1 Imports, especially executive management, in the highly competitive retail environment: is
challenging, especially when coupled with our ongoing turnaround efforts. Accordingly, Pier 1 Imports’
overall compensation philosophy is that our executive compensation plan should be structured to attract
and retain highly skilled and motivated individuals who will lead Pier 1 Imports to successful
performance that is consistent with shareholders’ expectations. We accomplish this by creating total
compensation packages which are competitive in the retail industry, fair and equitable among the
executives, and which provide strong incentives for the long-term success and performance of Pier 1
Imports. Additionally, Pier 1 Imports provides both short-term and long-term incentives to its
executives for the effective management of major functions, teamwork, and effective expense control.
Success on these fronts leads to the overall success of Pier 1 Imports. Pier 1 Imports believes that as an
exccutive’s level of responsibility increases, a greater portion of that executive’s potential total
compensation should come from performance-based plans. This aligns management’s interests with
shareholders’ interests as the executive’s potential total compensation will only increase when Pier 1
Imports’ performance increases.

Putting this philosophy into operation results in a total compensation package for Pier 1 Imports’
executive officers approximately equal to the 50" percentile of Pier 1 Imports’ peer group when Pier 1
Imports achieves planned financial goals. Total compensation packages are designed to provide a
75" percentile opportunity when Pier.1 Imports’ results significantly exceed planned financial goals.

For fiscal 2009, Pier 1 Imports used a group of peer companies to benchmark executive
perquisites, the base salary, short-term incentive and long-term incentive elements of total
compensation and non-employee director compensation. That group included Bed Bath & Beyond Inc.,
Blockbuster Inc., Borders Group, Inc., Charming Shoppes, Inc., Cost Plus, Inc., Eddie Bauer
Holdings, Inc., Jo-Ann Stores, Inc., Kirkland’s, Inc., Liz Claiborne Inc., PetSmart, Inc., Restoration
Hardware, Inc., Ross Stores, Inc., Stein Mart, Inc., Tuesday Morning Corporation, Williams-

Sonoma, Inc., and Zale Corporation. Data for these companies was provided by Towers, Perrin,
Forster & Crosby, Inc., the executive compensation consultant to the compensation committee.
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Executive Compensation Components

In addition to base salary, short-term incentives, and long-term incentives, Pier 1 Imports’
compensation program in fiscal 2009 included retirement plans and employment and post-employment
agreements. With respect to Mr. Smith, who became Pier 1 Imports’ president and chief executive
officer -on February 19, 2007, these elements are discussed separately below under the caption
“Employment Agreements and Post-Employment Consulting Agreements”. As discussed below, the
fiscal 2009 compensation program did not include the payment of allowances for certain perquisites.

Base Salary—Pier 1 Imports designs base salary to (i) reflect an individual’s experience, skills and
level of responsibility, (ii) provide a fixed amount of compensation commensurate with market
conditions for similar jobs, (iii) reflect an executive’s individual performance and contribution, and
(iv) aid in the retention of key personnel. The aspects of individual performance that may be
considered in the determination of each executive’s base salary include the individual’s contribution to
achieving operating goals, expense control and expense reduction, profitability, and performance as
compared to planned results. In addition, the following factors may be considered when assessing the
performance of each named executive officer: thought leadership (analysis, judgment, and financial
acumen), results leadership (planning and execution), people leadership (influence and execution), and
personal leadership (the ability to trust, adapt and learn). In fiscal 2009, however, Pier 1 Imports
management, through its human resources compensation group and Pier 1 Imports’ chief executive
officer, supplemented by data provided by Towers Perrin, recommended to the compensation
committee no base pay increase for Pier 1 Imports’ named executive officers at the beginning of the
fiscal year, other than a one-time adjustment to base pay for the named executive officers in
consideration of the discontinuance of the payment of pre-established amounts for the perquisites
described below. The current pay of these officers was considered in comparison to the 50™ percentile
of the selected peer group. The data showed that the chief executive officer’s base salary was between
the 50t and 75" peer group percentiles, and the base salaries of the executive vice presidents as a
group approximated the 50" peer group percentile. The compensation committee viewed the one-time
base salary adjustment to be within a reasonable range around the 50 peer group percentile. As a
result, the compensation committee agreed to support management’s recommendation of these
one-time adjustments effective April 20, 2008.

Short-term Incéntives—Pier 1 Imports designs short-term incentive cash awards to motivate
executives to achieve superior annual financial performance for Pier 1 Imports and to reward an °
executive’s contribution to achieving that financial performance. During fiscal 2009, Pier 1 Imports
maintained a short-term incentive plan for its executives and key members of management. The
short-term incentive plan used a performance measure of adjusted consolidated operating cash earnings
before interest, taxes, depreciation, and amortization from all domestic and international operations,
but not including discontinued operations, unusual or non-recurring charges nor recurring non-cash
items, each as determined by the compensation committee, or a subcommittee. We refer to this
measure as the Profit Goal. This performance measure was selected as the underlying financial measure
because it focuses on factors that an individual participant’s actions can affect. In addition, the Profit
Goal is a better measure of core operating profitability because it eliminates the effects of financing
and tax decisions as well as unusual charges and more closely reflects cash being generated by Pier 1
Imports’ ongoing core operations. The offering of a short-term incentive plan maintains a competitive
position with Pier 1 Imports’ peer group because meeting annual financial goals leads to the long-term
success of Pier 1 Imports. Also, designing the short-term incentive Profit Goal specifically around Pier 1
Imports’ financial operations reinforces Pier 1 Imports’ turnaround strategy thereby leading to
profitability over time.

Three important factors went into developing the short-term incentive plan for fiscal 2009:

o The plan was designed to reinforce the financial turnaround efforts of Pier 1 Imports, and focus
management on making the organization more efficient in every way;
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¢ The plan was designed to reward a meaningful earnings level before a cash incentive award is
paid; and

» The plan was designed to reinforce the previous fiscal year’s short-term incentive plan which
achieved its desired effect of turning Pier 1 Imports toward profitability.

These factors were discussed with the compensation committee and, as a result, the compensation
committee and board of directors approved the plan and set $40,000,000 as the Profit Goal for fiscal
2009. This goal represented significant progress in returning Pier 1 Imports to profitability given the
comparable Profit Goal measure achieved in. fiscal 2008 of $10,400,000. The plan would pay 100% of
an individual’s target cash incentive award at a Profit Goal of $40,000,000, and a maximum of 150% of
an individual’s target cash incentive award at a Profit Goal of $48,000,000. The incentive plan was
designed to pay an initial 10% of an individual’s target cash incentive award when the Profit Goal
reached $25,600,000, or a $15,200,000 improvement over the prior year. A participant’s target cash
incentive award for fiscal 2009 was expressed as a percentage of the participant’s base salary. In fiscal
2009, those were 100% of annual base salary for Pier 1 Imports’ chief executive officer and 75% of
annual base salary for the other named executive officers. The plan required participants to be
employed with Pier 1 Imports at the end of fiscal 2009 to receive a cash incentive award, if any. Pier 1
Imports believes that these target percentage levels are competitive when compared to Pier 1 Imports’
peer group as identified at the beginning of the fiscal year. Neither the threshold nor minimum level of
the Profit Goal was achieved in fiscal 2009; therefore, no participant in the plan, including the named
executive officers, received short-term incentive compensation.

Long-term Incentives—Pier 1 Imports designs its long-term incentive awards to support Pier 1
Imports’ overall objectives of long-term company success and performance, competitiveness in the retail
industry, and retention of executives. Pier 1 Imports’ long-term incentive plan for fiscal 2009 was
comprised of stock option awards and time-based restricted stock awards. Pier 1 Imports believes that
stock options promote Pier 1 Imports’ success by providing value to the executive only when there is a
corresponding increase in shareholder value. Pier 1 Imports believes that time-based restricted stock
provides a long-term incentive opportunity that is both competitive in the retail industry and serves as a
retention tool. During the vesting period, restricted stock awards have voting rights and are eligible to
receive cash dividends, should cash dividends be paid on Pier 1 Imports’ common stock.

Pier 1 Imports® fiscal 2009 long-term incentive plan included two elements: (1) non-qualified stock
option awards that vest equally over a four-year period beginning on the first anniversary of the grant
date; and (2) time-based restricted stock awards that vest 33%, 33% and 34% over a three-year period
beginning on the first anniversary of the grant date.

For fiscal 2009, the mix of long-term incentive awards for each executive officer was determined
with consideration of both internal pay equity concerns as well as market data. The following factors
were taken into account in establishing that mix:

* setting the awards at the 50 peer group percentile;
* the historical grant practices of Pier 1 Impoxts;

* the difficulty of identifying a meamngful long-term performance target when executing a
business turnaround;

* the affordability of the awards in terms of share usage and accounting expense; and

» the desired message to participants and external constituents for leverage risk, retention, and
performance.

41



For each named executive officer, other than the chief executive officer, Pier I Imports established the
following mix of long-term incentive awards for fiscal 2009:

% of Total
Long-Term Incentive Long-Term Incentive
Stock Options. . . ... ..o 59%
Restricted Stock—Time-Based . . .......... ... .. ... 41%

The value of this long-term incentive mix was determined using Black-Scholes methodology. For its
chief executive officer, Pier 1 Imports provided long-term incentives pursuant to his employment
agreement as discussed below.

Pier 1 Imports distributes long-term incentive awards as soon as possible following receipt of all
required approvals. Stock options are granted at the closing price of Pier 1 Imports’ common stock on
the date of the grant. Pier 1 Imports’ practice is for the grants of stock options and restricted stock to
be made on the day following board of directors approval allowing Pier 1 Imports to provide
information to the market, if any, that may require disclosure as a result of Pier 1 Imports’ board of
directors meeting at which the grants were approved. Delays in the grant date may occur pending’
quarterly earnings releases and conference calls or as otherwise directed by the board of directors. For
fiscal 2009, the grant date was delayed pending Pier 1 Imports’ fourth quarter and year-end earnings
release and conference call. Pier 1 Imports does not grant equity compensation awards in anticipation
of the release of material non-public information. Similarly, Pier 1 Imports does not time the release of
material non-public information based on equity award grant dates. Pier 1 Imports’ practice is for the
date of grants of stock options and restricted stock for named executive offlcers to be the same date as
grants for all other employees.

Perquisites—In light of then current trends regarding the payment of perquisites to executives,
Pier 1 Imports, at the beginning of fiscal 2009, discontinued the payment of allowances for club dues,
automobile expenses, financial planning and tax preparation, and the reimbursement for certain
medical expenses. In order to maintain a competitive position within the retail industry with respect to
total compensation and in consideration for the discontinuance of these benefits, there was a one-time
adjustment to the executive officers’ base salaries. '

Retirement and Other Plans—Pier 1 Imports offers a supplemental retirement plan which is
designed to provide certain executives with post-employment financial security and to mitigate the
effects of deferral limitations on highly compensated individuals in qualified plans such as Pier 1
Imports’ 401(k) plan. The plan also assists Pier 1 Imports in attracting and retaining executives. The
plan is discussed and described below under the caption “Pension Benefits Table for the Fiscal Year
Ended February 28, 2009”. ‘

Pier 1 Imports also offers a non-qualified deferred compensation plan known as the Pier 1 Benefit
Restoration Plan to its executives and key members of management. This plan is also designed to
provide post-employment financial security and to mitigate the effects of deferral limitations on highly
compensated individuals in qualified plans such as Pier 1 Imports’ 401(k) plan. The plan also assists
Pier 1 Imports in attracting and retaining executives and key members:of management. The. plan is
described and discussed below under the caption “Non-Qualified Deferred Compensation Table for the
Fiscal Year Ended February 28, 2009”.

Employment Agreements and Post-Employment Consulting Agreements—From time to time,
Pier 1 Imports utilizes employment agreements or post-employment consulting agreements to create
continuity of the executive’s services and to mitigate the executive’s risk of involuntary termination
(other than for cause) or the executive’s voluntary termination based on a good reason, both events as
defined in the respective agreements.

Pier 1 Imports entered into post-employment consulting agreements with Jay R. Jacobs, Executive
Vice President, Merchandising on September 13, 1995, Charles H. Turner, Executive Vice President and
Chief Financial Officer on September 19, 1994 and David A. Walker, Executive Vice President,
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Planning and Allocations on November 17, 1999. Effective April 20, 2008, Pier 1 Imports and each of
Messrs. Jacobs, Turner and Walker mutually terminated their respective post-employment consulting
agreement. There are no further post-employment consulting agreements to which Pier 1 Imports is a
party. Messrs. Jacobs, Turner and Walker did not receive any consideration in exchange for the mutual
termination of their respective post-employment consulting agreements, nor did Pier 1 Imports incur a
penalty with respect to the termination. In conjunction with the termination of their respective
post-employment consulting agreements, however, Messrs. Jacobs, Turner and Walker, along with

Mr. Humenesky, were offered and each elected a lump-sum payment option of the actuarial equivalent
of his accrued benefit under the Pier 1 Imports, Inc. Supplemental Retirement Plan. This is further
discussed.below under the caption “Pensmn Benefits Table for the Fiscal Year Ended February 28,
2009”.

