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LULU is properly valued because of its premium brand, future store 

expansions in North America and internationally, and product line and 

market expansions to target a larger breadth of customers. While the 

merchandise retail industry is declining as a whole due to the growth of online 

and discount retailers, LULU (stylized as lululemon athletica) maintains a 

unique and profitable position in the “athleisure” market.  

 

LULU has built a brand synonymous with the growing “athleisure” market, 

as a go-to destination for individuals looking to acquire premium apparel for 

yoga, running, and other healthy-living inspired activities. LULU’s core 

apparel products sell at a premium to highly similar offers from competitors. The 

decision by the typical LULU customer to purchase a pair of yoga pants is based 

upon the perceived quality of the product and a unique in-store experience. 

LULU’s products are designed for a variety of athletic activities, but also have a 

sense of style and affluence. LULU has built a valuable and unique in-store 

experience by establishing stores as a “community hub”, where stores host a 

variety of activities that fit with and further boost their brand (yoga courses, 

running club meetings, etc.). The primary value of the company is derived from 

the respected brand and its resonance among consumers in the “athleisure” market. 

 

LULU is still growing in North America, in addition to its pursuits of 

international expansion focused in Europe and Asia. The company has grown 

its number of stores by over 70% since the end of FY2013 (211 stores worldwide 

to 363). LULU has already made investments in distribution centers and customer 

relationship management infrastructure. This will allow LULU to handle the 

anticipated growth in number of stores and geographical reach of the company. 

Increases in stores and e-commerce capabilities will have positive impacts on the 

company’s profitability, especially because vital supply chain infrastructure 

investments have already been made. 

 

LULU products have become established in the minds of adult female 

consumers, and the brand has made significant inroads with the adult male 

and youth female markets. In recent years, LULU has introduced “ivviva” 

branded stores that cater exclusively to young females. LULU now operates 22 

ivviva storefronts with aims to develop more in the coming years. Product line and 

depth increases will allow the brand to grow to include more customers outside the 

core athletic, adult woman demographic. 
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LULU’s business model, and consequently the company’s valuation, revolves 

around maintaining and enhancing the core luluemon brand. The company does 

not own any manufacturing facilities or intellectual property related to the production 

of their products. Instead, LULU relies on their brand and product design to be 

successful. LULU does hold a variety of trademarks related to the marketing, 

distribution, and sale of products. LULU has built a brand that sells products at a 

price of approximately 30-50% more than competitors. Protecting brand image will 

be a core goal of the management team, who are overall new to LULU but will learn 

from the public relations mistakes of the company’s prior executive team. (Ex. 1) 

 

LULU’s unique marketing and positioning will allow it to be one of the few 

successful brick and mortar focused stores in an industry increasingly moving 

towards e-commerce. Comparable store sales increased by 4% in FY2015 led 

primarily by increased in-store traffic. (Ex. 2) The company utilizes a “grassroots” 

marketing style to engage consumers, with local store ambassadors and 

social/athletic events to build communities of healthy-living focused individuals 

coming together for activities and to purchase apparel. LULU will continue to be the 

leading yoga apparel brand and attract the largest portion of an accelerating 

athleisure market.  

 

A core aim moving forward will be store expansion, since LULU’s primary 

operating channel is company operated stores. The power of the brand is most 

effective when the consumer is inside the store, receiving personal care from 

employees, and interacting with the peripheral (non-retail) aspects of the store. 

FY2015 showed a 12% increase in company operated stores year over year. This 

segment will continue to grow as more stores are added globally and existing stores 

become more established and efficient. This means more consumers will have the 

chance to interact and be won over by the brand as opposed to the direct to consumer 

(e-commerce) channel. The direct to consumer channel has increased as a percentage 

of revenue (17.9% in FY2014 to 19.5% in FY2015), but the core of the business will 

still be in store sales, where the brand presence is strongest. (Ex. 5) 

 

The company is also using showrooms as a way to gauge potential untapped 

markets without spending the capital and making the long term commitment to 

opening a complete company-owned store. This will allow LULU to identify and 

open stores in ideal markets. LULU has already made investments in digital and 

physical infrastructure that will pay off as the company expands. LULU has an 

arsenal of distribution centers strategically located around the globe to handle an 

increase in the number of stores and product offerings. The company has also 

invested in customer relationship management capabilities that were rolled out in 

2016. The platform will allow LULU to consolidate customer data and synthesize 

consumer data including purchase history and any local event attendance. This will 

allow LULU to examine more complete customer profiles and tailor events and 

products to optimize customer engagement and product offerings. (Ex. 4) 

 

 

 
 

Source: Company Online Stores 

Source: PopUp Republic 

Source: Company Filings 

Source: Company Filings 

Exhibit 1 

Exhibit 2 

Exhibit 3 

Exhibit 4 
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LULU is a designer and retailer of technical apparel headquartered in 

Vancouver, British Columbia, Canada. Founded in 1998 by Chip Wilson as a 

combination yoga studio and athletic apparel design studio, lululemon athletica, inc. 

has grown into a leader in the burgeoning “athleisure” retail market with 8,628 

employees at the end of FY2015. LULU provides assorted athletic apparel for 

women, men, and young girls. High-end apparel items include: pants, shorts, shirts, 

& jackets; as well as accessories including: bags, yoga mats, headbands, and water 

bottles. LULU describes its ideal customer as “a sophisticated and educated woman 

who understands the importance of an active, healthy lifestyle.” The company held 

an initial public offering on the Nasdaq in July 2007 (Ticker: LULU). Lululemon 

breaks down operations into three segments: company-operated stores, direct to 

consumer, and other channels. Lululemon operates stores in the United States, 

Canada, Australia, New Zealand, the United Kingdom, Singapore, Hong Kong, 

Germany and Puerto Rico. 
 

