
 
! ! ! !

!

 
Company Description: Michael Kors Holdings Limited 
is a global fashion luxury group, consisting of iconic brands 
that are industry leaders in design,  
style and craftsmanship. The company covers the full 
spectrum of fashion luxury categories including women’s and 
men’s accessories, footwear and apparel as well as wearable 
technology, watches, jewelry, eyewear and a full line of 
fragrance products.  
 

            BUY 
                 Current Price:  $55.76 
                 Target Price:  $65.09 
                 Market Cap:  8.5B 
                 Average Volume:                2.65M 
                 ROIC:                                34.7% 
                 ROIC/WACC:                   4.6 
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Thesis: 
 Michael Kors will continue to grow business 
internationally while keeping flat comps in the U.S. 
The company’s acquisition of Jimmy Choo will 
contribute to topline growth in FY18 and bottom line 
in FY2020. These factors, along with continued 
progress on Runway 2020 will drive near term stock 
price growth along with long term company stability.  
 

Catalysts:  
•! Short Term(within the year): International 

Business Growth and Outperformance of 
Competition in U.S 

•! Mid Term(1-2 years): Growth in the 
consolidating Retail Industry 

•! Long Term(3+): Investment opportunities 
within the international business 
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Industry Performance and Outlook: 
It is no secret that the retail industry is much maligned however, 
there are bright spots such as Michael Kors. The retail sector has 
been impaired by Amazon’s success and the sector wide move 
towards technology and DTC sales. The retail tracking ETF XRT 
is down 4.2% YTD compared to the Russell 2000, which is up 
11%. Going forward, companies will have to adapt and expand 
within a few key categories. First, technology will be a major driver 
in the industry both on the companies’ side with increased 
operating efficiency and on the customer side in terms of how they 
purchase product. Second will be the creation of a meaningful 
experience for the customer within the store as foot traffic numbers are down across the board. Third there 
needs to be an increased customization in both the online and in store channels a report by KPMG stated “The 
importance of personalization in retail, shows that businesses that are currently personalizing online user 
journeys, and who are also able to quantify the improvement, are seeing an increase in sales of 19 percent on 
average.” Last, as is the case within any industry the recruitment and retention of employees is key. This is 
especially true within the consolidating retail industry. KORS has witnessed these trends and devised a plan to 
capitalize on leadership positions in digital and in store service. This plan is called Runway 2020 and will be 
discussed below (See Runway 2020)  
 
 
Business Description: 
Michael Kors Holdings Limited is a global fashion luxury group, 
consisting of iconic brands that are industry leaders in design, style 
and craftsmanship. The company covers the full spectrum of fashion 
luxury categories including women’s and men’s accessories, 
footwear and apparel as well as wearable technology, watches, 
jewelry, eyewear and a full line of fragrance products.  Michael Kors 
segments its business in two different ways, geographically and 
operationally. Geographically, Kors does 70% of business in North 
America, 21% in Europe, and 9% in Asia. The company breaks down 
its operations into three categories, Retail, Wholesale, and 
Licensing, these will be discussed in depth below. 

 

Retail: The retail portion of KORS accounts for 
57.24% of total revenues and has traditionally carried 
an operating margin of around 25%, however due to 
the recent pressure in the retail industry this margin 
has shrunk all the way to 6.2%. This is not ideal for 
the largest portion of the business however with 
Runway 2020 beginning to take effect this will not be 
the case for long. 
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Wholesale: This currently makes up 39.52% of business for KORS with 26.4% operating margins. This portion 
of Michael Kors has been steadily declining as a percentage of revenue from 58% in 2010 to the 39.52% it is at 
now. This makes sense because in that same period KORS has opened roughly 100 new retail locations a year. 

Licensing: The license segment currently makes up 3.25% of KORS business on 42.5% operating margins. 
Licensing has been more of a hassle than its worth in the last few years which is why KORS has been slowly 
shrinking this segment 

 

Jimmy Choo:  

Michael Kors acquired Jimmy Choo on July 25, 2017 for 13x projected EBITDA, which reflected an 18% 
premium on Jimmy Choo’s stock price. This acquisition was primarily financed using debt the details of which 
will be discussed below (see Debt). The news was well received in the market with Michael Kors stock price 
moving up 3 percent the day after the acquisition was announced and 8 percent higher for that week. Jimmy 
Choo is a fashion brand that offers a glamorous, distinctive and fashion forward product range. Jimmy Choo’s 
core product is luxury shoes, which the company compliments through a wide array of accessory offerings. 
Michael Kors’ management believes that Jimmy Choo will grow from the 480M dollars in revenue that Jimmy 
Choo currently produces to 1B in revenues in the next 5 years. This acquisition further exposes KORS to the 
fast growing and less promotional retail environment in Asia. KORS has given guidance for Jimmy Choo after 
the acquisition saying it will be dilutive in FY18, relatively flat in FY19, and accretive beginning in FY20. This 
schedule also mimics the schedule in Michael Kors’ Runway 2020 plan discussed below. 