As reﬂected in the fiscal 2007 and 2008 Compensation Discussion and Analysis, Mr. Smlth and
Pier 1 Imports entered into an employment agreement for Mr. Smith’s employment as Pier 1 Imports’
president and chief executive officer. The initial term of the employment agreement is for three years,
which began on February 19, 2007 and ends on February 27, 2010. The term of the employment
agreement renews for one-year periods unless Pier 1 Imports or Mr. Smith gives notice of non-renewal
at least 60 days prior to the term expiration.

Pursuant to the employment agreement, Mr. Smith receives a base salary of $1,000,000 per year.
That amount was increased to $1,050,000 per year beginning in fiscal 2009, for the elimination of
allowances for certain perquisites and expense reimbursement discussed above. Mr. Smith participated
in Pier 1 Imports’ annual short-term incentive plan described above for fiscal 2009. As discussed above,
neither he nor the other named executive officers received short-term incentive compensation because
the minimum level of the Profit Goal was not achieved in fiscal 2009.

Pursuant to Mr. Smith’s employment agreement Mr. Smith was granted two stock options
(“Option 1” and “Option 2,” and, collectively, the “Options”), to purchase an aggregate of 3,000,000
shares of Pier 1 Imports’ common stock at a price of $6.69 per share. The Options were granted as an
employment inducement award, and not under any stock option or other equity incentive plan adopted
by Pier 1 Imports. Option 1 for 1,000,000 shares was time-based and vested in full on February 19,
2008.

Option 2 for 2,000,000 shares is performance-based and may vest upon meeting adjusted
consolidated operating cash earnings before interest, taxes, depreciation, and amortization from all
domestic and international operations, but not including discontinued operations, unusual or
non-recurring charges nor recurring non-cash items, each as determined by the compensation
committee, or a subcommittee. For purposes of the discussion below, we refer to this measure as
“adjusted consolidated EBITDA”. This measure was established by the board of directors for fiscal
2009 and is the same measure as the Profit Goal for the short-term incentive plan for fiscal 2009. As
discussed above, the short-term incentive for fiscal 2009 established an adjusted consolidated EBITDA
target of $40,000,000. In conjunction with establishing the short-term incentive plan and performance
measures for fiscal 2009, the board of directors in March of 2008 authorized an amendment to
Mr. Smith’s employment and option agreements whereby Option 2 could have vested up to 1,000,000
shares based upon achlevmg a percentage of the fiscal 2009 adjusted consolidated EBITDA target as
follows:

100% of the 2009 EBITDA Target - 1,000,000 shares;
96% of the 2009 EBITDA Target— 900,000 shares;
92% of the 2009 EBITDA Target— 800,000 shares;
88% of the 2009 EBITDA Target— 700,000 shares;
84% of the 2009 EBITDA Target— 600,000 shares; and
80% of the 2009 EBITDA Target— 500,000 shares.

The minimum level of the adjusted consolidated EBITDA target was not achieved in fiscal 2009;
therefore, none of the 1,000,000 shares vested at the end of fiscal 2009.
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Option 2 may vest up to 1,000,000 shares based upon achieving a percentage of the fiscal 2010
adjusted consolidated EBITDA target as follows:

100% of the 2010 EBITDA Target — 1,000,000 shares;
98% of the 2010 EBITDA Target— 900,000 shares;
96% of the 2010 EBITDA Target— 800,000 shares;
94% of the 2010 EBITDA Target— 700,000 shares;
92% of the 2010 EBITDA Target— 600,000 shares; and
90% of the 2010 EBITDA Target— 500,000 shares.

If Pier 1 Imports’ aggregate adjusted consolidated EBITDA for fiscal years 2009 and 2010 equals
or exceeds the sum of the fiscal 2009 adjusted consolidated EBITDA target plus the fiscal 2010
adjusted consolidated EBITDA target, then the Option 2 shares that did not vest at the end of fiscal
2009 may be earned and vest at the end of fiscal 2010. Both Option 1 and Option 2 have an exercise
price of $6.69 per share and expire February 19, 2017. Subject to certain terms of the employment
agreement, Mr. Smith must be employed with Pier 1 Imports at the end of fiscal 2010 to be entitled to
the vesting of the portion of Option 2 for that fiscal year.

Mr. Smith’s employment agreement contains non-solicitation and non-competition agreements
binding Mr. Smith for one year following termination of employment.

Pursuant to the terms of Mr. Smith’s original employment agreement, in the event that the total
payments and benefits received by Mr. Smith or to be received by Mr. Smith in connection with a
change of control or in connection with Mr. Smith’s termination of employment in respect of a change
of control, whether pursuant to the terms of his employment agreement or any other plan, arrangement
or agreement with Pier 1 Imports (“Total Payments”), would be subject to the excise tax imposed under
Section 4999 of the Internal Revenue Code, Pier 1 Imports is obligated to pay to Mr. Smith an
additional amount (the “Gross-Up Payment”) such that after payment by Mr. Smith of all taxes
(including any excise tax) imposed upon the Gross-Up Payment and any interest or penalties imposed
with respect to such taxes, Mr. Smith retains from the Gross-Up Payment an amount equal to the
excise tax imposed upon the Total Payments. The Total Payments subject to the excise tax will be such
payments that are “excess parachute payments,” within the meaning of Section 280G(b)(1) of the
Internal Revenue Code.

Mr. Smith’s employment agreement cannot be terminated by either Pier 1 Imports or Mr. Smith as
a result of a change in control of Pier 1 Imports, and a change in control of Pier 1 Imports does not
constitute a “Good Reason” under the employment agreement. However, under the Pier 1 Imports,
Inc. Supplemental Retirement Plan, as disclosed in the table below under the caption “Potential
Payments upon Termination or Change in Control”, Mr. Smith would be entitled to receive the present
value of the lump-sum amount of the actuarial equivalent of his benefits assuming that Mr. Smith is
involuntarily terminated other than for cause, or leaves the employment of Pier 1 Imports for good
reason (as defined in the plan), within 24 months of a change in control (as defined in the plan) of
Pier 1 Imports. Had Mr. Smith’s employment terminated on February 28, 2009, Mr. Smith would not,
however, have been entitled to receive a Gross-Up Payment.

Compensation Determinations and Role of Executive Officers

Base pay, short-term incentive and long-term incentive compensation recommendations for the
named executive officers were presented to the compensation committee at their meeting in March of
2008. The presentation included recommendations of Pier 1 Imports’ chief executive officer and human
resources compensation group on those elements of compensation, plus recommended plan design
changes, if any, and a summary of all awards to all eligible levels of management. From time to time,
these types of presentations may include survey data from a peer group of retail companies for the
compensation committee’s consideration. That data may include studies and recommendations from
independent outside consultants. Generally, the compensation committee approves the fiscal year
compensation in March of each year with an effective date in April. Implementation of the equity grant
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long-term incentive compensation for the year occurred after compensation committee and board of
directors approval.

Effects of Market Conditions on Compensation

The global financial and credit crisis has presented challenges for many companies, including
Pier 1 Imports. Qur compensation committee has frozen fiscal 2010 salaries at fiscal 2009 levels for
executive officers. Additionally, the committee did not authorize long-term incentive awards of equity at
the beginning of fiscal 2010. Although the majority of potential compensation provided to our executive
officers is performance-based, we do not believe that it is structured to promote inappropriate risk
taking by our executives. We believe that the focus of Pier 1 Imports’ overall compensation philosophy
encourages management to take a balanced approach that focuses on returning the company to
profitability.

Pier 1 Imports’ Policy on Share Ownership

The Pier 1 Imports’ board of directors has adopted voluntary stock ownership guidelines for its
non-employee directors. These guidelines include acquiring ownership of 50,000 or more shares of
Pier 1 Imports’ common stock within five years of becoming a director. Shares counted toward
ownership include open market purchases, beneficial ownership, exercise of stock options, DSU’s, and
lapse of restrictions on restricted stock. Pier 1 Imports does not have equity or other security ownership
requirements or guidelines for its executive officers. Pier 1 Imports has a written insider trading policy
that among other things prohibits directors, officers and employees from selling short a Pier 1 Imports
security, or trading in options on a Pier 1 Imports security, including calls and puts.

Pier 1 Imports’ Policy on Section 162(m)

Pier 1 Imports considers the effect of limitations on deductibility of compensation for federal .
income tax purposes. Section 162(m) of the Internal Revenue Code generally denies public companies
like Pier 1 Imports a federal income tax deduction for compensation paid to the chief executive officer
or any of the four other most highly compensated officers that exceeds $1,000,000 for each such officer
during the tax year. Qualifying performance-based compensation paid pursuant to plans approved by
shareholders is not subject to this deduction limitation. Pier 1 Imports attempts to preserve the federal
tax deductibility of compensation to the extent reasonably practicable when doing so is consistent with
the executive compensation objective and goals mentioned above. While Pier 1 Imports is aware of and
understands the requirements of Section 162(m), it does not believe that compensation decisions should
be based solely upon the amount of compensation that is deductible for federal income tax purposes.
Pier 1 Imports may approve elements of compensation for certain officers that are not fully deductible
by Pier 1 Imports. For fiscal 2009, the only officer who received compensation that was not fully
deductible was Mr. Smith.
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Summary Compensation Table for the Fiscal Years Ended February 28, 2009, March 1, 2008 and
March 3, 2007

The following table sets forth a summary of the compensation in the past three fiscal years for
services rendered in all capacities to Pier 1 Imports and its subsidiaries by the chief executive officer,
chief financial officer, three other most highly compensated executive officers, and one additional
individual for whom disclosure would be required but for the fact that the 1nd1v1dua1 was not servmg as
a Pier 1 Imports executive officer at the fiscal year-end.

Change in
Pension
Value and
Non-Equity  Non-Qualified
Incentive Deferred
Stock Option Plan Compensation All Other
Name & Principal Fiscal Salary(2) Bonus Awards(3) Awards(4) Compensation Earnings(5) Compensation(6) Total
Position Year )] $) ® ® $) $) $) $)

Charles H. Turner . . . . 2009 459,423 654,707 $ 22,138 $1,392,498

$ $ 0 $121,004 $ 135226 $ 0 N
Executive Vice 2008 $ 425231 % 0 $141,241° $ 94,609 $387,000 § 385,998 $ 65,920 $1,499,999
President and Chief 2007 $.377,692 $ 0 $102,916 $ 42,692 $ 0 $ 107,777 .. $ 79,832 $ 710,909
Financial Officer

st s s

Jay R. Jacobs . . . .. .. 2009 $ 419423 $ 0 $121004 $ 200524 § 0 S 559882 $ 26055 $1,326,888
Executive Vice 2008 $ 302115 $ 0 $141241 $ 116212  $35L,000 S 363390 - S 64381  $1428339
President, 2007 S 377692 § 0 $102916 S 44680 $ 0 S 992 $ 74334 5 609,548
Merchandising - o '

David A, Walker . . . . . 72009 $ 207,192 $ 41,746 § 153230 $ 0 $ 410,970 $394,861 $1,207,999
Executive Vice 2008 $ 340,000 : $141,241 = $ 223,573 $306,000 $:212,893 $ 50,837 $1,274,544
President, Planning 2007 $ 291,922 $102,916 § 131570  $ 0 S 174,279 $ 51,954 $ 752,641
and ‘Allocations - ‘

(Employment ended

. August 15, 2008)

(1) - Mr. Humenesky was not a named executive officer in fiscal 2007. Ms. Leite’s employment: began in fiscal 2008 and she was
not a named. executive officer in fiscal 2008.

(2)  This column represents the amount of base salary paid to the named executive officer during each fiscal year. As noted
above in the Compensation Discussion and Analysis, base salary for fiscal 2009 was increased due to a one-time adjustment
for the discontinuation of allowances for certain perquisites and reimbursement for certain medical expenses.

(3) This column represents the dollar amount recognized for financial statement reporting purposes in each fiscal year for the
fair value of time-based and performance-based restricted stock awards granted during such fiscal year as well as in prior
fiscal years, in accordance with SFAS 123R. The amounts shown exclude the impact of estimated forfeitures related to
service-based vesting conditions. For time-based restricted stock awards, fair value is calculated using the closing price of
Pier 1 Imports’ common stock on the date of grant. No amount was expensed in fiscal years 2007, 2008 or 2009 for the
performance-based restricted stock awards granted in fiscal 2007 because the three-year cumulative adjusted consolidated
EBITDA performance goal of $331,000,000 was not met. These amounts reflect Pier 1 Imports’ accounting expense for
these awards, and do not necessarily correspond to the actual value that will be recognized by the named executive officer.

(4) This column represents the dollar amount recognized for financial statement reporting purposes for each fiscal year for the
fair value of stock options granted in such fiscal year as well as in prior fiscal years, in accordance with SFAS 123R. The
amounts shown exclude the impact of estimated forfeitures related to service-based vesting conditions. The following table
sets forth additional information on the valuation assumptions used in the calculation of the fiscal 2009 option awards
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expense included .in the Summary Compensation Table above. These amounts reflect Pier 1 Imports’ accounting expense for
these awards, and do not necessarily correspond to the actual value that will be recognized by the named executive officers.

