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p/share

$345 
p/share12% 

Stock Price from 3/16/21 Projected for 3/16/22
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Drivers

International Growth Omni Channel Experience Product Innovation
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50/50 ratio of men to women on 
Board of Directors

Culture establishes importance of 
an active, healthy lifestyle 

96% of employees approve of Calvin 
McDonald, CEO
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Investment Thesis

International Growth 

Omni- Channel Experience

Product Innovation
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Risks to Thesis

High growth rate leading to quality being compromised 

Mirror Acquisition leads to Under Armour Trap  

Large market for knock-offs
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Valuation Model
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Sales Growth Assumptions 
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Relative Value Model 
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Management

Calvin McDonald – CEO (2018-Present)
MBA, University of Toronto
• CEO of Sephora (2013-2018)
• CEO of Sears Canada for 17 years

Meghan Frank – CFO (2016-Present)
B.A Economics from Colgate University
• Held senior finance and 

merchandising roles and Ross 
Stores and J-Crew where she served 
for nearly a decade

Sun Choe – CPO (2016-Present)
B.A from University of Maryland 
College Park
• Was chief product operator at Marc 

Jacobs 
• Previously worked at West Elm, 

Madewell, and Urban Outfitters

Ted Daganese – CSCO (2016-Present)
MS Engineering Economics Stanford
• served as Vice President, Supply 

Chain at VF Corporation and Senior 
Director at Gap, Inc.
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Threat of New EntrantsBargaining Power of Consumers Threat of Substitutes

Rivalry Within Industry Bargaining Power of Supplier

Product 
Differentiation

Switching 
costs

Customer Fragmentation

# of Suppliers

Switching Costs
Threat of Forward 

Integration

# of Competitors

Industry Growth

Exit Barrier
Government 
Regulation

Disruptive 
Technology

Barriers to New Entry

Economies 
of scale

Standardized 
Product

Industry 
Growth
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Price 
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Knock-off Examples 

Lululemon’s Align Tank Align Tank Dupes 
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Fabric Differentiation

• Eclat Textile Co.
• Projects double digits in growth this quarter due 

to increase in demand for fabric
• Six Sigma
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Business Description.  Lululemon Athletica (NASDAQ:  LULU), founded in Vancouver, CA in 1998, is a 
technical athletic apparel company for yoga, running, training and other athletic pursuits. LULU’s primary target 
customer is a sophisticated and educated individual who understands the importance of an active, healthy 
lifestyle. LULU’s performance is due to three main drivers - international growth, omnichannel experience, and 
product innovation. 
  
International.  LULU currently has 515 stores in 17 countries. In the first 9 months of 2020 31.5% of 
international sales growth came from China alone. We anticipate international presence, especially in China, to 
be one of the company’s biggest drivers of future growth. 
Omnichannel.  LULU provides a seamless in-store as well as online customer experience. When the 
pandemic hit the company transitioned seamlessly to online shopping. In first 9 months of 2020, LULU posted 
a 105% growth in DTC, up from 40% growth in same period 2019.  
Innovation.  LULU is implementing product innovation through developing a men’s line as well as the July 
2020 acquisition of “Mirror”, an online subscription-based personal training technology which generated $150m 
of incremental sales in 2020. Men’s apparel revenues increased 30% in both 2018 and 2019 then decreased 
by 5.52% in 3Q 2020, attributed to men’s pandemic shopping behavior.  However, we expect the men’s pre-
pandemic revenue growth rate to resume in 2021-2022. 
 
Historical Performance. LULU reports a clean balance sheet with zero debt as of third quarter 2020, with 
access to a $600 million line of credit. Historically, LULU has generated enough cash to finance organic 
growth, even paying cash for the $500m acquisition of Mirror in the midst of the pandemic.  Inventory turnover 
decreased of 28% from 2019 to 2020 however negotiating better payment terms with suppliers increased A/P 
from 84 days to 116 days.  The overall cash cycle lengthened slightly more than 2019, and equal to 2017’s 
cash cycle despite a full shutdown of their stores for much of 2020.  LULU continued strong sales growth; in 
2018, LULU’s revenue rose 24%, with DTC sales increasing by 45%. In 2019, we saw revenue increase again 
by another 21% and DTC sales increased by 35%.  