 

Runway 2020:  

Runway 2020 is the management of Michael Kors 
strategic plan for growth within the hyper competitive 
and consolidating retail industry. This plan has three 
pillars, product innovation, brand engagement, and 
customer experience. In regards to product innovation, 
there was a 40% increase in fall offerings and there is 
projected that there will be a 50% increase in new 
offerings. Customers have responded favorably to the 
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new innovation which is becoming evident in the aforementioned increase in AURs. As far as brand 
engagement goes, the company has appointed a brand ambassador, Yang Mi, who is one of the most influential 
trend setters in China once again increasing exposure in this crucial market. KORS is also partnering with 
Google on a 360-degree marketing campaign for the Access smart watches that will launch during the holiday 
season. The last pillar is customer engagement, this is reached through the continued development of the KORS 
VIP app and a 100 store renovation process among other smaller initiatives. Through KORS VIP a customer 
can chat with style experts, book appointments, get VIP services and rewards, get same day delivery, and luxury 
service in store. This aligns the company with where the retail sector is heading in the near and distant future. 
The transition to providing industry differentiating service as well as innovative product will drive growth in a 
consolidating industry. KORS management provided guidance when announcing Runway 2020 in June 2017, 
which is organized in the chart below. As of the conference call on November 6 the CEO is quoted as saying 
Runway 2020 is going “exactly according to plan and maybe even slightly better.”  

 

 

Competition:  

Retail as previously mentioned is a hyper competitive industry, therefore any differntiation or competitive 
advantage shows through in the financials. Michael Kors has an advantage in operating margin and with Runway 
2020 is looking to expand on that lead. One other area where KORS holds an advantage is the 4.69 
ROIC/WACC ratio. This ratio shows that Michael Kors is better at long term value creation than the comp 
group.  
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Another important area of comparisons are the multiples. These multiples show that Michael Kors is 
undervalued in terms of P/E, forward P/E, and forward EV/EBITDA. 

 

 

Debt:  

Until very recently Michael Kors carried very little if any debt, however due to the acquisition of Jimmy Choo 
there was a need to raise some new debt. On September 22, 2017, the company refinanced its 1B revolving 
credit facility pushing its maturity to 2022. This revolver can be denominated in Dollars, Euros, Canadian 
Dollars, Pounds, Yen, or Swiss Francs. Due to the acquisition KORS’ entered in to a 1B dollar term loan, 
broken into two tranches. The A tranche is 600M dollars and comes due in 3 years (2020). The B tranche is 
400M and matures in 5 years (2022). Within the two agreements is a provision that Kors can raise up to 500M 
in extra debt however they may not exceed a leverage ratio of 3.5x. This leverage ratio is comprised of total 
debt plus six times consolidated rent expense for the trailing four quarters over EBITDAR. In regards to this 
new debt the CEO, John Idol made the remark during the conference call that “the debt that we took on we 
intend to pay back very, very rapidly.” 

Ownership:  

KORS is almost completely owned instituitionaly with 
78.94% of that coming from investment advisors and 
6.98% coming from Hedge Fund managers. Hedge 
Funds have increased ownership recently, this coupled 
with a relatively low short interst of 8%, means that 
they see the possibility for short term growth and 
lopng term value creation.   

 

Q3 Earnings Guidance: 

Q2 was a beat and raise quarter for KORS which caused a 15% raise in price over one day from around 47 
dollars a share to 54 dollars a share. During the conference call the KORS management team gave forward 
guidance for both Q3 and beyond. For Q3 KORS expects revenue to be 1.355-1.385B with 105-110M coming 
from the Jimmy Choo acquisition. Gross margins are expected to increase to 60.5% with operating margins 
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expected to be 17.5%. EPS is expected to be from 1.22-1.27 with Jimmy Choo being 4 cents dilutive. The 
quarters expectations for margin and sales are conservative because of 66% less promotional days as part of 
Runway 2020 and headwinds will be strong. However, KORS is being overly conservative and this should lead 
to another beat and raise when Q3 reports in two months. 

 

Conclusion:  

Michael Kors has weathered the storm in retail and come up with a plan to thrive within the hyper competitive 
industry. With this plan, Runway 2020, in place KORS will position itself for the future through product 
innovation, brand engagement, and improving customer service.  With all of the factors from above taken into 
account this will lead to three distinct possibilities. 

Bear Case: The bear case is a worst case scenario simulation where operating margins decrease to roughly 10 
percent, YoY growth is at a flat 2%, with no M&A this would lead to a 1 year price target of $44.28 for a return 
of -18%. 