Assumptions

Expected Risk Free Dividend
Volatility Life Interest Rate Yield Fiscal 2009
Name Grant Date (%) (Years) (%) (%) Expense

Charles H. Turner . . . .. .. 07/01/2005 5
06/23/2006 5
04/13/2007 5
04/11/2008 5

Jay R. Jacobs . . . .. e 07/01/2005 40.00 5 3.840 2.20 23,618
06/23/2006 49.50 5 5.210 0.50 29,620
04/13/2007 42.40 5 4.687 . 025 70,868
04/11/2008 50.84 5 2.570 0.00 76,418

07/01/2005 40.00 5 3.840 2.20 31,605
06/23/2006 49.50 5 5.210 0.50 o
04/13/2007 42.40 5 4.687 © 025 *x
04/11/2008 50.84 . 5 2,570 0. 00 121,625

**  Grant has already been expensed for Mr. Walker in ‘accordance with retirement e11g1b111ty guidelines.

‘Option 1 granted to Mr. Smith to purchase 1 000 000 shares of Pier 1 Imports’ common stock on February 19, 2007 was
time-based and vested on February 19, 2008. The grant is being expensed over two years at $2.88 per share. The minimum
level of the fiscal 2009 adjusted consohdated EBITDA target for Option 2 was not achieved; therefore, none of the
1,000,000 shares which could have vested were expensed during fiscal 2009.

(5) This column represents the sum of the change in pension value and above market earnings on non-qualified deferred
compensation earnings for each of the named executive officers. During fiscal 2007, Mr. Smith did not participate in a
Pier 1 Imports defined benefit plan and Mr. Humenesky was not a named executive officer. During fiscal 2009, Ms. Leite
did not participate in a Pier 1 Imports defined benefit plan.

The change in pension value was:

Name ) Fiscal 2009  Fiscal 2008  Fiscal 2007
Alexander W Smith . ........................ PU $285,125 $3,883,868 N/A
Charles HL. TUITIET . . . o v 0 v e e e et e et et e e e e e $654,343 $ 385,629 $107,259
Gregory S. Humenesky . ... ................ e . $ 68,092 $. 11,799 N/A
JayR.Jacobs .. . ... i e e $558,703 $ 360,718 $ 8877
David A. Walker . . ..ot e e e $407,717 - $ 210,351 $173,593

See the Pension Benefits Table below for additional information.

During fiscal 2009, 2008 and 2007, Mr. Smith did not participate in a non-qualified deferred compensation plan. During
fiscal 2007, Mr. Humenesky was not.a named executive officer. During fiscal 2009, Ms. Leite did not participate in a
non-qualified deferred compensation plan. The above market earnings on the non-qualified deferred compensation plan(s)
in which the below named executive officers participated were:

Name Fiscal 2009 - Fiscal 2008  Fiscal 2007

Charles H. TUINET . . . o v vt e e e e e et e e et e e $ 364 $ 369 $ 518
Gregory S.Humenesky . .............. .. ... ........ $ 273 - % 235 N/A
Jay R.Jacobs . ... .ot $1,179 . $2,672 $1,049
David A, Walker. .. ... .. . i $3,253 $2,542 $ 686

Above market earnings represent the difference between 120% of the long-term applicable Federal Rate at the time the
rate for the plan was selected and the annual interest credited in calendar years 2009, 2008 and 2007 of 7.39%, 7.03% and
7.05%, respectively, by Pier 1 Imports on salary deferred by the named executive officers plus Pier 1 Imports match
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amounts under the non-qualified deferred compensation plans described below under the caption “Non-Qualified Deferred
Compensation Table for the Fiscal Year Ended February 28, 2009”. Additional information on these plans and the indicated
named executive officer’s participation is shown in that table.

The following tables describe each component of the All Other Compensation column in the Summary Compensation

Table: '
Fiscal 2009 All Other Compensation(a)
Payments
Relating to- Moving,
Employee Relocation Total
) Tax Gross- Savings and Other All Other

Name ups(b) Plans(c) Expenses(d) Compensation

Alexander W, Smith . . . . . . . e $ 0 $ 6,996 — $ 6,99

Charles H. Turner . ... ...........%.... $ 0 $22,138 — $ 22,138

Gregory S. Humenesky . . . .. ............ $ 0 $ 9,300 — $ 9,300

JayR.Jacobs . . ... ..o $ 0 $26,055 — $ 26,055

Sharon M. Leite . .. .................. $1,134 $ 8,804 $ 14,128 $ 24,066

David A Walker . .................... $ 0 $22,065 $372,796 $394,861

(a) ' ‘Perquisites less than $10,000 are not included in this table.

(b) ~This column reports the amount of gross-ups for taxes paid to the named executive officers. The amount paid to

'Ms. Leite was for taxes on-reimbursements taxable to Ms. Leite for non-deductible moving and relocation
expenses from her residence in Columbus, Ohio to Fort Worth, Texas. All eligible employees are entitled, pursuant
to Pier 1 Imports’ relocation policy, to have their wages “grossed-up” to offset the effects of tax liability associated

. with non-deductible relocation and moving expenses.

(c).« This column reports (a) Pier 1 Imports matching contributions to the named executive officer’s 401(k) savings
account equal to the sum of (i) 100% of the first one percent of the participant’s elected compensation deferral,
and (ii) 50% of .the next four percent of the participant’s elected compensation deferral, up to the limitations
imposed under IRS rules; (b) the same rate of Pier 1 Imports matching contributions to the named executive
officer’s account in the Pier 1 Imiports non-qualified deferred compensation plan known as the Benefit Restoration
Plan II, which is subject to the same vesting requirements as Pier 1 Imports’ 401(k) Retirement Plan; and
(c) Pier 1 Imports matching contributions to the named executive officer’s Stock Purchase Plan account.

Those contributions were as follows: ‘
Name | ‘ ; . 401y BRPII SPP  Total
Alexander W. Smith . ............ ... ... ... $6,996 N/A N/A- § 6,99
Charles . Turner. . . . . .. .o vt i e $7,073  §$ 5805 $9,260 $22,138
Gregory S. Humenesky . .................... $6,900 $ 0 $2,400 '$ 9,300
JayR.Jacobs ........... ... ... ... ... .. $7,073  $10,530 $8,452  $26,055
Sharon M. Leite . . . .. .. ... .. ... ... ... ... $8,804 N/A N/A § 8,804
David A. Walker . .......o.. .. ... $5919 $15396 $ 750 . $22,065
(Employment ended August 15, 2008) .
Pier 1 Imports’ 401(k) and Stock Purchase Plan are broad based plans available to all eligible emiployees on a
non-discriminatory basis. All stock purchases and contributions under the Stock Purchase Plan were suspended
from March 29, 2008 through June 30, 2008. For fiscal 2009, matching contributions under the Stock Purchase Plan
were at the following rates for each named executive officer:
From March 2, From July 1,
2008 to 2008 to
: ' s ] March 28, February 28,
Name 2008 2009
Charles H. Tarner . . . .. ................ .. ...... 50% 25%
Gregory S. Humenesky .. . . ........... .. ... ...... 30% 25%
JayR.Jacobs. .. ......... .. ... o 50% 25%
David A. Walker . . . .. ... ... . . e 100% . 25%
_(Employment ended August 15, 2008)
(d) This column reports $1,038 cell phone allowance paid to Ms. Leite, $4,135 reimbursement paid to her for moving

and relocation expenses from her residence in Columbus, Ohio to Fort Worth, Texas, and travel expenses of $8,955
paid by Pier 1 Imports for her travel between Columbus, Ohio and Fort Worth, Texas during her period of
relocation. This column reports $372,796 paid to Mr. Walker under an agreement for severance benefits with
respect to the end of Mr. Walker’s employment with Pier 1 Imports.
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Fiscal 2007 and Fiscal 2008 All Other Compensation

. Financial Payments
Planning Relating
and Tax to Dividends = Moving,
o Cell . Officer Preparation Tax  Employee Paid on  Relocation Total
Fiscal Car Club Dues Phone ' Medical Services Gross-  Savings Restricted * and Other All Other
Name Year All e All e All e: Reimbursement(a) Allowance © Ups(b) - Plans(c) Stock(d) Exp (¢) Comp tion

- 7 R
Charles H. Turner . . 2008  $14,400 $2,400 $900 $ 5,467 $ 8,600 $ 0 $34,153 $ 0 $ 0 $ 65,920
2007 $2,228 N/A $14,533 $ 7,600 $3,829  $31,336 $7,106 $ 0 $ 79,832

" Y N —_— . 199

Jay R. Jacobs . . . . . 2008 $14,400 $2,400 $900 $ 1,615 $ 7800 - § 0 - 837,266 $ 0 $
2007  $13,200 $2,228 N/A $ 4,145 $ 7,600 $2,950  $37,105 $7,106 $

o giﬁng e

$.64,381
$ 74334

SO

(a) This column reports amounts reimbursed to the named executive officers for medical expenses under the Pier 1
Imports Executive Health Expense Reimbursement Plan.

(b). This column reports the amount of gross-ups for taxes paid to the named executive officers.

(c) This column reports (a) Pier 1 Imports matching contributions to the named executive officer’s 401(k) savings
account equal to the sum of (i) 100% of the first one percent of the participant’s elected compensation deferral,
and (ii) 50% of the next four percent of the participant’s elected compensation deferral, up to the limitations
imposed under IRS rules; (b) the same rate of Pier 1 Imports matching contributions to the named executive
officer’s account in the Pier 1 Impotts non-qualified deferred compénsation plan known as the Benefit Restoration
Plan II, which is subject to the same vesting requirements -as Pier 1 Imports’ 401(k) Retirement Plan; and
(c) Pier 1 Imports matching contributions to the named executive officer’s Stock Purchase Plan account equal to
50% of the named executive officer’s compensation deduction, other than Mr. Walker whose matching
contributions were 100% of his compensation deduction, and Mr. Humenesky whose matching contributions were
20% for a portion of the year and 30% for the remainder of the year.

_Those contributions were as follows:

Name Fiscal Year 401(k) BRPII SPP Total

Charles H. Turner . .. . . ... .. ..... 2008 $7,039 - § 5853 $21,261  $34,153
2007 $6,687 - $ 5,765 $18,884  $31,336

Jay R. Jacobs. ... ... e o 2008 $6,808 ~ $10,852 $19,606  $37,266
2007 $6,687  $11,534 . $18,884  $37,105

Pier 1 Imports’ 401(k) and Stock Purchase Plan are broad based plans available to all ehglble employees on a
non-discriminatory basis. , ‘

(d) This column reports dividends paid on unvested restricted stock held by the named executive officers.

(e) This column reports the following amounts paid to Mr. Smith pursuant to his employment agreement and as
described in the Compensation Discussion and Analysis above:

* $125,000 allowance for moving, relocation, and other expenses ($45,965 paid during fiscal 2007 and $79 035
paid during fiscal 2008);

» Travel expenses of $6,383 paid by Pier 1 Imports during fiscal 2008 for Mr. Smith and his spouse for travel
between Boston and Fort Worth; and

* $500,000 reimbursement during fiscal 2008 for lost benefits under the long-range performance incentive plan
of his former employer.
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Grants of Plan-Based Awards for the Fiscal Year Ended February 28, 2009

During fiscal 2009, Pier 1 Imports maintained a short-term incentive plan (pursuant to the Pier 1
Imports, Inc. 2006 Stock Incentive Plan) for its executives and key members of management in which
the named executive officers participated. Under the plan, incentive awards in the form of cash are
paid if Pier 1 Imports attains certain targeted levels of adjusted consolidated operating cash earnings
before interest, taxes, depreciation, and amortization from all domestic and international operations,
but not including discontinued operations, unusual or non-recurring charges nor recurring non-cash
items, each as determined by the compensation committee, or a subcommittee. We refer to this
measure as the Profit Goal. The participant must be employed at the end of the fiscal year to receive
any cash incentive award. An executive’s cash incentive award potential is expressed as a percentage of
his annual base salary for the fiscal year. The cash incentive award target for Mr. Smith was 100% of
his annual base salary and for Messrs. Turner, Humenesky and Jacobs and Ms. Leite was 75% of their
annual base salary. Mr. Walker was not employed with Pier 1 Imports at the end of fiscal 2009. The
short-term incentive plan is further described in the Compensation Discussion and Analysis above.
Neither the threshold nor the minimum level of the Profit Goal was achieved for fiscal 2009, and no
short-term incentive compensation was earned pursuant to the plan.

During fiscal 2009, Pier 1 Imports granted under the Pier 1 Imports, Inc. 2006 Stock Incentive
Plan time-based restricted stock awards. These time-based awards vest 33%, 33% and 34% each year
over a three-year period beginning on the first anniversary of the grant date provided that the
participant is employed at the vesting date. Time-based restricted stock grants for fiscal 2009 to
Messrs. Turner, Humenesky and Jacobs and Ms. Leite were 15,000 shares each and to Mr. Walker were
10,000 shares. Mr. Walker forfeited all of his unvested restricted stock awards upon his termination.
Mr. Smith was not granted any of these awards in fiscal 2009. Long-term incentives to Mr. Smith are
pursuant to his employment agreement as described in the Compensation Discussion and Analysis
above.

During fiscal 2009, Pier 1 Imports granted under the Pier 1 Imports, Inc. 2006 Stock Incentive
Plan non-qualified stock options of 35,000 to Mr. Walker and 45,000 each to Messrs. Turner,
Humenesky and Jacobs and Ms. Leite that vest equally over a four-year period beginning on the first
anniversary of the grant date. The options terminate 10 years from the date of grant. Mr. Walker’s
stock option vesting accelerated pursuant to the stock option grant agreement upon the end of his
employment given his age and years of service with Pier 1 Imports. Those fully vested options may be
exercised during the three years following his termination. Mr. Smith was not granted any of these
awards in fiscal 2009. Long-term incentives to Mr. Smith are pursuant to his employment agreement as
described in the Compensation Discussion and Analysis above.