Company-Operated Stores: The company operates 363 stores (as of 1/31/2016) 

with the heaviest concentration in the United States. (Ex. 7) Net revenue from 

lululemon’s company-operated stores increased from $1.80 billion in FY2014 to 

$2.06 in FY2015, representing approximately 73.6% of total revenue and an 

increase of 14% in the segment YOY. Most stores are marketed as “lululemon 

athletica” with a small segment branded as “ivivva athletica,” focusing on providing 

athletic wear to young females. As of January 2016, 43 of the company’s stores 

operate under the ivivva brand. Retail stores are positioned on streets, in lifestyle 

centers, and in malls. LULU aims to make the stores a “community hub” where 

individuals can meet, bond over various healthy living inspired activities (yoga, 

cycling, running, mindfulness, etc.), and purchase apparel and accessories. 
 

Direct to Consumer: Direct to Consumer segmentation occurs through online 

distribution on lululemon and ivivva e-commerce websites, as well as other country 

specific websites. The company’s e-commerce websites currently generate only 

19.1% of total revenue. The D2C channel offers many of the same apparel products 

in additional markets beyond the geographical reach of company operated stores. 
 

Other Channels: Miscellaneous revenue generating channels. Includes: outlets and 

warehouse sales to move unsold inventory from prior seasons at discount prices; 

showroom offerings that offer limited selection of products upon entering a new 

market; wholesale agreements with yoga studios, health centers, and fitness centers; 

temporary locations; and licensing and supply arrangements. 
 

LULU’s business is driven by a strong brand affinity among athletically focused 

individuals. Combining a community-based marketing approach and an increased 

interest in yoga and other healthy-living inspired activities, the company has built 

significant brand awareness and customer loyalty. The company aims to utilize local 

ambassadors, social media, and in-store events to strengthen these relationships. 

Controversy has arisen around the company several times from accusations of “fat-

shaming” toward customers by in-store employees and even former CEO Chip 

Wilson. Overall, LULU has been able to downplay these incidents and sustain their 

respected brand. Maintaining brand strength is and will continue to be vital for the 

company because the company does not own any patents or intellectual property 

rights to its products. The manufacturing processes, materials, and styling could all 

be mimicked by competitors. LULU maintains material trademarks used for 

marketing, distribution, and sale of products in both the United States and Canada. 

Porter’s Five Forces 

1-lowest to 5-highest intensity 

Exhibit 5 

Exhibit 6 

Exhibit 7 

Exhibit 8 
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While lacking IP related to the design and manufacture of products, the company 

holds a number of trademarks for the names and logos of a variety of products. 
 

The company owns no manufacturing facilities and instead operates a network of 

57 suppliers. LULU sourced approximately 44% of products from South East Asia 

in FY2016, along with South Asia (28%), China (20%), North America (2%), and 

other regions (6%). Finished products are distributed from a number of facilities 

owned or leased by the company. Distribution centers currently operate in 

Vancouver, British Columbia, Sumner, Washington, Columbus, Ohio, and 

Melbourne, Victoria. The Columbus center was a major purchase (approx. 307,000 

square feet) in FY2013 that opened during FY2014. This purchase and other actions 

have established the distribution chain to be able to accommodate expected store 

growth and new product offerings in future years. 
 

LULU operates with a seasonality similar to many retail companies. Net revenue 

has historically been weighted towards the fourth quarter (incorporating the holiday 

season), while expenses tend to be evenly distributed throughout the year.  

 
 

Lululemon primarily operates in the Women’s Apparel market, which is a 

large market sensitive to economic changes. The $110.8 billion industry is 

fragmented into companies specialized in selling pants, skirts, dresses, shirts, jeans, 

and maternity wear. Revenue in this segment has declined by 3.7% from 2011 to 

2016, significantly affecting the profits of retailers. However, LULU has a niche in 

the fitness apparel segment of the industry, which is expected to be valued at $83 

billion in sales globally and grow 30% by 2020. This forecasted upward trend in the 

fitness apparel market is mainly due to Asian markets, making them the next 

competitive landscape worth penetrating. In comparison, the United States’ sales 

growth in the fitness apparel industry is expected to decline by 1.45%.   

 

The emphasis on a healthy lifestyle has benefited the Gym, Health, and Fitness 

industry, with Baby Boomers and Millennials pushing the trend forward. Over 

the past five years, the industry has grown 2.5% and is currently valued at $30.3 

billion. Through continuous health initiatives fighting obesity and heart diseases, 

consumer awareness has increased gym membership as well as spending on 

exercise equipment and apparel. With fitness as a focus and an increasingly health-

conscious population, the industry expects a revenue growth of 3% in the next five 

years.  
 

The emergence of the “athleisure” market within the Women’s Apparel 

market has caused many brands to move towards active wear. “Athleisure” is 

active wear marketed to be worn as casual clothing or street wear without the need 

to engage in sports or physical activities. “Athleisure” has an estimated market size 

of $44 billion in 2015 in the U.S. alone, a year-on-year increase of 16% compared 

to the overall apparel growth of 2%. However, as more brands penetrate this market 

with cheaper products from Target and Wal-Mart, the price of premium active wear 

is being forced down. Discounters are offering similar goods at affordable prices as 

they join the athleisure bandwagon, which has already brought down the price of 

capris and tights by 9% in 2016.  

 

 
 

Source: Cotton Incorporated 

Source: Euromonitor International 

Source: Cotton Incorporated 

Exhibit 9 

Exhibit 10 
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Macro Factors 

The retail industry is heavily reliant on the spending power of consumers, 

which is dependent on their earned income. Disposable income per capita 

reached an all-time high in December of 2016 at $14.2 trillion and is expected to 

maintain a steady increase. This will contribute to higher revenue in the Women’s 

Apparel market in the succeeding years.  