 

 

 

 

 

 

 

Realistic Case: The realistic case would be low single digit revenue growth with a stable operating margin of 
around 20 percent. This case reflects the historic performance and baking in the forward guidance from the Q2 
conference call. This would result in a one year price target of 65.21 and a return of 18%. 
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Bull Case:  The bull case analysis would include  low double digit revenue growth paired with  an improvement 
of operating margin to the 25% range that KORS has seen in the past. This would result in a one year price 
target of 72.15 for a return of  31%.  
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Analysis by John Graziano  Current Price: $55.76  Intrinsic Value $55.89 Target 1 year Return: 16.73%

11/16/2017  Divident Yield: 0.0%  Target Price $65.09 Probability of  Price Increase: 96.44%

Market Capitalization $8,479.24
Daily volume (mil) 1.92 #
Shares outstanding (mil) 152.07
Diluted shares outstanding (mil) 159.52
% shares held by institutions 116%
% shares held by investments Managers 76%

Sector Consumer Discretionary % shares held by hedge funds 6%
Industry Textiles, Apparel and Luxury Goods % shares held by insiders 4.35%
Last Guidance November 3, 2015 Short interest 7.56%
Next earnings date February 5, 2018 Days to cover short interest 5.12
Estimated Country  Risk Premium 7.86% 52 week high $55.39
Effective Tax rate 23% 52-week low $32.38
Effective Operating Tax rate 23% Volatility 36.50%

Peers
Quarter ending Revenue EBITDA Tapestry, Inc.
10/1/2016 0.33% 8.83% Under Armour, Inc.
12/31/2016 -1.00% 0.11% Urban Outfitters, Inc.
4/1/2017 1.98% 3.70% Hanesbrands Inc.
7/1/2017 3.65% 14.60% Ralph Lauren Corporation
9/30/2017 9.60% 37.41% American Eagle Outfitters, Inc.
Mean 2.91% 12.93% Fossil Group, Inc.
Standard error 1.8% 6.6%
Management Position Total compensations growth Total return to shareholders

Idol, John Chairman & CEO -9.61% per annum over 5y 5.75% per annum over 5y
Kors, Michael Honorary Chairman & Chief Cr -9.53% per annum over 5y 5.75% per annum over 5y
Robinson, Cathy COO & Senior Vice President -42.93% per annum over 2y -15.47% per annum over 2y
Meyran, Pascale Chief Human Resources Office -24.08% per annum over 2y -15.47% per annum over 2y
Witkowski, Don President N/M N/M
Edwards, Thomas CFO, COO, Executive VP & Tre N/M N/M
Profitability KORS (LTM) KORS (5 years historical average) Peers' Median (LTM)
Return on Capital (GAAP) 33.3% 42.56% 13.87%
Operating Margin 15% 13.93% 9.77%
Revenue/Capital (GAAP) 2.18 3.05 1.42
ROE (GAAP) 29.2% 50.7% 17.1%
Net margin 12.1% 18.4% 7.2%
Revenue/Book Value (GAAP) 2.42 2.75 2.37
Invested Funds KORS (LTM) KORS (5 years historical average) Peers' Median (LTM)
Cash/Capital 23.4% 25.7% 18.0%
NWC/Capital 17.4% 35.6% 14.3%
Operating Assets/Capital 54.1% 37.6% 58.9%
Goodwill/Capital 5.0% 1.1% 8.9%
Capital Structure KORS (LTM) KORS (5 years historical average) Peers' Median (LTM)
Total Debt/Market Capitalization 0.30 0.25 0.50
Cost of Existing Debt 16.5% 11.6% 5.7%
CGFS Rating (F-score, Z-score, and default Probability) BB BB BBB
WACC 23.9% 19.7% 11.0%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast
Base Year -3% 19.1% 1.82
9/30/2018 10% 16.3% 1.96
9/30/2019 8% 16.5% 1.42
9/30/2020 6% 17.0% 1.18
9/30/2021 6% 17.3% 1.01
9/30/2022 3% 18.8% 0.87
9/30/2023 2% 19.1% 0.75
9/30/2024 2% 19.4% 0.66
9/30/2025 2% 19.7% 0.59
9/30/2026 2% 20.0% 0.54
9/30/2027 2% 20.3% 0.50
Continuing Period 2% 20.6% 0.46
Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 34.7% 23.9% $55.31
9/30/2018 31.9% 11.8% $64.77
9/30/2019 23.4% 11.6% $73.47
9/30/2020 20.0% 11.6% $82.48
9/30/2021 17.5% 12.0% $92.02
9/30/2022 16.3% 11.8% $101.68
9/30/2023 14.3% 11.7% $111.40
9/30/2024 12.8% 11.8% $121.21
9/30/2025 11.7% 11.8% $131.06
9/30/2026 10.8% 11.8% $140.95
9/30/2027 10.1% 12.0% $150.91
Continuing Period 9.5% 12.0%

Past Earning Surprises

General Information

Market Data

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

Michael Kors Holdings Limited design, markets, distributes, and retails branded women’s 
apparel and accessories, and men’s apparel.

Michael Kors Holdings 
Limited (KORS)

Description
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