The following table sets forth information relating to grants of plan-based awards during the fiscal
year ended February 28, 2009 to the executive officers named in the Summary Compensation Table.
Pier 1 Imports distributes long-term incentive awards as soon as possible following receipt of all
required approvals. Stock options are granted at the closing price of Pier 1 Imports’ common stock on
the date of the grant. Pier 1 Imports’ practice is for the grants of stock options and restricted stock to
be made on the day following board of directors approval allowing Pier 1 Imports to provide
information to the market, if any, that may require disclosure as a result of Pier 1 Imports’ board of
directors meeting at which the grants were approved. Delays in the grant date may occur pending
quarterly earnings releases and conference calls or as otherwise directed by the board of directors. For
fiscal 2009, the grant date was delayed pending Pier 1 Imports’ fourth quarter and year-end earnings
release and conference call.
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All other
Stock . . All Other: ’
Awards: Option Grant

Estimated Future Payouts Estimated Fuature Payouts l;hglll:ber NAwa;ds: £ Exe]l;cise, l{]atle Faifr
Under Non-Equity Under Equity Incentive ~ Of >nares yumber o or Base  Value o
Incentive Plan Awards(l) Plan Awards of Stock * Securities  Price of Stock and

or Underlying Option Option
Grant Meeting Threshold  Target ~ Maximum Threshold Target Maximum Units(2) Options(3) Awards(4) Awards(5)
Name Date Date %) (6] [€)] #) (#) #) #) #) ($/Share) $)

Charleé H. Turn

ner
P

Jay R. Jacobs . . ... ... 04/11/2008 03252008 $ 31,500 $ 315000 $ 472,500 —  N/A  — 15000 45000  $7.45  $268,125
David'A, Walker . . . . . . 04/11/2008 03/252008  N/A NA  NA  — N/A  — 10000 35000  $7.45  $196,125

(Employment ended
August 15, 2008)

(1)  As noted above, no short-term incentive compensation was earned for fiscal 2009: These columns show the potential value
of the payout for each named executive officer under the short-term incentive plan described above if the threshold, target
or maximum amount of the Profit Goal for fiscal 2009 had been met and the named executive officer was employed at the
end of the fiscal year. Mr. Walker was not employed at the end of the fiscal year. The target calculation is based on the
named executive officer’s fiscal 2009 annual base salary as of the last day of the fiscal year—February 28, 2009. The fiscal
2009 annual base salary in effect for cash incentive award calculations for Mr. Smith was $1,050,000; for Mr. Turner was
$460,000; for Mr. Humenesky was $330,000; for Mr. Jacobs was $420,000; and for Ms. Leite was $330,000.

(2) This column shows the number of time-based restricted stock awards granted to the named executive officer in fiscal 2009
pursuant to the Pier 1 Imports, Inc. 2006 Stock Incentive Plan. These awards vest 33%, 33% and 34% respectively on each
anniversary of the grant date provided that the named executive officer is employed on the vesting date. The restricted
stock award agreement permits an employee to satisfy his income tax withholding obligations up to.the minimum statutory
rate by electing to require Pier 1 Imports to purchase unrestricted shares otherwise deliverable. Mr. Walker forfeited this
restricted stock award upon his termination of employment with Pier 1 Imports on August 15, 2008.

(3) This column shows the number of non-qualified stock options granted to the named executive officer in fiscal 2009
pursuant to the Pier 1 Imports, Inc. 2006 Stock Incentive Plan. All of these options become exercisable in annual
installments of 25% on each of the four anniversaries of the date of grant, except that they become fully exercisabie upon
retirement, death, or disability. The stock option award agreement permits an employee to tender previously owned shares
to pay the exercise price of an option and permits an employee to satisfy his income tax withholding obligations up to the
minimum statutory rate by the delivery of previously owned shares or the withholding of shares otherwise issuable upon
exercise of the option. Options terminate ‘(i) at the time of termination of employment if the employment ends: without
Pier 1 Imports’ consent, (ii) the earlier of expiration of the option term or the 91% day after the date of termination in the
case of termination with the consent of Pier 1 Imports, (iii) the earlier of expiration of the option term or one year after
death or disability, or (iv) the earlier of expiration of the option term, or three years after retirement (defined to be age 65
or over, or age 55 or over with at least 15 years of employment with Pier 1 Imports). Upon retirement, the option award
becomes fully vested. Mr. Walker’s employment with Pier 1 Imports ended on August 15, 2008 and this option became
100% vested upon his date of termination and exercisable for three years following the date of termination given his age
and years of service as of that date.

(4) This column shows the exercise price for the stock options granted, which was the closing market price of Pier 1 Imports’
common stock on April 11, 2008.

(5) This column shows the full grant date fair value of the time-based restricted stock awards and the stock options to the
named executive officers under SFAS 123R in fiscal 2009. Generally, the full grant date fair value is the amount that Pier 1
Imports would expense in its financial statements over the award’s vesting schedule. As Mr. Walker was retirement eligible
under the provisions of his stock option grant agreement under the Pier 1 Imports, Inc. 2006 Stock Incentive Plan (given
his age and years of employment with Pier 1 Imports), the fair value of his stock option award was expensed in its entirety
in fiscal 2009. The grant date fair value of the restricted stock awards was based on the closing price of Pier 1 Imports’
common stock on the date of grant of $7.45. For stock options, grant date fair value was calculated using the Black Scholes
model value on the date of grant as $3.48. For additional information on the valuation assumptions, refer to note #8 to the
Pier 1 Imports, Inc. consolidated financial statements in Pier 1 Imports’ Annual Report on Form 10-K for the fiscal year

-ended February 28, 2009 (the “2009 Form 10-K”). These amounts reflect Pier 1 Imports’ accounting expense and do not
necessarily correspond to the actual value that will be recognized by the named executive officers.
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Outstanding Equity Awards Table for the Fiscal Year Ended February 28, 2009

The following table provides information on the current outstanding stock option and restricted
stock awards held by each named executive officer as of the end of fiscal 2009. Market value was
determined using the closing price of Pier 1 Imports’ common stock of $0.21 (the NYSE closing price
on February 27, 2009, which was the last business day of fiscal 2009).

Option Awards Stock Awards
Equity
Incentive
Equity Plan
Incentive Awards:
Equity Plan Market ox
Incentive Awards: Payout
Plan Market Number of Value of
Awards: Value of Unearned Unearned
Number of Number of Number of Number of Shares or Shares, Shares,
Securities Securities Securities Shares or  Units of Units or Units or
Underlying Underlying Underlying Units of Stock Other Rights Other
Unexercised  Unexercised  Unexercised  Option Stock That That That Have Rights That
Options Options Unearned Exercise Option Have Not  Have Not Not Have not
Grant #) #) Options Price Expiration Vested(4) Vested Vested(5) Vest;d(s)
‘$

Name . Date(1) = Exercisable Unexercisable(2) (#) (€3] Date #) $) (#)

&
-

Charles H. Turner . . ... .. 10/12/2000 60,000 $10.4375 10/12/2010

09/27/2001 75,000 $ 8.2600° 09/27/2011

09/26/2002 100,000 $20.3800 09/26/2012

09/25/2003 100,000 $19.4000 09/25/2013

06/28/2004 100,000 $17.2500 06/28/2014

07/01/2005 15,000 5,000 $14.2500 07/01/2015

06/23/2006 15,000 15,000 $°7.5500 06/23/2016

04/13/2007 15,000 45,000 $ 7.7700 04/13/2017

04/11/2008 ’ 45,000 $ 7.4500 04/11/2018 :
06/23/2006 3,740 $-785
04/13/2007 8,040 $1,688
04/11/2008 15,000 - $3,150

06/23/2006 12,000

i
o

s

g

Jay R. Jacobs. . . . . .. . 10/12/2000 45,000 ‘ $10.4375 10/12/2010
09/27/2000 75,000 $ 8.2600 09/27/2011
09/26/2002 100,000 $20.3800 09/26/2012
09/25/2003 100,000 $19.4000 09/25/2013
06/28/2004 100,000 $17.2500 06/28/2014
07/01/2005 15,000 5,000 $14.2500 07/01/2015
06/23/2006 15,000 15,000 $ 7.5500 06/23/2016
04/13/2007 15,000 45,000 $ 77700 04/13/2017
04/11/2008 45,000 $ 7.4500 04/11/2018 ,
06/23/2006 3740 $ 785
04/13/2007 8,040 $1,688
04/11/2008 15000  $3,150

06/23/2006 12,000 $2,520
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Option Awards

Stock Awards

Equity
Incentive
Equity Plan
Incentive Awards:
Equity Plan Market or
Incentive Awards: Payout
Plan Market Number of Value of
Awards: Value of - Unearned  Unearned
Number of Number of Number of Number of Shares or Shares, Shares,
Securities Securities Securities Shares or  Units of Units or Units or
Underlying Underlying Underlying Units of Stock  Other Rights Other
Unexercised  Unexercised Unexercised  Option Stock That That That Have Rights That
Options Options Unearned Exercise Option Have Not  Have Not Not Have not
Grant #) # Options Price  Expiration Vested(4) Vested Vested(5) Vested (5)
Name Date(1). Exercisable Unexercisable(2) #) ($) Date (#) €] (#) @)
David A. Walker(6) . . ... 03/25/1999 3,500 $ 8.1875 03/25/2009
(Employment ended 09/14/1999 25,000 $ 5.8125 09/14/2009
August 15, 2008) 10/12/2600 60,000 $10.4375 10/12/2010
' 09/27/2001 100,000 $ 8.2600 08/15/2011
09/26/2002 100,000 $20.3800 08/15/2011
09/25/2003 100,000 $19.4000 08/15/2011
06/28/2004 100,000 $17.2500 08/15/2011
07/01/2005 20,000 $14.2500 08/15/2011
06/23/2006 30,000 $ 7.5500 08/15/2011
04/13/2007 60,000 $ 7.7700 08/15/2011
04/11/2008 35,000 $ 7.4500 08/15/2011
‘ N/A N/A N/A N/A
(1) For better understanding of this table, we have included an additional column showing the grant date of the stock options
and restricted stock awards.
(2) Stock options become exercisable in accordance with the vesting schedule below:
Grant Date Vesting
03/03/2005, 07/01/2005, 06/23/2006, 25% per year beginning on the anniversary of grant date.
04/13/2007, 08/06/2007 and 04/11/2008
02/19/2007 As described and discussed in the Compensation Discussion
and Analysis above, Option 1 for Mr. Smith vested in full on
February 19, 2008.
(3) Refer to the Compensation Discussion and Analysis above on Optidn 2 granted to Mr. Smith for a discussion of its vesting.
(4) Time-based restricted stock awards vest according to the following schedule:
Grant Date Vesting
06/23/2006, 04/13/2007, 33%, 33% and 34%, respectively, on each anhiversary of the
08/06/2007 and 04/11/2008 grant date provided that the participant is employed at the
vesting date.
(5) Performance-based restricted stock awards vest according to the following schedule:
Grant Date ' Vesting
06/23/2006 CIiff vest on date of filing 2009 Form 10-K if three-year
cumulative adjusted consolidated EBITDA is at least
$331,000,000 provided that the participant is employed at the
end of the three fiscal years. These awards did not vest and
were forfeited as of that date given Pier 1 Imports’ three-year
cumulative adjusted consolidated EBITDA being below the
stated amount.
(6) Upon the termination of Mr, Walker’s employmenty on August 15, 2008, all unvested restricted stock awards (time and

performance-based) were forfeited. Given Mr. Walker’s age and years of service as of the date his employ_ment ended, Mr.
Walker’s unvested options became 100% vested. Mr. Walker’s stock options are exercisable until the earlier of expiration of
the option term of 10 years from the grant date, or August 15, 2011.
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Option Exercises and Stock Vested Table for the Fiscal Year Ended February 28, 2009

The following table provides information for each named executive officer on (a) stock option
exercises during fiscal 2009, including the number of shares acquired upon exercise and the value
‘realized, and (b) the number of shares for which forfeiture restrictions lapse upon the vesting of
time-based restricted stock awards and the value realized. In each event the value realized is before
~ payment of any applicable withholding tax and broker commissions.

i Oi)tion Awardé : Stock Awards(1)

Number of Shares Value : Number of Shares Value
Acquired on Realized on ~ Acquired on Realized on
Exercise Exercise Vesting " Vesting
Name #) €3] Grant Date #) %)
Alexander W. Smith . ........ 0 $0 N/A N/A N/A
Charles H. Turner . ......... 0 $0 04/13/2007 3,960 $29,502
‘ 06/23/2006 3,630 $14,520
‘ 07/01/2005 6,120 $19,890
Gregory S. Humenesky ...... 0 $0 04/13/2007 3,960 $29,502
: - 06/23/2006 3,630 $14,520
07/01/2005 6,120 $19,890.
Jay R. Jacobs ............. 0 $0 04/13/2007 3,960 $29,502
06/23/2006 3,630 $14,520
" 07/01/2005 6,120 ©$19,890
Sharon M. Leite ........... | 08/06/2007 1980  $ 7,682
David A. Walker ........... 0 $0 04/13/2007 3,960 - 0 $29,502
(Employment ended = 06/23/2006 3,630 $14,520
August 15, 2008) . . : 07/01/2005 6,120 $19,890

(1) On April 13, 2007, June 23, 2006 and Julyl 2005, Messrs. Turner, Humenesky, Jacobs and Walker
were each granted 12,000 shares, 11,000 shares and 18,000 ‘shares, respectively, of restricted stock
that vest 33%, 33% and 34% on each anniversary of the grant date provided that the participant is
employed at the vesting date. On April 13, 2008, the forfeiture restrictions lapsed on 3,960 shares
with a market price of $7.45 as of that date..On June 23, 2008, the forfeiture restrictions lapsed on
3,630 shares with a market price of $4.00. as of that-date. On July 1, 2008, the forfeiture
restrictions lapsed on 6,120 shares with a market price of $3.25 as of that date. On August 6, 2007,
Ms. Leite was granted 6,000 shares of restricted stock that vest 33%, 33% and 34% on each
anniversary of the grant date provided that the participant is employed at the Vestmg date. On
August 6, 2008, the forfelture restrlctlons lapsed on 1,980 shares with a market price of $3.88 as of
that date.