 

Consumer confidence is positive at 95.70 contributing to a half percent growth 

in spending. Currently, consumers have more money they are willing to spend on 

premium goods and are saving less in comparison to previous years. However, 

consumer sentiment towards spending is expected to drop based on current 

economic events in the foreseeable future. Consequently, the presence of counterfeit 

markets in the retail industry also has potential to decrease consumer confidence, 

especially for luxury goods retailers who are prime victims for online counterfeit 

vendors and sellers.  (Ex. 13) 
 

Competition 

The retail industry is a heavily competitive market with multitudes of 

companies entering and exiting. Companies are constantly competing through 

price, style, fit, and durability. They are more frequently investing in innovative 

technologies and designs to make everyday articles of clothing relatable and 

appealing to consumers. Companies need products that will stand out in the market 

to ensure optimum brand recognition. Additionally, market penetration into growth 

regions and emerging markets, such as China and India, in the active wear industry 

is expected to become a profitable trend in the near future. The Asian market is 

expected to add $3.3 billion by 2020, highlighting a growth of 3%in the active wear 

industry. 
 

LULU accumulates strength through its brand value of $1.69 billion. 
Penetrating a new market is a long and difficult process, especially in a market as 

competitive as women’s apparel. Brand identity in the athleisure industry, 

specifically in producing yoga leggings, allows LULU to compete with established 

and well-renowned companies, such as Nike, Gap, Columbia, and Under Armor. 

Additionally, Lucy, Fabletics, and Lorna Jane are also direct competitors of LULU, 

but they are not currently publicly traded.  
 

LULU maintains its niche market of premium athleisure apparel by offering 

services not available from its competitors. For instance, Nike, Gap, and Under 

Armor abide by the XS, S, M, and L measurements, while LULU follows the metric 

conversion also used on jeans of 0, 2, 4, 6, etc. Utilizing the metric conversion adds 

a convenience value for consumers so they can easily shop their size. LULU also 

offers complimentary alteration services for their products to ensure that each 

customer gets the exact fit they are looking for. The personalized touch that LULU 

adds to its products is highly likely to attract Millennials who pride themselves in 

individuality. 

 

Lululemon’s management consists of a strong team of individuals experienced 

in luxury consumer goods. However, only one top executive has been with the 

firm prior to 2013, with several executives joining the company in the past two 

years. Contentious relations exist with Chip Wilson, the company’s founder who 

has called for board shakeups multiple times during his tenure--he eventually left 

the company completely in 2015.  

Source: US Department of Homeland Security 

Source: Morgan Stanley 

Source: Forbes 

Exhibit 12 

Exhibit 13 

Exhibit 14 

Exhibit 15 
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Laurent Potdevin - Chief Executive Officer 
Laurent Potdevin has served in the Chief Executive Officer Role since 2013, 

following the resignation of company founder Chip Wilson. Mr. Potdevin has more 

than 25 years of retail experience. Prior to joining lululemon, he served as President 

of TOMS; President and CEO of Burton Snowboards; and the Director of North 

American Operations for the Louis Vuitton brand. His past experience points to an 

understanding of building premium retail companies. He owns over 46,000 stocks 

(the second most for a company insider), and had a base salary of just under $1 

million in FY2015. (Ex. 16) 

 

Stuart Haselden - Chief Financial Officer & Executive Vice President of 

Operations 
Stuart Haselden has served as Chief Financial Officer since February 2015 and 

Executive Vice President of Operations since October 2015. Previously, he served 

as CFO and EVP of global retailing company J Crew Group, Inc. He holds 12,512 

shares in the company, and his FY2015 compensation consisted of a $570,000 base 

salary and a $500,000 bonus. (Ex. 17) 

 

Michael Casey - Co-Chairman of the Board 
Mr. Casey has been a member of the board since October 2007, when he retired 

from Starbucks Corporation where he served as Executive Vice President, Chief 

Financial Officer, and Chief Administrative Officer for ten years. Mr. Casey brings 

with him experience in growing a globally recognized consumer brand. He was re-

elected to the board in 2014 as Co-Chairman despite conflicts with Chip Wilson, 

the lululemon founder and top shareholder at the time.  

 

Corporate Governance 
Lululemon has separated the role of CEO and chairman of the board. Their board 

of directors consists of nine directors, all of them independent except for Laurent 

Potdevin, the CEO. The majority of executive compensation is paid in stock options 

and grants, and executives and board members are required to hold at least several 

times their base salary in stocks. These policies ensure that executives and directors 

have interest in the long-term performance of the company and take part in the risk 

of investors. Overall, lululemon has strong governance practices set, but the board 

is staggered which can possibly take away shareholders’ power to make changes in 

management because directors are not up for reelection at the same time.  

 

Exhibit 16 

Exhibit 17 

Exhibit 18 

Exhibit 19 
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Source: Market Realist 

Source: Yahoo! Finance, Company Filings 
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Stock Price Football Field 

Source: Team Estimates 

Source: Team Estimates 

Source: Team Estimates 
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Brand Damage (Probability = Low, Impact = Medium/ High) 
Bear View: LULU’s business relies heavily on its brand image, and any brand attrition due to a company scandal, 

decrease in product quality, etc. could handicap the company. LULU would be unable to sell products at a price premium 

without its premium brand.  
 

Our View: LULU’s management recognizes the importance of maintaining and building the lululemon brand. They will 

continue to take steps to foster an inclusive culture that will not stand for any version of “fat shaming” or other public 

relations missteps that have hurt the company in the past. 
 

Supply Chain Issue (Probability = Low, Impact = Medium) 
Bear View: LULU is reliant on a small number of suppliers to source and manufacture their products. In FY2015, 65% 

of products came from a group of five suppliers, with 40% of raw materials obtained from a single manufacturer. This 

undiversified supply chain could lead to issues in the future because LULU has limited leverage and a disruption with a 

smaller number of firms at the root of the supply chain could severely hamper LULU. 

Source: Yahoo! Finance 

Exhibit 27 
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Our View: LULU will build out a more diversified supply chain to pad their negotiating leverage and ability to ensure 

top quality products. Seeking a larger breadth of suppliers would allow LULU to have increased control of their supply 

chain and better handle any potential sourcing crisis.  
 

