
 
    

 

 

The main business of Michael Kors Holding is to design, promote, distribute and retail women apparel, 

accessories, moreover they are offering apparel for men. Thus, the two customer’s targets of Michael Kors 

are women and men.  
To be competitive in the apparel industry Michael Kors is offering high quality products to customers.  
In order to provide access to its products to customers they rely on 3 segments: 668 retail stores in 2016, 

wholesale and 201 licensing stores. In addition, it relies on e-commerce to sales their products. 
Actually, the company operates in North America, Europe, Japan, and starts to develop the company in 

Asia. 

 

BUY 
 
Current Price:  $37.34 
 
Target Price:  $42.98 
 
Market Cap:  6.07B 
 
Beta:   -0.44 
 
Volume :                     56,310 
 
52 Week Range :        $34.92 - $58.63 

 

 
 

 

 

Thesis: 
For the next following year, Michael Kors will ensure 
revenue growth by expanding their retail store in the Asian 
market.  At the same time, the company will be able to 
maintain its margin. While increasing revenue and 
maintaining its margin, Michael Kors should be able to 
create value and to increase the free cash flow for the 
following period. Finally, if Michael Kors win the bid of 
Kate Spread, it will ensure growth in revenue and will 
reduce the margins. I advise to buy Michael Kors Holding 
because it stock price is currently undervalued. I expect 
the price of this stock to rise in the future from $37.34 and 
$42.98. 
 
 
 

Catalysts:  
 
Short-term (within a year):  
The next earning is on April 31, 2017. This can increase 
the volatility of the stock and help to reach the target 
price. 
 
Mid-term (1-2 years):  
The positive outcome of the acquisition, should increase 
revenue, and help to increase the margins. 
 
Long-term (+3):  
New strategic initiatives taken by Michael Kors Holding 
will increase revenue, and preserve margins. 
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New business Plan to achieve long-term growth: 
Actually, Michael Kors is generating revenue from 3 segments: retail stores, wholesale and licensing. In 2016, 
their retail stores were generating 50% of its revenue, wholesales were generated 45.5% and licensing generated 
3.7%. The strategic shift of the company is to concentrate their effort on their retail stores. Michael Kors want 
to improve their retail stores in order to preserve margin and in order to develop more the e-commerce. 
 

 

Historically, Michael Kors has been able to generate more revenue per store. During the last twelve month, the 
revenue per stores have decreased and are lower than competitors. By concentrating their effort on its retail 
stores and thus decreasing their wholesales revenue, the revenue per stores will increase.  
 
The company want to develop and improve its retail stores in the Asian market, because the North American 
market and the European market are not ensuring growth. European and North American are saturated, thus 
it is a good opportunity for Michael Kors to develop their brand in Asia. Moreover, Asia market and more 
particularly the Chinese market will be a good opportunity because there is an increase in GDP per capita. This 
emphasize the fact that Chinese household will have more purchasing power. 
 

 

By implementing its own retail stores in Asia, Michael Kors is taking advantage of a new opportunity. By looking 
at the wholesales in Asia, it is possible to see the potential growth for Michael Kors. If it succeed well it Asian 
market penetration, Michael Kors could ensure growth. This growth will offset the stable growth of the North 
American Market and European market, and it should increase their revenue. 

 

Competitive advantage on margins: 

Since Michael Kors plan is to focus more on their own retail stores, we should look at the cost of revenue per 
stores. Historically, Michael Kors had less cost of revenue per stores compare to its competitors. During the 
last twelve months, it has been able to still have less cost of revenue per stores compare to its competitors. 
 

 
 
 
 
 
 



 
    

 

 
 

By looking at other expenses per total stores, it is possible to see that historically they had more other operating 
cost per stores compare to its competitors. For the last twelve months, the other operating expenses per stores 
increase mainly because of the store pre-opening cost, but its operating expenses are lower than its competitors.  

 
 

By looking at the profitability ratio, it is possible to see that it has a competitive advantage among its 
competitors.  
The gross margin ratio shows that the company is retaining more revenue than its competitors after paying its 
cost of goods sold. It means that the company retains $0.5956 for every $1 generated in revenue. 
The profit margin ratio also shows that Michael Kors is more profitable. It means that the company is keeping 
$0.2005 for every $1 of sales. Michael Kors is able to keep more earning than its competitors. 
The operating margin ratio shows that the company is able to satisfy its creditors and its shareholders. 
The EBITDA margin shows that Michael Kors operates more efficiently than its competitors. 
 

 

 

  

Capital Allocation: 

The ROIC of Michael Kors shows that it has an efficient way to allocate its capital by choosing profitable 
investment. Thus, its means that the company is invested money that will later on generates returns. By compare 
the ROIC of Michael Kors to its competitors, it is possible to see that they are allocating their capital on more 
profitable investment. 
 

 
 
 
 
By looking at the WACC, it is possible to notice that Michael Kors has a higher WACC compare to its 
competitors. Even, if they have a low percentage of debt. Michael Kors has 7.97% of debt to equity ratio. 
Michael Kors has 47.3% of ROIC and a WACC at 13.3% which means that they are creating value. Finally, 
Michael Kors is creating $0.34 for every $1 invested in capital. Its competitors are creating $0.111 for every $1 
dollars invested in capital. 
 

 



 
    

 

 

Value Creation through Kate Spade Acquisition: 

 Revenue Growth 

Since 2013, Kate Spread is able to increase its revenue. The company should continue to see its sales to grow 
during the next period because its products have a high demand from customers. The major target customers 
of Kate Spread are women. They are offering the same type of product such as Michael Kors such as apparel, 
and accessories. By acquiring Kate Spread, Michael Kors would be able to see a growth in revenue in addition 
to its growth in revenue from the Asian market. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 Profitability 

Kate Spread has been able to reach its gross margin close to 59% which is close to Michael Kors’s 59.56%. On 
the opposite side, Michael Kors has been able to maintain its level of gross profit. Through the acquisition, the 
companies could have a better influence on stakeholders. This will help to ensure the preservation and an 
increase of the Michael Kors margin. Through, the acquisition, Michael Kors could be able to increase its 
margin, and thus its will increase their value. Moreover, operating margin should increase by deleting some 
duplicate departments. 

 

 

 

 

 

 

 

 



 
    

 

 

Conclusion:  

In conclusion, it is important to notice that Michael Kors will be able to ensure revenue growth while 
preserving and increasing its margins. Their long term strategy to develop its brand in Asia should help them 
to gain market share and ensure growth. The possible acquisition of Kate Spread should help them to gain 
market share and to ensure revenue growth. 

 

 