Pension Benefits Table for the Fiscal Year Eﬁded February 28, 2009

Pier 1‘Imports chief executive officer and the named executive officers other than Ms. Leite
participate in a plan which was adopted by Pier 1 Imports in 1995 and is known as the Supplemental
Retirement Plan. The plan provides upon death, disability, or retirement, or termination of employment
(including termination of ernployment in certain circumstances as a result of a change in control) for
reasons other than cause (as defined in the plan) each participant will receive a life annuity based on
an annual benefit which generally equals 60% of the participant’s highest three-year average of annual
salary and bonus offset by Social Security retirement benefits. As shown in Pier 1 Imports’ Form 8-K
filed on November 15, 2007, Mr. Smith was offered, and he elected, a lump-sum payment option of the
actuarial equivalent of his benefit. As shown in Pier 1 Imports’ Form 8-K filed on April 24, 2008,
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Messrs. Turner, Jacobs and Walker were offered, and each elected, a lump-sum payment option of the
actuarial equivalent of his benefit. Effective April 20, 2008, Mr. Humenesky was offered, and he
elected, a lump-sum payment option of the actuarial equivalent of his benefit. For the named executive
officers that participate in the plan (other than Mr. Smith), the annual life annuity amount cannot
exceed $500,000. Mr. Smith’s benefit calculation is not subject to this limitation. For certain participants
the plan also provides that in the event of dlsablhty or retirement, those participants and their
dependents have the lifetime right to participate in comparable major medical and hospitalization
insurance coverage as made available generally to Pier 1 Imports employees and their dependents. If
the executive elects such coverage he or she must pay a portion of the total premium. In the event of
termination of employment (for reasons other than cause) prior to retirement eligibility, the participant
and his or her dependents have the right to participate in such comparable major medical and
hospitalization insurance coverage during the 15 years immediately after the date the participant attains
age 65. If the participant elects such coverage he or she must pay the total premium. Termination of
employment in certain circumstances as a result of a change in control may constitute retirement under
the plan.

The following table shows the present value of each named executive officer’s total accumulated
benefit under Pier 1 Imports’ Supplemental Retirement Plan as of the fiscal year ended February 28,
2009. ‘

Number of Years Present Value of Payments

Credited Accumulated During Last
. ‘ Service(1) Benefit Fiscal Year
Name (#) (%) %
Alexander W. Smith ............... 9.67 $4,088,276(2) $0
CharlesH. Turner . .. ..oovv v vvnnnn 17 $2,510,223 $0
Gregory S. Humenesky . ............ 5 $ 79,891 $0
JayR.Jacobs .. ...vvvvivnnann.. " 31 $2,997,808 $0
Sharon M. Leite .. ................ N/A N/A N/A -
David A. Walker . . ................ 39 $1,666,407 $0(3)

(Employment ended August 15, 2008)

(1) With the exception of Mr. Smith, the number of years of credited service for plan
purposes equals the years of credited vesting service as determined by Pier 1 Imports’
401(k) plan for the participant, regardless of whether the participant is actually
participating in the 401(k) plan. In all cases except Mr. Smith, the years of credited
service shown equals the named executive officer’s years of employment with Pier 1
Imports. Pursuant to his employment agreement, Mr. Smith was entitled to participate in
the Supplemental Retirement Plan so as to achieve the same level of benefit as his
accrued benefit under the supplemental executive retirement plan of his former employer.
Therefore, in fiscal 2008 (as shown in Pier 1 Imports’ Form 8-K filed on November 15,
2007) Mr. Smith was credited with 10 years of plan participation upon enrollment in the
plan and 6.67 years of credited service as of his employment date with Pier 1 Imports.
The additional 6.67 years of credited service accounts for $3,104,410 of his total present
value of accrued benefits of $4,088,276. In accordance with Pier 1 Imports’ 401(k) plan,
and as of the end of fiscal 2009, Mr. Smith has achieved three additional years of
credited service based upon his employment date.

(2) Includes the present value of medical insurance premiums payable to Mr. Smith in the
event of early retirement.
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(3) As described in Pier 1 Imports’ Form 8-K filed on October 1, 2008, Mr. Walker was paid
$1,666,407 on March 2, 2009 for settlement of the amount owed to him under the
Supplemental Retirement Plan.

Benefits under the plan for each participant are prorated for years of credited service with Pier 1
Imports of less than 20 years. In addition, each participant becomes vested in that benefit based on
years of plan participation under the following schedule:

Vesting

Years of Plan Participation ‘ . Percentage
Lessthan 1 .. .. ... .. ... i e e ' 0%
lbutlessthan2 ... ...... e 10%
2butlessthan 3 .. i e e e e 20%
3butlessthan 4 ... . . . e 30%
dbutlessthan 5 .. ... . e 40%
Sbutless tham 6 . ... ..ot e 50%
Gbutless than 7 . ... oot e 60%
Tbutlessthan 8 . ... ... .. 70%
Sbutlessthan 9 .. .. .. . i i e e 80%
Obutlessthan 10 ... ... . . .. . . . . . e 90%
T00rmore .. oi e 100%

Vesting is accelerated to 100% upon an early retirement, normal retirement, termination of
employment in certain circumstances as a result-of a change in control of Pier 1 Imports, or death or
disability of the participant. Messrs. Smith, Jacobs and Turner each have more than 10 years of plan
participation. Mr. Humenesky has 3 years of plan participation.

None of the named executive officers qualifies for normal retirement under the plan, which
requires a participant’s attainment of age 65. A participant qualifies for early retirement if the
participant has at least 10 years of plan participation and retires at or after age 55 and before age 65.
If a participant retires from Pier 1 Imports after age 55 but before age 65, the calculated benefit prior
to adjustment for Social Security benefits is reduced by 5% for each year that retirement precedes age
65. Mr. Smith is eligible for early retirement.

Refer to note #7 to the Pier 1 Imports, Inc. consolidated financial statements in the 2009
Form 10-K for a discussion of the valuation method and material assumpt10ns applied in quantifying
the present value of the current accrued benefit for the plan shown in the Pension Benefits Table
above.

Non-Qualified Deferred Compensation Table for the Fiscal Year Ended Feb'ruary 28, 2009

The following table shows the Value as of the fiscal year ended February 28, 2009 of each named
executive officer’s total benefit under. each non-qualified deferred compensation plan of Pier 1 Imports
in which the executive participates. Mr. Smith and Ms. Leite did not participate in either plan
described below during fiscal 2009. Pier 1 Imports’ non-qualified deferred compensation plans are:

* Pier 1 Imports Benefit Restoration Plan—The Pier 1 Imports Benefit Restoration Plan (“BRP”)
was established by Pier 1 Imports in April 1990. The BRP permits select members of
management and highly compensated employees of Pier 1 Imports to defer current
compensation (generally W-2 earnings). Additionally, Pier 1 Imports recognizes. the value of the
past and present services of employees participating in the BRP by making matching
contributions to employee deferrals plus paying interest earnings on the deferral and match
amounts. Pier 1 Imports’ matching contribution is (i) 100% of the first one percent of the
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participant’s compensation deferral, and (ii) 50% of the next four percent of the participant’s
compensation deferral.

‘Each participant’s deferral and matched amounts are credited at least quarterly with an amount
of interest at an annual rate equal to Moody’s Corporate Bond Index plus 1%. Over the last
three fiscal years, the annual interest rates have ranged from 6.63% to 7.39%. During fiscal
2009, the interest rates were 7.03% through December 31, 2008 and 7.39% January 1, 2009
through February 28, 2009. Participants’ accounts are paid to them upon separation from Pier 1
Imports in a lump-sum amount unless the participant has previously elected and qualified for a
five-year installment form of payment. Participants may also elect an in-service lump-sum
distribution with a 10% penalty for early withdrawal. Participants’ deferral amounts and the
interest earned on those amounts are fully vested. No loans are permitted. Matching
contributions and the interest earned on those contributions are subject to the same vesting
requirements as Pier 1 Imports’ 401(k) retirement plan regardless of whether the participant is
actually participating in the 401(k) plan. The 401(k) vesting schedule is 20% per year of service
(as defined in the plan) beginning with two years of service. Participants are fully vested in

Pier 1 Imports matchmg contrlbutlons plus earnings after six years of service with Pier 1
‘Imports.

Effective December 31, 2004, the BRP was closed to further contributions by participants. The

plan was renamed the BRP I and Pier 1 Imports offered after that date the BRP II plan

described below. Only vested account balances remain in the BRP I along with the interest
continuing to be earned on those amounts.

* Pier 1 Imports Benefit Restoration Plan II—All unvested BRP I amounts were transferred to
the Pier 1 Imports BRP II. The BRP II has the same purpose as the BRP I, but was adopted to
separate the portion of the BRP that became subject to new deferred compensation taxation
laws effective January 1, 2005 generally referred to as 409A.

BRP II participants may defer pre-tax amounts of up to 20% of their compensation (generally
W-2 earnings). Participants’ contributions and the interest earned on those contributions are
fully vested. No loans are permitted. Pier 1 Imports’ matching contribution is (i) 100% of the
first one percent of the participant’s compensation deferral, and (ii) 50% of the next four
percent of the participant’s compensation deferral. Matching contributions and the interest
earned on those contributions are subject to the same vesting requirements as Pier 1 Imports’
401(k) retirement plan regardless of whether the participant is actually participating in the
401(k) plan. The 401(k) vesting schedule is 20% per year of service (as defined in the plan)
.beginning with two years of service. Participants are fully vested in Pier 1 Imports’ matching
contributions plus earnings after six years of service with Pier 1 Imports.

Each participant’s deferral amount plus the Pier 1 Imports match is credited at least quarterly
with an amount of interest at an annual rate equal to Moody’s Corporate Bond Index plus 1%.
Over the last three fiscal years, the annual interest rates have ranged from 6.63% to 7.39%.
During fiscal 2009, the interest rates were 7.03% through December 31, 2008 and 7.39%
January 1, 2009 through February 28, 2009. The BRP II allows for an in-service lump-sum
distribution for an unforeseen emergency. Unless participants elect to have their account balance
paid out to them in five annual installments, then upon separation from Pier 1 Imports their
current balance is paid out to them in a lump-sum distribution, subject to delay as required by
409A.

Trusts have been established for the purpose of setting aside funds to be used to settle obligations
under the benefit restoration plans. The trusts assets are consolidated in Pier 1 Imports’ financial
statements and consist of interest yielding investments aggregating $247,000 at February 28, 2009. The
trusts also own and are the beneficiaries of a number of insurance policies on the lives of current and
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past key executives. At February 28, 2009, the cash surrender value of these policies was $5,409,000.
These investments are restricted and may only be used to satisfy BRP obligations. Any future
contributions will be made at the discretion of the board of directors and may be made in the form of
cash or other assets such as life insurance policies.

Executive Registrant Aggregate ‘Aggregate
Contributions in  Contributions in  Earnings in Aggregate Balance at
Last Fiscal Last Fiscal Last Fiscal Withdrawals / Last Fiscal
: . Year(1) Year(2) Year(3) Distributions(4)  Year-End(5)
Name ‘ . % ) t)) (%) ®

Gregoi’y S. Humenesky
BRP II

$ 0 $ 52,124

David A. Walker
(Employment ended August 15

2008) , o : -
BRPT.....coovven... $ 0 $ 0 $33,783 ©  $102,193  $415340

BRPII ................ $30 792 $15,396 $9291  $151, 733 $ 0

(1) Reflects partlclpatlon by Messrs Turner, Humenesky, Jacobs and Walker during fiscal 2009 in the
Pier T Imports Benefit Restoration Plan II. Executive contribution amounts:-are included in each
named executive officer’s salary amount in the Summary Compensation Table above.

(2) - Reflects Pier 1 Imports’ matching contribution credited to the account of each named executive
officer described in footnote 1 above, pursuant to the BRP II. These amounts are also 1nc1uded as
All Other Compensation in the Summary Compensation Table above. ‘

(3) Reflects interest earnings on compensation deferrals plus applicable matching contributions. The
interest earnings shown are the total amount of interest payments accrued. See footnote 5. to the
Summary Compensation Table above for the above market earnings portion of these interest
earnings in fiscal 2009..