Price Competition (Probability = Medium/High, Impact = High) 
Bear View: Numerous similar and cheaper products are already in the market. LULU faces pricing pressure from large, 

established athletic brands (Nike, Adidas, Under Armour) as well as smaller boutique brands. These products have similar 

technical and performance characteristics as LULU’s, but sell at a significantly lower price. Discount retailers like Target 

and Walmart will continue to penetrate the athletic apparel market, and offer comparable products at a lower price due to 

their larger supply chain and distribution infrastructures.  
 

Our View: LULU will continue to face price pressure from a variety of competitors. LULU’s strategy is not to compete 

on price, but instead offer a superior in-store experience and provide social affordances related to owning its products. 

LULU will be able to maintain market share because consumers will continue to desire wearing the top of the line brand.  
 

Currency Translation (Probability = Medium, Impact = Medium) 
Bear View: A significant portion of revenue and expenses occur in a currency different than USD (the currency reported 

on financial statements). The translation from other currencies to USD can have a noticeable impact on LULU’s financial 

results. FY2015 included a change in the value of USD/CAD, which resulted in a $63.2 million loss increase in 

accumulated other comprehensive loss.  
 

Our View: LULU’s continued expansion in the US and elsewhere will expose the company to a greater level of currency 

risk. Although they have not traditionally, LULU has the ability to hedge currency translation issues using financial 

derivatives.  
 

Counterfeit Market Growth (Probability = Medium, Impact = Medium/High) 

Bear View: A growing threat in global markets is the rise of counterfeit goods, specifically with the retail clothing industry 

experiencing a cumulative loss of $12 billion or 5-10% annually. LULU experienced negative reactions from consumers 

fearful of purchasing fake products, thus increasing potential for brand value to diminish. 
 

Our View: Luxury goods retailers, such as LULU and Michael Kors, experience increasing levels of susceptibility to 

counterfeiting. However, LULU’s emphasis on maintaining its premium retail prices through minimal outlets and sale 

products allows it to establish a high average cost per product noticeable to consumers. Websites devoted to identifying 

fake LULU products like lululemonexpert.com have created a safe space for consumers to educate themselves on 

determining the authenticity of LULU products in stores as well as online.  

 

Online market (Probability = High, Impact = High) 
Bear View: The most concerning threat to brick and mortar retailers is consumers shifting to online shopping. A number 

of LULU products are offered on websites like Amazon. However, the strength of the lululemon brand is diminished 

outside of the physical store and consumers are less likely to purchase the most expensive product. As more economic 

activity occurs from inside the home, LULU’s market position could be greatly damaged. 
 

Our View: LULU will be able to weather society’s shift to online shopping. LULU has established a unique in-store 

experience in high traffic locations like shopping malls that will continue to attract customers. LULU will continue to be 

a destination for consumers to visit, receive one on one selling, and participate in community events. Additionally, the 

company has improved their websites and online capabilities. These improvements will allow LULU to boost their direct 

to consumer operating segment. (Ex. 28) 
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Income Statement (GAAP) 

Lululemon Athletica Inc. 

Income Statement Historical Projected 

(In U.S. Thousands) FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

              

Revenue 

 
$1,591,18

8  

 
$1,797,21

3  

 
$2,060,52

3  

 
$2,388,97

0  

 
$2,769,77

2  

 
$3,211,27

4  

 
$3,723,15

1  

 
$4,316,62

1  

Cost of goods sold  751,112   883,033   1,063,357   1,127,701   1,307,457   1,515,865   1,757,494   2,037,639  

Gross profit  840,076   914,180   997,166   1,261,269   1,462,316   1,695,409   1,965,657   2,278,983  

Selling, general and administrative expenses  448,718   538,147   628,090   705,747   818,243   948,671   1,099,889   1,275,212  

Income from operations (EBIT)  391,358   376,033   369,076   555,522   644,073   746,738   865,768   1,003,771  

Other (expense) income, net  5,768   7,102   (581)  48   56   65   75   87  

Income before income tax expense  397,126   383,135   368,495   555,570   644,128   746,802   865,843   1,003,858  

Income tax expense  117,579   144,102   102,448   188,894   219,004   253,913   294,387   341,312  

Net Income (Before Currency Adjustment)  279,547   239,033   266,047   366,676   425,125   492,890   571,456   662,546  

Foreign currency translation adjustment  (89,158)  (105,339)  (64,796)  -     -     -     -     -    

Net Income  $190,389   $133,694   $201,251   $366,676   $425,125   $492,890   $571,456   $662,546  

              

              

Basic earnings per share  $1.93   $1.66   $1.90   $2.61   $3.03   $3.51   $4.07   $4.72  

Diluted earnings per share  1.91   1.66   1.89   2.61   3.02   3.51   4.06   4.71  

Basic weighted-average number of shares outstanding  144,913   143,935   140,365   140,365   140,365   140,365   140,365   140,365  

Diluted weighted-average number of shares outstanding  146,043   144,298   140,610   140,610   140,610   140,610   140,610   140,610  

 

Income Statement Assumptions FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

(Assumptions in RED) Historical Projected 

Revenue (Year-over-Year growth)   12.9% 14.7% 15.9% 15.9% 15.9% 15.9% 15.9% 

COGS (% of revenues) 47.2% 49.1% 51.6% 47.2% 47.2% 47.2% 47.2% 47.2% 

SG&A (% of revenues) 28.2% 29.9% 30.5% 29.5% 29.5% 29.5% 29.5% 29.5% 

OP Income (% of revenues) 0.4% 0.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Tax Rate (% of EBT) 29.6% 37.6% 27.8% 34.0% 34.0% 34.0% 34.0% 34.0% 

Income Statement Percentages Historical Projected 

  FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

Net revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Cost of goods sold 47.2% 49.1% 51.6% 47.2% 47.2% 47.2% 47.2% 47.2% 

Gross profit 52.8% 50.9% 48.4% 52.8% 52.8% 52.8% 52.8% 52.8% 

Selling, general and administrative expenses 28.2% 29.9% 30.5% 29.5% 29.5% 29.5% 29.5% 29.5% 

Income from operations 24.6% 20.9% 17.9% 23.3% 23.3% 23.3% 23.3% 23.3% 

Other (expense) income, net 0.4% 0.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Income before income tax expense 25.0% 21.3% 17.9% 23.3% 23.3% 23.3% 23.3% 23.3% 

Income tax expense 7.4% 8.0% 5.0% 7.9% 7.9% 7.9% 7.9% 7.9% 

Net income 17.6% 13.3% 12.9% 15.3% 15.3% 15.3% 15.3% 15.3% 
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Balance Sheet 

Lululemon Athletica Inc. 