(4) In fiseal 2009, BRP I and BRP II plan account distributions for Mr. Walker were made pursuant
to the end of his employment. Mr. Walker has elected and qualified for a 5-year installment-
payment of his BRP I amount. No other withdrawals or distributions were made to the named
executive officers in fiscal 2009. '

(5) All named executive officers listed in the table above are fully vested in the BRP I and BRP II
with the exception of Mr. Humenesky, who is 80% Vested
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Potential Payments upon Termination or Change in Control

The following table shows potential payments to our named executive officers under existing
contracts, agreements, plans or arrangements to which they are a party for various scenarios including a
change in control or termination of employment, assuming the event occurred on February 28, 2009
and, where applicable, using the closing price of Pier 1 Imports’ common stock of $0.21 (the NYSE
closing price on February 27, 2009). The table below does not include normal (versus early) retirement
payout information because as of February 28, 2009 none of the named executive officers who
participate in Pier 1 Imports’ Supplemental Retirement Plan were eligible for normal retirement.

Mr, Walker is excluded from the tabular discussion below as his employment with Pier 1 Imports ended
on August 15, 2008. On March 2, 2009, Mr. Walker was paid $1,666,407 for settlement of the amount
owed to him under the Supplemental Retirement Plan. Retirement benefits and payments to

Mr. Walker are set forth in the Summary Compensation, the Pension Benefits and the Non-Qualified
Deferred Compensation Tables above. For additional information regarding the Supplemental
Retirement Plan, please reference the Pension Benefits discussion above. Potential payments to our
named executive officers upon termination of employment under Pier 1 Imports’ non-qualified deferred
compensation arrangements are discussed in the Non-Qualified Deferred Compensation Table above.

This disclosure is based on the terms and provisions of the plans as they existed at the end of
Pier 1 Imports’ fiscal 2009, and Pier 1 Imports’ interpretation of these terms and provisions at that

~ time. One or more of the plans identified may allow the administration committee of such plan to

amend the plan or award grant agreements pursuant to the plan subject to certain restrictions, or both.

In such an-event, the disclosures shown below would vary depending on the amendment or restriction.

Mr. Smith’s employment agreement contains non-solicitation and non-competition agreements
binding Mr. Smith for one year following termination of employment. Additionally, stock option grants
under the 1999 Plan and 2006 Plan (as described in the footnotes below) are subject to certain
non-competition, non-solicitation and confidentiality agreements which, if violated by an optionee
during employment, or within three years after termination of employment in the event of early
retirement, will result in termination of the option grant.
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Involuntary

Voluntary Without Change
Voluntary Early Good Reason Cause For Cause in
Termination Retirement Termination Termination  Termination  Control Death Disability

®) ) ® $) $) &3] (&) $)

Charles H. Tarner
Supplemental Retirement

Plan(1)

Benefit Payment . . . . . $2,510,223 N/A $2,510,223 $2,510,223 $0 $6,194,987 $2,285,479 $ 3,275,670

Insurance Premiums .. §$ 0 N/A $ 0 - $ 0 $0 $ 254,610 $ 0 $ 254,610
Restricted Stock Awards '

Time-based . ;... .. $ 02)  NAQG) $ 02) § 56244 $02) $ 56245 % 5624(6) $  5.624(6)

Performance-based(14) .  § 0(2) N/A(3). $ 02y $ 252004 $0(2) $  2,520(5) $  2,520(6). $ 2,520(6)
Stock Options . . . . . . . $ 07y NAE®) $ o7 $ 09) $0(10) $ o(11) $ 0(12) $

Jay R. Jacobs
Supplemental Retirement

Plan(1) .

Benefit payment .. . . . $2,997,808 N/A $2,997,808 $2,997,808 $0 $6,465,104 $2,501,790 $ 3,042,992

Insurance Premiums .. § 0 N/A $ 0 $ 0 $0 $ 235,813 $ 0 $ 235813
Restricted Stock Awards :

Time-based . . ... .. $ 0(2) N/A(3) $ 02) $ 5624(4) $0(2) $ 5,624(5) $§ 5624(6) $§ ' 5,624(6)

Performance-based(14) . $ 0(2) N/A(3) $ 02) $ 2520(4) $0(2) $ 2,520(5) $ 25206) $ 2,520(6)
Stock Options . . ... .. $ 07 N/A(8) $ o 8 0(9) $o(10) $ 0(12) $ 0(12)

(1) The amounts shown for voluntary termination, voluntary good reason termination, and involuntary without cause
termination represent the present value of the lump-sum amount of the actuarial equivalent of the termination benefit for
each participating named executive officer, other than Mr. Smith, under the indicated plan which is payable at age 65. For
Mr. Smith, the amounts shown represent a lump-sum amount of the actuarial equivalent of his benefit under the plan given
his eligibility for early retirement under the plan. The amount shown for change in control represents the present value of
the lump-sum amount of the actuarial equivalent of the benefits for each participating named executive officer assuming the
executive officer is involuntarily terminated other than for cause, or leaves the employment of Pier 1 Imports for good
reason (as defined in the plan), within 24 months of a change in control (as defined in the plan) of Pier 1 Imports.

(2) Under grant agreements pursuant to the Pier 1 Imports, Inc. 2006 Stock Incentive Plan (“2006 Plan”) termination of
employment for any reason results in a forfeiture to Pier 1 Imports of all unvested restricted stock awards. The amounts
shown in the table assume that the vesting acceleration discussed in footnote 4 or 5 below does not occur upon a voluntary
termination of employment.

(3) Under the 2006 Plan, the plan’s administrative committee (“Committee”) may, in its discretion, notwithstanding the grant
agreement, upon a participant’s retirement fully vest any and all Pier 1 Imports’ common stock awarded pursuant to a
restricted stock award. It is not the normal policy of the Committee to fully vest or accelerate restricted stock awards upon
a participant’s retirement. Although the plan does not define retirement, for the purposes of this table, eligibility for early
retirement assumes attainment of age 55 plus 15 years of service with Pier 1 Imports, and eligibility for normal retirement
assumes age 65 regardless of years of service. These are the same parameters for early retirement and normal retirement
used in Pier 1 Imports’ stock option grants. Messrs. Turner, Humenesky and Jacobs and Ms. Leite, given their ages of 52,
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)

57, 54 and 46, respectively, were not eligible for early retirement under the above parameters. Although Mr. Humenesky
has attained the age of 55, he does not have 15 years of service with Pier 1 Imports to be eligible for early retirement.

Under the 2006 Plan the Committee in its discretion may, notwithstanding the grant agreement, upon termination without
cause, fully vest any and all Pier 1 Imports’ common stock awarded pursuant to a restricted stock award. The amount
shown assumes the Committee fully vested any and all restricted stock grants under the 2006 Plan. It is not the normal
policy of the Committee to fully vest or accelerate restricted stock awards upon a participant’s termination without cause.

. Value shown is market price on February 28, 2009 of $0.21 per share times the number of shares.

®)

(©)

@)

®

®

(10)
(11

(12)

(13)

14)

Under the 2006 Plan the Committee may, in its discretion, upon a corporate change (as defined in the plan) fully vest any
or all-.common stock awarded pursuant to a restricted stock award. This amount assumes the Committee fully vested the
restricted stock grants under the 2006 Plan. It is not the normal policy of the Committee to fully vest or accelerate
restricted stock awards upon a corporate change. Value shown is market price on February 28, 2009 of $0.21 per share
times the number of shares.

Under the 2006 Plan, the Committee, in its discretion, may upon death or disability fully vest a restricted stock award. The
amount shown assumes the Committee fully vested the restricted stock grants under the 2006 Plan. It is not the normal
policy of the Committee to fully vest or accelerate restricted stock awards upon a participant’s death or disability. Value
shown is market price on February 28, 2009 of $0.21 per share times the number of shares.

Grants of stock options under the Pier 1 Imports, Inc. 1999 Stock Plan (“1999 Plan”) and the 2006 Plan each allows upon a
termination with the consent of Pier 1 Imports for the optionee to have until the earlier of (a) the expiration of the option
term, or (b) the 91st day after the date of termination to exercise any shares vested as of the date of termination. No
named executive officer has stock options with an intrinsic value.

Under the 1999 Plan and the award agreements pursuant to the 2006 Plan, eligibility for early retirement requires
attainment of the age of 55 years, plus 15 years of service with Pier 1 Imports. Eligibility for normal retirement is attained
at age 65 regardless of years of service. Under the 1999 Plan and the award agreements pursuant to the 2006 Plan the
vesting of all options is accelerated upon retirement, Messrs. Turner, Humenesky and Jacobs and Ms. Leite, given their
ages of 52, 57, 54 and 46, respectively, were not eligible for early retirement under the above parameters. Although

Mr.. Humenesky has attained the age of 55, he does not have 15 years of service with Pier 1 Imports to be eligible for early
retirement. ‘

Upon termination of employment with the consent of Pier 1 Imports, optionees have until the earlier of (a) the expiration
of the option term, or (b) the 91st day after the date of termination to exercise the shares vested as of termination. No
named executive officer has stock options with an intrinsic value.

Upon termination for cause, all options terminate at the termination of employment.

Upon a change in control event (as defined in the 1999 Plan), options granted under the 1999 Plan would automatically
vest unless Pier 1 Imports’ board of directors determines otherwise prior to the change in control event. Under the 2006
Plan, upon a corporate change (as defined in the plan) the vesting of options may be accelerated, the options may be
surrendered for a cash payment or adjusted at the discretion of the Committee or the Committee may determine to make
no changes to the options. Assuming that upon a change in control or corporate change an acceleration of the vesting of
the options granted under the 1999 Plan and 2006 Plan occurs, no named executive officer has stock options with an
intrinsic value. The exercise term would be determined by the Committee.

Upon the death or disability of an optionee, the options granted under the 1999 Plan and the 2006 Plan become fully
exercisable to the extent of all unexercised shares, and may be exercised by the optionee, or in the case of death by the
optionee’s estate, until the earlier of (a) the expiration of the option term, or (b) the first anniversary date of such death or
disability. No named executive officer has stock options with an intrinsic value.

If Mr. Smith’s employment ended as of the end of fiscal 2009 due to a voluntary good reason termination or an involuntary
without cause termination, then pursuant to his employment agreement Mr. Smith would be entitled to receive through the
term of the agreement his compensation and benefits and all shares of Option 2 would vest. At the end of fiscal 2009,
Option 2 had no intrinsic value. In the event of Mr. Smith’s disability which results in termination of employment, then
pursuant to his employment agreement Mr. Smith would be entitled to receive 13 weeks of compensation and benefits, and
any vesting of Option 2 which occurs in the 13-week period. After the 13-week period Mr. Smith would participate in any
Pier 1 Imports short-term or long-term disability plans to which he is eligible. Change in control does not constitute a
termination event under the agreement, and the death of Mr. Smith ends the employment agreement.

As mentioned under the Outstanding Equity Awards Table above, these performance-based restricted stock awards did not
vest and were forfeited as of the filing of the 2009 Form 10-K given Pier 1 Imports’ three-year cumulative adjusted
consolidated EBITDA being below the threshold amount required for vesting.
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EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth certain information regarding Pier 1 Imports’ equity compensation
plans as of February 28, 2009.

Number of ‘ Number of
Securities to Securities Remaining
be Issued Upon  Weighted-Average Available for Future
Exercise of Exercise Price of Issnance Under
Outstanding Outstanding Equity Compensation
Options, - Options, - Plans (Excluding
‘ : Warrants and Warrants and Securities Reflected
Plan Category Rights Rights in the First Column)(1)
Equity compensation plans approved by
Shareholders
Pier 1 Imports, Inc: 1989 Employee Stock :
OptionPlan . ....................... 368,975 $18.85 —
Pier 1 Imports, Inc. 1999 Stock Plan ... ..... 7,892,400 $15.36 —
Pier 1 Imports, Inc. 2006 Stock Incentive Plan . 2,448,550 $ 7.52 1,505,812
Equity compensation plans not approved by ‘ ‘ ,
Shareholders(2) .............. ... ... ... 3,000,000 $ 6.69 —
Total: ... 13,709,925 $12.16 1,505,812

(1) The number of shares remaining available for future issuance represents shares available for grant
under the Pier 1 Imports, Inc. 2006 Stock Incentive Plan. On March 2, 2009, 723,750 DSU’s were
granted under the plan. As of May 4, 2009, the plan had 1,005,714 shares available for issuance
after forfeitures and shares withheld for withholding tax obligations.

(2) Equity compensation plans not approved by security holders represent the employment inducement
stock option awards granted under Mr. Smith’s employment agreement. Refer to note #8 to the
Pier 1 Imports, Inc. consolidated financial statements in the 2009 Form 10-K, and the
Compensation Discussion and Analysis and the Summary Compensation Table above for additional
information regarding the material features of these stock option grants.

OTHER BUSINESS

Pier 1 Imports does not plan to act onany matters at the meeting other than those described in
this proxy statement. If any other business should properly come before the meeting, the persons
named in the proxy will vote in accordance with their best judgment.

SHAREHOLDER PROPOSALS FOR 2010 ANNUAL MEETING

To be included in the proxy statement relating to the 2010 annual meeting of shareholders,
shareholder proposals made pursuant to SEC Rule 14a-8 must be received by Pier 1 Imports’ corporate
secretary no later than 5:00 p.m., local time, January 27, 2010.