Balance Sheet Historical Projected 

(In U.S. thousands) 
FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

  
          

ASSETS 
          

Cash and Cash Equivalents 
 $698,649   $664,479   $501,482   $594,181   $729,420   $927,369  

 
$1,198,157  

 
$1,553,476  

Accounts Receivable  11,903   13,746   13,108   17,113   19,841   23,004   26,671   30,922  

Inventories  188,790   208,116   284,009   283,473   328,659   381,047   441,786   512,206  

Prepaid and Receivable Income Taxes  -     40,547   91,453   79,964   92,710   107,488   124,622   144,487  

Other Prepaid Expenses and Other Current Assets 
 46,197   24,124   26,987   44,238   51,290   59,466   68,944   79,934  

Total Current Assets  945,539   951,012   917,039   1,018,970   1,221,920   1,498,374   1,860,180   2,321,026  

Property and Equipment, Net  255,603   296,008   349,605   427,032   504,459   581,886   659,313   736,740  

Goodwill and Intangible Assets, Net  28,201   26,163   24,777   24,777   24,777   24,777   24,777   24,777  

Deferred Income Tax Asset  18,300   16,018   11,802   11,802   11,802   11,802   11,802   11,802  

Other Non-Current Assets 
 4,745   7,012   10,854   10,854   10,854   10,854   10,854   10,854  

Total Assets  1,252,388   1,296,213   1,314,077   1,493,435   1,773,812   2,127,693   2,566,926   3,105,199  

              

LIABILITIES AND STOCKHOLDERS' EQUITY             

Accounts Payable  $12,647   $9,339   $10,381   $13,975   $16,202   $18,785   $21,779   $25,251  

Accrued Inventory Liabilities  15,415   22,296   25,451   27,430   31,802   36,871   42,748   49,562  

Accrued Compensation and Related Expenses 
 19,445   29,932   43,524   39,814   46,161   53,519   62,050   71,941  

Income Taxes Payable  769   20,073   37,736   23,863   27,666   32,076   37,189   43,117  

Unredeemed Gift Card Liability  38,343   46,252   57,736   61,996   71,878   83,335   96,619   112,020  

Other Accrued Liabilities 
 29,595   31,989   50,676   48,570   56,312   65,288   75,695   87,760  

Total Current Liabilities  116,214   159,881   225,504   215,647   250,021   289,874   336,080   389,651  

Deferred Income Tax Liability  3,977   3,633   10,759   10,759   10,759   10,759   10,759   10,759  

Other Non-Current Liabilities 
 35,515   43,131   50,332   50,332   50,332   50,332   50,332   50,332  

Total Liabilities  155,706   206,645   286,595   276,738   311,112   350,965   397,171   450,742  

Stockholders' Equity             

Common Stock  577   661   637        

Additional Paid-In Capital  240,351   241,695   245,533   245,533   245,533   245,533   245,533   245,533  

Retained Earnings  923,822   1,020,619   1,019,515   1,386,191   1,811,316   2,304,206   2,875,662   3,538,208  

Accumulated Other Comprehensive Loss 
 (68,068)  (173,407)  (238,203)  (415,028)  (594,149)  (773,011)  (951,440) 

 
(1,129,285) 

Total Equity 
 1,096,682   1,089,568   1,027,482   1,216,697   1,462,700   1,776,728   2,169,755   2,654,456  

Total Liabilities and Equity 
 

$1,252,388  
 

$1,296,213  
 

$1,314,077  
 

$1,493,435  
 

$1,773,812  
 

$2,127,693  
 

$2,566,926  
 

$3,105,199  
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BS Ratios & Assumptions (Assumptions in RED)  
        

Accounts Receivable Days 2.7 2.8 2.3 2.6 2.6 2.6 2.6 2.6 

Inventory Days 91.7 86.0 97.5 91.8 91.8 91.8 91.8 91.8 

Prepaid and Receivable Income Taxes (% of Revenues) 0.0% 2.3% 4.4% 3.3% 3.3% 3.3% 3.3% 3.3% 

Prepaid Expenses (% of Revenues) 2.9% 1.3% 1.3% 1.9% 1.9% 1.9% 1.9% 1.9% 

Accounts Payable Days 6.1 3.9 3.6 4.5 4.5 4.5 4.5 4.5 

Accrued Inventory Liabilities (% of Revenue) 1.0% 1.2% 1.2% 1.1% 1.1% 1.1% 1.1% 1.1% 

Accrued Compensation and Related Expenses (% of Revenue) 1.2% 1.7% 2.1% 1.7% 1.7% 1.7% 1.7% 1.7% 

Income Taxes Payable (% of Revenue) 0.0% 1.1% 1.8% 1.0% 1.0% 1.0% 1.0% 1.0% 

Unredeemed Gift Card Liability (% of Revenue) 2.4% 2.6% 2.8% 2.6% 2.6% 2.6% 2.6% 2.6% 

Other Accrued Liabilities (% of Revenue) 1.9% 1.8% 2.5% 2.0% 2.0% 2.0% 2.0% 2.0% 

 