In order to bring a matter before the 2010 annual meeting of shareholders that is not contained in
the proxy statement, a shareholder must comply with the advance notice provisions of Pier 1 Imports’
by-laws. Pier 1 Imports’ by-laws require that it receive notice of the matter no earlier than April 2,
2010, and no later than May 2, 2010. You may contact Pier 1 Imports’ corporate secretary to find out
what specific information regarding the matter must be included with the advance notice.
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YOUR VOTE IS IMPORTANT

You are encouraged to let us know your preference by completing and returning the enclosed
proxy card or by voting by telephone or the Internet.

P
Michael A. Carter

Senior Vice President and General Counsel,
Secretary

May 27, 2009
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Appendix A
PIER 1 IMPORTS, INC.

CERTIFICATE OF AMENDMENT
OF
CERTIFICATE OF INCORPORATION

Pier 1 Imports, Inc., a corporation drganized and existing under and by virtue of the provisions of the
General Corporation Law of the State of Delaware (the “Corporation”), does hereby certify as follows:

FIRST: Article FOURTH of the Cofporation’s Certificate of Incorporation shall be amended to add
the following paragraph at the end of Article FOURTH:

Upon the effectiveness of the Certificate of Amendment of the Certificate of Incorporation
adding this paragraph (the “Effective Time”), each two to twenty shares of the Corporation’s
Common Stock, par value [$1.00 or $0.001] per share, issued and outstanding immediately prior
to the Effective Time shall automatically be combined into one (1) validly issued, fully paid and
non-assessable share of Common Stock, par value [$1.00 or $0.001] per share, without any further
action by the Corporation or the holder thereof, the exact ratio within the two to twenty range to
be determined by the Board of Directors of the Corporation prior to the Effective Time and
publicly announced by the Corporation, subject to the treatment of fractional share interests as
described below (the “Reverse Stock Split”). No certificates representing fractional shares of
Common Stock shall be issued in connection with the Reverse Stock Split. Stockholders who
otherwise would be entitled to receive fractional shares of Common Stock shall be entitled to
receive cash (without interest or deduction) from the Corporation’s exchange agent in lieu of
such fractional share interests, upon receipt by the Corporation’s exchange agent of any required
transmittal letter properly completed and duly executed by the stockholder, and, where shares are
held in certificated form, the surrender of the stockholder’s Old Certificates (as defined below),
in an amount equal to the proceeds attributable to the sale of such fractional shares following the
aggregation and sale by the Corporation’s exchange agent of all fractional shares otherwise
issuable. Each certificate that immediately prior to the Effective Time represented shares of
Common Stock (“Old Certificates”) shall thereafter represent that number of shares of Common
Stock into which the shares of Common Stock represented by the Old Certificate shall have been
combined, subject to the elimination of fractional share interests as described above.

SECOND: On [ ], [2009 or 2010], the Board of Directors of the Corporation determined that each
[ ] shares of the Corporation’s Common Stock, par value [$1.00 or $0.001] per share, issued and
outstanding immediately prior to the Effective Time shall automatically be combined into one (1) validly
issued, fully paid and non-assessable share of Common Stock, par value [$1.00 or $0.001] per share. The
Corporation publicly announced this ratio on [ ], [2009 or 2010].

THIRD: This Certificate of Amendment shall become effective on|[ ], [2009 or 2010] at| ] [a.m./
p-m.].

FOURTH: This Certificate of Amendment was duly adopted in accordance with § 242 of the DGCL.



IN WITNESS WHEREOF, the Corporation has caused this Certificate of Amendment to be duly
executed in its corporate name as of the | Jdayof [ ], [2009 or 2010].

Pier 1 Imports, Inc.

By: /s/ MICHAEL A. CARTER

Name: Michael A. Carter
Title: Senior Vice President and General Counsel,
Secretary '




Appendix B
PIER 1 IMPORTS, INC.

CERTIFICATE OF AMENDMENT
OF ,
CERTIFICATE OF INCORPORATION

Pier 1 Imporfs, Inc., a corporation organized and existing under and by virtue of the provisions of the
General Corporation Law of the State of Delaware (the “Corporation”), does hereby certify as follows:

FIRST: Upon the filing and effectiveness pursuant to the General Corporation Law of the State of
Delaware (the “DGCILY) of this Certificate of Amendment to the Certificate of Incorporation of the
Corporation (the “Effective Time”), Article FOURTH of the Corporation’s Certificate of Incorporation,
relating to the capital structure of the Corporation, is hereby amended to read in its entirety as set forth
below:

“FOURTH: The total number of shares of all classes of stock which the Corporatlon shall have
authority to issue is five hundred twenty million (520,000 OOO) The total number of shares of
stock which the Corporation shall have authority to issue are divided into two classes, five
hundred million (500,000,000) shares of which are designated as Common Stock having a par
value of one-tenth of one cent ($0.001) per share (the “Common Stock™), and twenty million
(20,000,000) shares of which are designated as Preferred Stock having a par value of one dollar
($1.00) per share (the “Preferred Stock™).

Subject to § 213 of General Corporation Law of the State of Delaware, each holder of Common
Stock shall be entitled to one (1) vote for each share of Common Stock held by such holder.

The Preferred Stock may be issued in one or more series. With respect to each series of Preferred
Stock, the Board of Directors of the Corporation is expressly authorized to fix by resolution or
resolutions (i) the number of shares of Preferred Stock of such series as to which the resolution
or resolutions apply, and (ii) the designations and the powers, preferences, and rights, and the
qualifications, limitations or restrictions thereof, to the full extent permitted by the General
Corporation Law of the State of Delaware in respect of such series of Preferred Stock.”

SECOND: No shares of the Corporation’s Formula Rate Preferred Stock are. outstanding, all
outstanding shares having been redeemed in accordance with their terms on.or about September 18, 1991.
Accordingly, upon the Effective Time, all provisions relating to the Formula Rate Preferred Stock, which
were added by a Certificate of Amendment of Certificate of Incorporation filed on October 29, 1987, are
hereby deleted from the Certlflcate of Incorporation. Such deleted pr0V151ons read in their entirety as
follows:

FIRST: On August 6, 1987, the Board of Directors of the Corporation, acting by unanimous
consent in accordance with the General Corporation Law of the State of Delaware and the
By-laws of the Corporation, adopted the following resolution setting forth and recommending a
proposed amendment to the Certificate of Incorporatlon of the Corporation, as amended by the
Certificate of Designation filed by the Corporation on February 17, 1987 with respect to the
Corporation’s §.25 Preferred Stock:

RESOLVED, that the Board of Directors hereby adopts and declares advisable the following
amendments to the Company’s Certificate of Incorporation, as amended by the Certificate of
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Designation filed by the Company on February 17, 1987 with respect to the Company’s $.25
Preferred Stock (the “Certificate of Designation”):

The designation of the Company’s $.25 Preferred Stock is amended so that it shall
be “Formula Rate Preferred Stock,” and the text of the Certificate of Designation is
amended to read in its entirety as follows:

“RESOLVED: That pursuant to authority conferred upon the Board of Directors by the
Certificate of Incorporation of the Company, the Board of Directors hereby authorizes
the issuance of up to 5,000,000 shares of the Preferred Stock of the Company, and
hereby fixes the designation, powers, preferences and relative, participating, optional or
other special rights, and the qualifications, limitations or restrictions thereof, of such
shares, in addition to those set forth in the Certificate of Incorporation, as follows:

(a) The initial series of Preferred Stock shall be designated Formula Rate
Preferred Stock.

(b) The number of shares constituting the Formula Rate Preferred Stock shall be
5,000,000 shares. '

(c) The Formula Rate Preferred Stock shall have a Par value of $1.00 Per share.

(d) In the event of a voluntary or involuntary liquidation, dissolution, or winding
up of the Company, the holders of Formula Rate Preferred Stock shall be entitled to
receive, out of the assets of the Company, whether such assets are capital or surplus, an
amount equal to $.66% per share of Formula Rate Preferred Stock (the “Liquidation
Preference”), before any payment shall be made or any assets distributed to the holders
of Common Stock; provided, however, that in the event the Company effects a stock
split, either by way of a lawful stock dividend to the holders of, or a reclassification of
the shares of, the Formula Rate Preferred Stock, then the amount of the Liquidation
Preference per share which the holders of the Formula Rate Preferred Stock shall be
entitled to receive shall be adjusted to be equal to the Liquidation Preference then in
effect for shares of Formula Rate Preferred Stock multiplied by a fraction the
numerator of which is the number of shares of Formula Rate Preferred Stock
outstanding immediately prior to the distribution of shares (in the case of a stock split
by way of a stock dividend) or the effectiveness of the stock split (in the case of a stock
split by way of a reclassification of shares) and the denominator of which is the number
of shares of Formula Rate Preferred Stock outstanding immediately after such stock
split. If upon such liquidation, dissolution, or winding up of the Company the assets thus
distributed among the holders of Formula Rate Preferred Stock shall be insufficient to
permit the payment to such stockholders of the full preferential amounts aforesaid, then
the entire assets of the Company are to be distributed ratably among the holders of
Formula Rate Preferred Stock. After payment or distribution to the holders of Formula
Rate Preferred Stock of the full preferential amounts aforesaid, the holders of Common
Stock shall be entitled to receive, ratably, all remaining assets of the Company. A
consolidation or merger of the Company with or into any other corporation or
corporations, or a sale of all or substantially all of the assets of the Company, shall not
be deemed to be a liquidation, dissolution, or winding up within the meaning of this
paragraph.

(¢) The holders of the Formula Rate Preferred Stock shall be entitled to receive,
subject only to the availability of funds legally available therefor, a cumulative annual
cash dividend in the sum of Sixteen and Two-Thirds Cents ($.16%) per share, and no
more, which shall be payable in one or more installments, when and as may be declared
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by the Board of Directors from time to time; provided, however, that in the event the
Company effects a stock split, either by way of a lawful stock dividend to the holders of,
or a reclassification of the shares of, the Formula Rate Preferred Stock, then the
amount of dividend per share which the holders of the Formula Rate Preferred Stock
shall be entitled to receive shall be adjusted to be equal to the per share dividend then
in effect for shares of Formula Rate Preferred Stock multiplied by a fraction the
numerator of which ‘is the number of shares of Formula Rate Preferred Stock
outstanding immediately prior to the distribution of shares (in the case of a stock split
by way of a stock dividend) or the effectiveness of the stock split (in the case of a stock
split by way of a reclassification of shares) and the denominator of which is the number
of shares of Formula Rate Preferred ‘Stock outstanding immediately after such stock
split. The resulting dividend rate shall hereinafter be referred to as the “Formula Rate.”
Dividends on the Formula Rate Preferred Stock shall begin to accrue at the Formula
Rate from and after the date upon which the shares of stock are distributed (in the case
of a stock split by way of a stock dividend) or the reclassification becomes effective (in
the case of a stock split by way of reclassification of shares). In the event of any such
adjustment the Company shall (i) prepare a certificate setting forth the calculation of
the Formula Rate which certificate shall be kept by the Secretary of the Company and
made available to any holder of Formula Rate Preferred Stock who requests such
certificate, and (ii) notify holders of such stock of the adjustment. The Formula Rate
shall continue in effect unless and until the Company effects another stock split, in
which case the Formula Rate shall be further adjusted pursuant to the procedure set
forth above. Except as provided in this subparagraph (e), the holders of Formula Rate
Preferred Stock shall not be entitled to receive or participate in any cash dividends
which may be declared by the Board of Directors or paid by the Company.

(f). The holders of the Formula Rate Preferred Stock are entitled to vote with the
holders of the Common Stock as a single class, as follows:

1. On matters subject to a vote by holders of Common Stock the holders of
Formula Rate Preferred Stock shall be entitled to ten (10) votes per share, voting as a
single class together with the Common Stock, which is entitled to one vote per share.