ASSETS % of Total Assets 

Cash and Cash Equivalents 39.8% 41.1% 43.6% 46.7% 50.0% 

Accounts Receivable 1.1% 1.1% 1.1% 1.0% 1.0% 

Inventories 19.0% 18.5% 17.9% 17.2% 16.5% 

Prepaid and Receivable Income Taxes 5.4% 5.2% 5.1% 4.9% 4.7% 

Other Prepaid Expenses and Other Current Assets 3.0% 2.9% 2.8% 2.7% 2.6% 

Total Current Assets 68.2% 68.9% 70.4% 72.5% 74.7% 

Property and Equipment, Net 28.6% 28.4% 27.3% 25.7% 23.7% 

Goodwill and Intangible Assets, Net 1.7% 1.4% 1.2% 1.0% 0.8% 

Deferred Income Tax Asset 0.8% 0.7% 0.6% 0.5% 0.4% 

Other Non-Current Assets 0.7% 0.6% 0.5% 0.4% 0.3% 

Total Assets 100.0% 100.0% 100.0% 100.0% 100.0% 

         

LIABILITIES AND STOCKHOLDERS' EQUITY        

Accounts Payable 0.9% 0.9% 0.9% 0.8% 0.8% 

Accrued Inventory Liabilities 1.8% 1.8% 1.7% 1.7% 1.6% 

Accrued Compensation and Related Expenses 2.7% 2.6% 2.5% 2.4% 2.3% 

Income Taxes Payable 1.6% 1.6% 1.5% 1.4% 1.4% 

Unredeemed Gift Card Liability 4.2% 4.1% 3.9% 3.8% 3.6% 

Other Accrued Liabilities 3.3% 3.2% 3.1% 2.9% 2.8% 

Total Current Liabilities 14.4% 14.1% 13.6% 13.1% 12.5% 

Deferred Income Tax Liability 0.7% 0.6% 0.5% 0.4% 0.3% 

Other Non-Current Liabilities 3.4% 2.8% 2.4% 2.0% 1.6% 

Total Liabilities 18.5% 17.5% 16.5% 15.5% 14.5% 

Stockholders' Equity        

Common Stock        

Additional Paid-In Capital 16.4% 13.8% 11.5% 9.6% 7.9% 

Retained Earnings 92.8% 102.1% 108.3% 112.0% 113.9% 

Accumulated Other Comprehensive Loss -27.8% -33.5% -36.3% -37.1% -36.4% 

Total Equity 81.5% 82.5% 83.5% 84.5% 85.5% 

Total Liabilities and Equity 100.0% 100.0% 100.0% 100.0% 100.0% 
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Statement of Cash Flows (GAAP) 
Lululemon Athletica Inc. 

(In U.S. Thousands) Historical  Projected 

  FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 
Operating Activities           

Net Income  $279,547   $239,033   $266,047   $366,676   $425,125   $492,890   $571,456   $662,546  

Items not affecting cash             

     Depreciation and amortization  $49,068   $58,364   $73,383   $73,202   $72,820   $72,644   $72,573   $72,573  

     Stock-based compensation  10,087   8,269   10,356   10,356   10,356   10,356   10,356   10,356  

     Derecognition of unredeemed gift card liability  (4,654)  (1,468)  (3,647)  (3,647)  (3,647)  (3,647)  (3,647)  (3,647) 

     Deferred income tax  820   2,087   11,142   11,142   11,142   11,142   11,142   11,142  

     Excess tax benefits from stock-based compensation  (6,457)  (413)  1,202   1,202   1,202   1,202   1,202   1,202  

Changes in Operating Assets and Liabilities             

     Inventories  (38,507)  (26,806)  (83,286)  536   (45,186)  (52,388)  (60,739)  (70,421) 

     Prepaid and receivable income taxes  3,067   (15,234)  (52,110)  11,489   (12,746)  (14,778)  (17,134)  (19,865) 

     Other prepaid expenses and other current assets  (13,939)  (6,444)  (3,816)  (17,251)  (7,052)  (8,176)  (9,479)  (10,990) 

     Accounts payable  11,627   (2,198)  1,247   3,594   2,228   2,583   2,994   3,472  

     Accrued inventory liabilities  6,985   8,276   5,198   1,979   4,372   5,069   5,877   6,814  

     Accrued compensation and related expenses  (6,282)  11,561   14,937   (3,710)  6,346   7,358   8,531   9,891  

     Income taxes payable  (35,075)  19,304   19,470   (13,873)  3,804   4,410   5,113   5,928  

     Unredeemed gift card liability  9,306   11,326   16,574   4,260   9,882   11,457   13,284   15,401  

     Other accrued liabilities  7,998   3,788   19,563   (2,106)  7,742   8,976   10,407   12,066  

     Other non-current assets and liabilities  4,748   5,004   2,480   2,480   2,480   2,480   2,480   2,480  

Cash Flow from Operations  $278,339   $314,449   $298,740   $446,328   $488,868   $551,578   $624,417   $708,948  
              

Cash flows from investing activities             

     Purchase of property and equipment    (106,408)  (119,733)  (143,487)  (150,000)  (150,000)  (150,000)  (150,000)  (150,000) 

Cash Flow from Investing 
 

$(106,408) 
 

$(119,733) 
 

$(143,487) 
 

$(150,000) 
 

$(150,000) 
 

$(150,000) 
 

$(150,000) 
 

$(150,000) 
              

Cash flows from financing activities             

     Proceeds from exercise of stock options  $8,171   $2,913   $4,704   $5,263   $5,263   $5,263   $5,263   $5,263  

     Tax benefits from stock-based compensation  6,457   413   (1,202)  $1,889   1,889   1,889   1,889   1,889  
     Taxes paid related to net share settlement of stock-
based compensation  (5,721)  (4,972)  (2,857)  $(4,517)  (4,517)  (4,517)  (4,517)  (4,517) 

     Repurchase of common stock  -     (147,431)  (274,193) 
 

$(140,541)  (140,541)  (140,541)  (140,541)  (140,541) 
     Registration fees associated with prospectus 
supplement  -     -     (145)  (145)  (145)  (145)  (145)  (145) 

Cash Flow from Financing  $8,907  
 

$(149,077) 
 

$(273,693) 
 

$(138,051) 
 

$(138,051) 
 

$(138,051) 
 

$(138,051) 
 

$(138,051) 
              

     Effect of exchange rate changes on cash  $(72,368)  $(79,809)  $(44,557)  $(65,578)  $(65,578)  $(65,578)  $(65,578)  $(65,578) 

    (Decrease) increase in cash and cash equivalents (FCF)  108,470   (34,170)  (162,997)  92,699   135,239   197,949   270,788   355,319  

Cash and cash equivalents, beginning of period  590,179   698,649   664,479   501,482   594,181   729,420   927,369   1,198,157  

Cash and cash equivalents, end of period  $698,649   $664,479   $501,482   $594,181   $729,420   $927,369  
 

$1,198,157  
 

$1,553,476  
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PP&E 

Lululemon Athletica Inc. 

(In U.S. Thousands) Historical  Projected 

  FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

            

Property and Equipment, Net $255,603 $296,008 $349,605 $427,032 $504,459 $581,886 $659,313 $736,740 

              

Depreciation and Amortization Calculations             

Depreciation and amortization   $58,364 $73,383 $73,202 $72,820 $72,644 $72,573 $72,573 

Amortization   914 810 629 247 71 0 0 

Depreciation   57,450 72,573 72,573 72,573 72,573 72,573 72,573 

              

PP&E Calculations             

Beginning Property and Equipment, Net   $255,603 $296,008 $349,605 $427,032 $504,459 $581,886 $659,313 

   Add Purchase of Property and Equipment   119,733 143,487 150,000 150,000 150,000 150,000 150,000 

   Subtract Depreciation   (57,450) (72,573) (72,573) (72,573) (72,573) (72,573) (72,573) 

   Other   (21,878) (17,317) 0  0  0  0  0  

Ending Property and Equipment, Net   $296,008 $349,605 $427,032 $504,459 $581,886 $659,313 $736,740 
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DCF Model (Base Case) 
Lululemon Athletica Inc. 

  FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 

Free Cash Flow        

Working Capital $691,535 $803,323 $971,899 $1,208,500 $1,524,100 $1,931,374 

         

EBIT  $555,522 $644,073 $746,738 $865,768 $1,003,771 

  +Depreciation  72,573 72,573 72,573 72,573 72,573 

  -Cap Ex.  150,000 150,000 150,000 150,000 150,000 

  -ΔWC  111,788 168,577 236,600 315,600 407,275 

         

Free Cash Flow   $366,307 $398,069 $432,710 $472,741 $519,070 

       

  Terminal Perpetuity Growth Rate  

  3.50% 4.00% 4.50%   

Discount Rate (WACC) 

9.71% $7,409,804.28  $7,914,226.62  $8,515,388.01    

10.21% $6,862,177.93  $7,283,735.86  $7,779,066.81    

10.71% $6,389,857.99  $6,746,466.56  $7,160,460.69    

WACC Calculation 

D/E 5.95% 

Debt % 5.61% 

Equity % 94.39% 

Cost of debt 3.75% 

Market Rate 7.50% 

Market Premium 4.47% 

Risk-free rate 3.03% 

Beta 1.71 

Discount rate 10.21% 

Tax rate 34.00% 

  

Shares Outstanding 127,296 
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Target Share Price (Base) Terminal Perpetuity Growth Rate 

Revenue Growth 
of 12% Discount Rate 

(WACC) 

  3.50% 4.00% 4.50% 

9.71% $58.21  $62.17  $66.89  

10.21% $53.91  $57.22  $61.11  

10.71% $50.20  $53.00  $56.25  

Target Share Price (Bull) Terminal Perpetuity Growth Rate 

Revenue Growth of 
15.94% Discount Rate 

(WACC) 

  3.50% 4.00% 4.50% 

9.71% $64.47  $68.91  $74.20  

10.21% $59.66  $63.37  $67.72  

10.71% $55.51  $58.65  $62.29  

DCF Target Share Price (Bear) Terminal Perpetuity Growth Rate 

Revenue Growth of 
20% Discount Rate 

(WACC) 

  3.50% 4.00% 4.50% 

9.71% $52.88  $56.44  $60.68  

10.21% $49.00  $51.98  $55.48  

10.71% $45.67  $48.18  $51.10  
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Comparable Company Analysis (Millions)   
P/E 

(TTM) 
  

P/E 
(FWD) 

  
EV/ 

EBITDA 
  EV/ 

Revenue 

   Price Shares 
Mkt 
Cap EV EPS EBITDA Revenue 

EPS 
(FWD)          

          

 

         

Lululemon  LULU $65.70 127.3 $9,010 $8,640 $2.07 $467 $2,260 $2.58  31.7 x  25.5 x  18.5 x  3.8 x 

                    

Company Comps                   

Under Armour UA $18.64 220.24 $8,520 $8,880 $0.44 $562 $4,830     42.4 x   35.2 x   15.8 x   1.8 x 

Nike  NKE $56.70 1330 $93,810 $93,220 $2.27 $5,180 $33,520   25.0 x  21.6 x  18.0 x  2.8 x 

Tiffany & Co. TIF $90.32 124.45 $11,240 $11,530 $3.57 $935 $3,990     25.3 x   23.2 x   12.3 x   2.9 x 

                    

          Median  25.3 x  23.2 x  15.8 x  2.8 x 

          Mean  30.9 x  26.7 x  15.4 x  2.5 x 

LULU fwd 
EPS          Min  25.0 x  21.6 x  12.3 x  1.8 x 

 
         Max  42.4 x  35.2 x  18.0 x  2.9 x 

 
                   

2.58          Weight  25%  25%  50%  0% 

                    

     Target Price $61.40  $63.92  $68.74  $56.46  $44.44 

          Target Price based off Under Armour $73.60   $87.69   $90.72   $58.00   $32.64 

 

Elliminated                   

Michael Kors   KORS  $36.41 162.44 $5,910 $5,790 $4.38 $1,220 $4,630  8.3x  9.0x    4.7x    1.25x 

Urban Outfitters   URBN  $26.06 116.23 $3,030 $2,870 $1.92 $498 $3,530  13.6x   13.3x    5.8x    0.81x 