2. The affirmative vote of at least two-thirds of the shares of the Formula Rate
Preferred Stock, voting as a single class, shall be required (i) to authorize, effect or
validate any amendment, alteration or repeal of any of the provisions of the Company’s
Certificate of Incorporation which would adversely affect the preferences, special rights
or powers of the Formula Rate Preferred Stock (provided, however, that an amendment
that would authorize or create or increase the authorized number of shares of any stock
ranking junior to the Formula Rate Preferred Stock shall not be deemed to adversely
affect the preferences, rights or powers of the Formula Rate Preferred Stock); or (ii) to
authorize, designate or create, or increase the authorized number of shares of, any
capital stock of the Company of any class or series, or any security convertible into such
capital stock, ranking prior to the Formula Rate Preferred Stock as to dividends or
rights upon liquidation, dissolution or winding up. In addition, the affirmative vote of
the holders of at least a majority of the Formula Rate Preferred Stock, voting as a single
class, shall be required to authorize, designate or create or increase the authorized
number of shares of, any class or series of capital stock of the Company or any security
convertible into capital stock of the Company of any class ranking on a parity with the
Formula Rate Preferred Stock as to dividends and liquidation rights. No affirmative
vote or consent of the holders of the Formula Rate Preferred Stock is required for the
creation, designation or classification of, or an increase or decrease in the number. of



shares of, Formula Rate Preferred Stock out of presently authorized shares of Preferred
Stock. ‘

3. Whenever the cumulative annual dividend on ‘the Formula Rate Preferred
Stock shall be in arrears for as much as one calendar year, the number of directors of
the Company shall be increased by two, and the holders of the Formula Rate Preferred
Stock shall have, in addition to any other voting rights, the exclusive and special right,
voting separately as a class, to elect by the affirmative vote of the holders of at least a
majority of the Formula Rate Preferred Stock, two persons to fill such newly created
directorships. Whenever such right of the holders of the Formula Rate Preferred Stock
shall have vested, it may be exercised initially either at a special meeting of such holders
called as provided below, or at any annual meeting of stockholders, and thereafter at
annual meetings of stockholders. This special voting right shall continue until such time
as all dividends accumulated on the Formula Rate Preferred Stock shall have been paid
in full, at which time the special right shall terminate, subject to revesting in the event of
each and every subsequent default in an annual dividend which continues for as much as
one calendar year. For purposes only of this subparagraph (3) of this paragraph (f), each
holder of Formula Rate Preferred. Stock shall be entitled to cast one vote for each share
of Formula Rate Preferred Stock held by such holder. At any time when such special
voting power shall have vested in the holders of the shares of Formula Rate Preferred
Stock as provided in this subparagraph (3), a proper officer of the Company shall, upon
the written request of the holders of record of at least 10% of the number of shares of
Formula Rate Preferred Stock at the time outstanding, addressed to the Secretary of the
Company, call a special meeting of the holders of shares of Formula Rate Preferred
Stock and of any other class of stock having voting power, for the purpose of electing
directors. Such meeting shall be held at the earliest practicable date at the principal
office of the Company. If such meeting shall not be called by a proper officer of the
Company within 20 days after personal service of said written request upon the
Secretary of the Company, or within 20 days after mailing the same within the United
States of America by registered mail addressed to the Secretary of the Company at its
principal office, then the holders of record of at least 10% of the number of shares of
Formula Rate Preferred Stock at the time outstanding may designate in writing one of
their numbers to call such meeting at the expense of the Company, and such meeting
may be called by such person so designated upon the notice required for annual
meetings of stockholders and shall be held at said principal office. Any holder of shares
of Formula Rate Preferred Stock so-designated shall have access to the stock books of
the Company for the purpose of causing meetings of stockholders to be called pursuant
to these provisions. Notwithstanding the provisions of this subparagraph (3), no such
special meeting shall be called during the 90 days immediately preceding the date fixed
for the next annual meeting of stockholders. At any meeting held for the purpose of
electing directors at which the holders of shares of Formula Rate Preferred Stock shall
have the special right, voting separately as a class, to elect directors as provided in this
subparagraph (3), the presence, in person or by proxy, of the holders of a majority of the
number of shares of Formula Rate Preferred Stock at the time outstanding shall be
required to constitute a quorum of such class for the election of any director by the
holders of the Formula Rate Preferred Stock as a class, each share of Formula Rate
Preferred Stock counting, for purposes only of determining the presence of such a
quorum, as one share of Formula Rate Preferred Stock. At any such meeting or
adjournment thereof, (i) the absence of a quorum of Formula Rate Preferred Stock
shall not prevent the election of the directors other than the two directors to be elected
by the holders of shares of Formula Rate Preferred Stock voting as a class and the
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absence of a quorum for the election of such other directors shall not prevent the
election of the directors to be elected by holders of shares of Formula Rate Preferred
Stock voting as a class and (ii) in the absence of either or both such quorums, a majority
of the holders present in person or by proxy of the stock or stocks which lack a quorum
shall have power to adjourn the meeting for the election of directors which they are
entitled to elect from time to time, without notice other than announcement at the
meeting, until a quorum shall be present. During any period the holders of shares of
Formula Rate Preferred Stock have the right to vote as a class for the directors as
provided in this subparagraph (3), the directors so elected by the holders of the Formula
Rate Preferred Stock shall continue in office until termination of the right of the
holders of the Formula Rate Preferred Stock to vote as a class for two directors, and any
vacancies in the Board of Directors shall be filled only by vote of a majority (which
majority may consist of only a single director) of the remaining directors theretofore
elected by the class or classes of stock which elected the director whose office shall have
become vacant.

(g) The Company shall have the right, but not the obligation, to redeem on or at
any time after February 1, 1990 (the date on which the Company gives notice for such
redemption is called the “Redemption Date”) all, but not less than all, of the shares of
the Formula Rate Preferred Stock which are issued and outstanding as of the
Redemption Date, upon the payment of the sum of $1.66% in cash for each outstanding
share of the Formula Rate Preferred Stock (the “Redemption Price”); provided,
however, that in the event the Company effects a stock split, either by way of lawful
stock dividend to the holders of, or a reclassification of the shares of, the Formula Rate
Preferred Stock, then the Redemption Price shall be adjusted to an amount per share
equal to ten (10) times the Formula Rate, as determined pursuant to the procedure set
forth in paragraph (e) of this Certificate of Designation, such adjusted Redemption
Price to take effect from and after the date upon which such Formula Rate shall take
effect. In the event of any such adjustment the Company shall (i) prepare a certificate
setting forth the calculation of the adjusted Redemption Price, which certificate shall be
kept by the Secretary of the Company and made available to any holder of Formula
Rate Preferred Stock who requests such.-certificate, and which may be set forth in the
same certificate as required by paragraph (e) of this Certificate of Designation, and
(ii) notify holders of such stock of the adjustment. Payment of the Redemption Price
shall be made within 30 days followmg the Redemption Date to the holders of record as
of the Redemption Date. L

(h) On the Redemption Date the Company ‘shall, and before such Redemption
Date the Company may, deposit for the pro rata benefit of the holders of the shares of
the Formula Rate Preferred Stock so called for redemption the funds necessary for such
redemption with a bank or trust company in the Borough of Manhattan, The City of
New York having a capital and surplus of at least $50,000,000. Any monies so deposited
by the Company and unclaimed at the end of five years from the Redemption Date shall
revert to the general funds of the Company. After such reversion, any such bank or trust
company shall, upon demand, pay over to the Company such unclaimed amounts and
thereupon such bank or trust company shall be relieved of all responsibility in respect
thereof to such holder and such holder shall look only to the Company for the payment
of the Redemption Price. Any interest accrued on funds so deposited pursuant to this
paragraph (h) shall be paid from time to time to the Company for its own account.

(i) Upon the deposit of funds pursuant to paragraph (h) in respect of shares of
the Formula Rate Preferred Stock called for redemption, notwithstanding that any
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certificates for such shares shall not have been surrendered for cancellation, the shares
represented thereby shall no longer be deemed outstanding, the rights to receive any
dividends thereon shall cease to accrue from :and after the Redemption Date and all
rights of the holders of the shares of the Formula Rate Preferred Stock called for
redemption shall cease and terminate, excepting only the right to receive the
Redemption Price therefor. :

(i) In order to conform the dividend rights of the holders of the shares of $.25
Preferred Stock, as amended by the foregoing paragraphs of this Certificate, to the
intention of the Board of Directors in declaring a stock split by way of a stock dividend
to holders of the Common and Preferred Stock of the Company payable on July 2, 1987
to holders of record as of June 24, 1987, dividends, if any, which may have accrued (but
which have not been declared) on shares of $.25 Preferred Stock at any rate in excess of
$.16% per share per annum between July 2, 1987, and the date the amendments to the
Certificate effected by these resolutions become effective shall be, and they hereby are,
cancelled.”

FURTHER RESOLVED, that, pursuant to Section 242 of the Delaware General
Corporation Law, the proper officers of the Corporation are hereby authorized and
directed to cause the amendment to the Certificate of Incorporation of the Corporation,
as amended by the Certificate of Designation, proposed to be adopted by the preceding
resolution (the “Proposed Amendment”) to be submitted to the stockholders of the
Corporation at the next Annual Meeting of the stockholders of the Corporation for the
purpose of voting to approve or disapprove the Proposed Amendment; provided,
however, that the Proposed Amendment need not be submitted to such a vote if, prior
to said Annual Meeting, the Proposed Amendment shall have been adopted by the
written consent of the stockholders of the Corporation pursuant to Section 228 of the
Delaware General Corporation Law. ‘

FURTHER RESOLVED, that, if the Proposed Amendment shall be approved and
adopted by the stockholders of the Corporation in accordance with the immediately
preceding resolution, the proper officers of the Corporation be, and they hereby are,
authorized and directed to make and execute a Certificate of Amendment to the
Certificate of Incorporation of the Corporation, setting forth the resolution to so amend
the Certificate of Incorporation and certifying that said resolution has been duly
adopted in accordance with the provisions of Section 242 of the Delaware General
Corporation Law, and to cause the same to be filed with the Secretary of State of the
State of Delaware and a certified copy recorded in the Office of the Recorder of Deeds
of New Castle County, and to do all acts and things whatsoever, whether within or
without the State of Delaware, which may be necessary or proper to effect said
amendment.

THIRD: This Certificate of Amendment shall become effective on [ ], 2009 at [ ] [a.m./p.m.].
FOURTH: This Certificate of Amendment was duly adopted in accordance with § 242 of the DGCL.
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IN WITNESS WHEREOEF, the Corporation has caused this Certificate of Amendment to be duly
executed in its corporate name as of the [ ] day of [ ], 2009.

Pier 1 Imports, Inc.

By:  /s/ MICHAEL A. CARTER

Name: Michael A. Carter
Title: Senior Vice President and General Counsel,
Secretary
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Driving Directions
for the
Pier 1 Imports, Inc.
Annual Meeting of Shareholders
at
Pier 1 Imports, Inc.’s Corporate Headquarters

at

10:00 a.m., local time
on

July 1, 2009

Reminder: You must present your admission ticket at the admissions table in order to attend the
Pier 1 Imports, Inc. Annual Meeting of Shareholders. Doors will open at 9:00 a.m., local time.

Below are directions to Pier 1 Imports’ corporate headquarters located at 100 Pier 1 Place / 100 Energy
Way from various locations in the surrounding area.

From DFW Airport:

* Take the south exit from the airport.

* After passing through the tollgate, take Hwy. 183 west to Fort Worth. (Follow signs to Fort

Worth.)

Hwy. 183 will merge with Hwy. 121.

Stay on Hwy. 121 to downtown Fort Worth.

Take the Belknap exit.

Belknap will split into Summit Ave. (left) and Forest Park Blvd. (right). Merge LEFT onto

Summit Ave.

* Go through the light and take an immediate RIGHT into Pier 1 Imports. Follow directions for
parking.

From Downtown Dallas:

* Take 1-30 west from I-35E intersection.

* After approximately 30 miles, take the Summit Ave. exit.

* Turn RIGHT on Summit Ave. Continue for approximately ¥ mile.
* Turn LEFT on 5% Street.

* Turn RIGHT into Pier 1 Imports. Follow directions for parking.

From North Dallas:

Take 1-635 (LBJ Freeway) west to Hwy. 121.

Go south on Hwy. 121.

Follow signs to downtown Fort Worth.

Take the Belknap exit.

Belknap will split into Summit Ave. (left) and Forest Park Blvd. (right). Merge LEFT onto
Summit Ave.

* Go through the light and take an immediate RIGHT into Pier 1 Imports. Follow directions for
parking.

From West Fort Worth:

Take I-30 East.

Take the Forest Park Blvd. exit and turn LEFT at the light.

Forest Park Blvd. turns into N. Forest Park Blvd.

Turn RIGHT on W. 5™ Street.

Continue on W. 5% Street for approx ¥ mile. Turn LEFT into Pier 1 Imports. Follow directions
for parking.

Parking will be available on a first-come, first-served basis.

If you have any further questions about attending the meeting, please call our Investor Relations
Department at (817) 252-7835 or toll-free at (888) 807-4371.
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http://www.bnymellon.com/shareowner/isd President and Chief Executive Officer
Neiman Marcus Stores
ANNUAL MEETING
The annual meeting of shareholders will be held at ;'fer?i/dl:;nljcondon
10 a.m. Central Daylight Time, Wednesday, July 1, 2009, London Broadcasting Company, Inc.
on the Mezzanine Level, Conference Center Room C, of
Pier 1 Imports, Inc. Headquarters, Fort Worth, Texas. Cece Smith
Former Managing General Partner
FORM 10-K REPORT AND INVESTOR RELATIONS Co-Founder Phillips-Smith-Machens

Venture Partners
The Company has included as an Exhibit to its Form 10-K report
filed with the Securities and Exchange Commission certificates of

the Company’s Chief Executive Officer and Chief Financial Officer EXECUTIVE OFFICERS
certifying the quality of the Company’s public disclosure. The
Company’s Chief Executive Officer also has submitted to the NYSE Alexander W. Smith
a certificate certifying that he is not aware of any violations by the President and
Company of the NYSE corporate governance listing standards. Chief Executive Officer
Additional copies of the Pier 1Imports, Inc. Form 10-K report filed Charles H. Turner
with the Securities and Exchange Commission are available free Executive Vice President
of charge on the Investor Relations section of the Company’s Chief Financial Officer
web site at www.pierl.com or by writing the Investor Relations
Department at: Gregory S. Humenesky

) Executive Vice President
Pier 1Imports, Inc. Human Resources
Attn: Investor Relations )
100 Pier 1 Place Sharon M. Leite
Fort Worth, Texas 76102 Efggf;:'ve Vice President

or by calling 1-817-252-7835

Toll-Free 1-888-80-PIERT (1-888-807-4371) Michael A. Carter

Senior Vice President and

Investor inquiries also may be directed to that department. General Counsel, Secretary
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