Kate Spade   KATE  $23.37 128.29 $3,000 $2,910 $1.19 $237 $1,380  19.6x   22.1x    12.3x    2.10x 

Columbia   COLM  $55.04 69.48 $3,820 $3,340 $2.72 $321 $2,380  20.2x 17.9x  10.4x  1.40x 

Coach, Inc.   COH  $38.07 280.62 $10,680 $9,540 $1.82 $899 $4,550  20.9x   16.3x    10.6x    2.09x 

Ralph Lauren Corp  RL  $79.79 56.33 $6,560 $6,130 $1.75 $1,010 $6,960  45.6x   15.3x    6.1x    0.88x 

Gildan Activewear   GIL  $25.86 230.22 $5,960 $6,470 $1.47 $521 $2,590  17.6x   13.9x    12.4x    2.50x   
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Threat of New Entrants LOW 

Highly competitive and increasingly concentrated market LULU operates in 

means the threat of new entrants is relatively low. Building manufacturing and 

supply chains to a scale of competing with LULU and other large companies 

would be costly—significant barriers to entry exist. 
 

Competition HIGH 

Large apparel companies with well-known brands have started pursuing 

“athleisure” market. Growing competitive forces may result in pricing pressures, 

slimming margins, and loss of market share. Threats exist from large 

multinationals with an established global brand and supply chain systems as well 

as smaller firms attempting to mimic a marketing and growth strategy similar to 

LULU’s. 
 

Bargaining Power of Suppliers HIGH 

All manufacturing and raw material procurement is operated and completed by 

suppliers. Specialty fabrics and advanced technology textiles available only from 

a small number of suppliers. In FY2015, approximately 65% of products created 

by top five suppliers and 40% of raw materials from a single supplier. 

Constrained sourcing systems may lead to greater costs and decrease 

profitability. Prominent suppliers have significant leverage due to importance to 

product manufacturing and sourcing system. 
 

Bargaining Power of Buyers MEDIUM 

Continued success relies on maintaining and continuing to grow brand value and 

reputation, and dissatisfied customers could quickly and significantly damage the 

value of the company. Customers could easily switch to highly similar products 

offered by other companies. Due to brand strength and perception of quality, 

LULU charges higher prices than competitor. Customers have little challenge in 

moving to less expensive alternatives of equivalent or similar quality. 
 

Threat of Substitutes HIGH 

LULU does not have intellectual property rights or patents to technology, 

fabrics, and processes used to manufacture products (IP rights usually belong to 

suppliers). Bevy of cheaper similar quality products currently exist and will 

continue to appear as part of a competitor’s offerings. Essentially no costs to 

consumers to switch to substitute product offered by another company 
 

 

 

 

 

 

 

 

 

 

 

Porter’s Five Forces 

1-lowest to 5-highest intensity 
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STRENGTHS WEAKNESSES 

 Strong brand affinity and loyalty among young 

people and athletically minded individuals  

 Negligible amount of long term debt on the balance 

sheet 

 Operational capacity (ie. distribution chain) for 

product line 

 Increased depth of stores 

 Expected growth in the number of stores 

 Company does not own intellectual property related to 

manufacturing, fabrics, or processes used to make 

products 
 Company relies heavily on limited number of suppliers 
 Overall short tenure of management team (only 1 

executive and 2 board members with the company 

before 2013) 
 Business is affected by seasonality 

OPPORTUNITIES THREATS 

 International expansion in Europe and Southeast 

Asia 
 Continued growth in North America 
 Expanding ivivva brand to gain market share with 

female youth and gain potentially lucrative long-

term customers. 
 Product and store expansions to maintain women’s 

wear trajectory and improve success related to 

men’s apparel. 

 Entire retail industry susceptible to online and 

discount retailers 
 Large competitors in athletic-wear market with 

established brands and built out product infrastructure 
 Competitors sell similar products at lower prices 
 Any damage to brand would significantly affect 

overall value of company (public relations issues, 

decline in product quality, etc.) 
 Exchange rate risks due to the fact that a large portion 

of net revenue and expenses occur in currencies 

different than USD and CAD 
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Name Title Background 
Laurent Potdevin Chief Executive Officer  LULU CEO/ Board Member since 2014 

 President of TOMS Shoes 2011-2013 

 CEO of Burton Snowboards 2005-2010 

 COO of Burton Showboards 1995-2005 

 President of Burton Snowboards 1995-2010 

 Director of North American Operations 

LVMH Moët Hennessy Louis Vuitton SE 1991-

1995 

Stuart Haselden Chief Financial Officer and 

Executive Vice President, 

Operations 

 LULU CFO/ EVP, Operations since 2015 

 CFO of J. Crew 2012-2015 

 SVP/ Treasurer of J. Crew 2006-2012 

 VP Strategic Planning at Saks Incorporated 

1999-2005 

Miguel Almeida Executive Vice President, 

Digital 
 LULU EVP, Digital since 2015 

 VP, Digital Commerce and Mobile Solutions at 

Walgreens 2009-2015 

Gina Warren Executive Vice President, 

People Potential 
 LULU EVP, People Potential since 2016 

 Led Nike Global Diversity and Inclusion Team 

from 2002-2014 

Duke Stump Executive Vice President, 

Community and Brand 
 LULU EVP, Community and Brand since 2014 

 SVP Culture, Creative, & Brand Innovation of 

Easton Bell Sports 2011-2014 

 VP/ Brand & Product Marketing at Nike 1990-

2005 

 Biomimicry Board Director since 2010 

Lee Holman Executive Vice President, 

Creative Director 
 LULU EVP, Creative Director since 2014 

 Nike Sportswear Creative Director 2010-2014 

Celeste Burgoyne Executive Vice President, The 

America’s 
 LULU EVP, The America’s since 2015 

 Joined LULU as VP, Store Operations and GM 

of US Operations in 2006 

 Sr. Director of Stores Abercrombie & Fitch 

1996-2006 
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