 
Competitive Landscape.  Since 2014 LULU has maintained steady market share growth of 1% per year in the 
global athleisure apparel industry. We anticipate market share percentage growth will continue due to 
international expansion, increased omnichannel distribution, and continued innovation.  LULU faces strong 
competition from both established brands (Nike, Adidas, Under Armour) and privately-held smaller brands 
(Sweaty Betty, Gym shark, Fabletics, Zella. LULU operates in the high-end market segment and differentiates 
its brand through lifestyle, community, and perceived quality. LULU strengthens customer loyalty by offering a 
5-year warranty on all products if the customer is not satisfied with performance or quality.    
 
With the acquisition of Mirror, LULU expanded its reach into digital home gym equipment. At home gym 
equipment sales (treadmills, cyclers, rowers, stair steppers) in the United States grows 9.7% per year. We 
anticipating LULU’s high-end target audience will be eager consumers of the Mirror product despite a new 
group of competitors including Peloton, Tonal, and Tempo. 
 
Management and Culture.  Calvin McDonald joined LULU as CEO in August of 2018. Prior to joining LULU, 
McDonald was CEO at Sephora. McDonald has a strong track record directing Sephora through progressive 
growth and innovation, as well as strengthening culture through connecting all levels of the organization. 
McDonald echoes the importance of community and healthy lifestyle at LULU through exemplary leadership 
and performance. McDonald himself, an avid runner, biker and swimmer aspires to be an “Ironman”. 
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LULU demonstrates a culture of diversity among its board of directors, maintaining a 50/50 ratio of men to 
women, with board members hailing from different continents including Latin America, Asia, and Europe. 
Members of the board lead active lifestyles and bring a diverse range of industry and technical expertise. Julie 
Averill, LULU’s Executive Vice President and CTO with over a decade of experience from Nordstrom and 
REI, has played a critical role in leveraging innovative technology to transform LULU’s retail business and 
enhance guest experiences. 
 
Investment Thesis and Risks.  We recommend a buy of LULU at the current market price of $309 with 12% 
upside to $345 per share.  Our recommendation is based on good sales growth visibility from international, 
omnichannel, and men’s/mirror business in a rebounding post-covid global economy. 
 
LULU’s growth rate has been dramatic in recent quarters and growing too quickly could lead to a compromise 
in quality. Past issues, when a new line of leggings released in 2013 were sheer, led to an investment in Six 
Sigma, a third-party quality assurance firm which has effectively eliminated this issue. There have not been 
any quality issues since then. 
 
The Mirror acquisition introduces the risk that LULU neglects core apparel lines in pursuit of fitness equipment 
and tech development.  In 2017 Under Armour diversified into fitness technology which led to loss of focus on 
its core apparel business and thus market share.  LULU’s focus on expansion into new markets like menswear 
and new geographic locations keeps them focused on their apparel brand. Additionally, the original Mirror 
CEO, Brynn Jinitt Putnam, will lead the integration of Mirror, lending her expertise in both the product and the 
industry to the success of the acquisition. 

 
Finally, product knock-offs are a significant risk. A quick Amazon search brings up hundreds of options for a 
LULU “Align Legging” dupes. LULU’s product is superior due to exclusive fabric sourced from a single 
producer of Luon, Nulu and Luxtreme fabric unique to LULU's brand. Having one supplier creates a potential 
risk if the supplier decides to integrate forward, selling to competitors who will mimic the product at a lower 
price. LULU strategically prepares by targeting a higher-end market, where customers are less likely to be 
price sensitive. 

 
Valuation.  We value LULU using three different methodologies: DCF using a terminal growth rate (weighted 
50%), DCF using a terminal multiple (weighted 25%), and a relative valuation method (weighted 25%).  The 
critical assumption of the DCF models is sales growth. We broke down sales growth into in-store sales (10% 
growth assumption) based on 43 new stores per year at an average revenue of $5m per store, omnichannel 
sales (15% growth), and other (Mens/Mirror 10% growth). These individual projections roll up to an average 
14% sales growth over our forecast period, which compares to 21% annually pre-covid. 
 
We weighted our terminal growth DCF at 50% because it is the most conservative while providing good 
visibility of cash flows. Using this method we arrive at a value of $338 per share assuming 3.5% terminal 
growth.  We weighted the terminal multiple DCF at 25% due to concern about LULU’s relatively high 
EV/EBITDA multiple compared to its peers and arrived at a value of $385 per share. Using a relative valuation 
method, we arrive at a value of $326 per share, again weighting this method lower because LULU’s high 
EV/EBITDA ratio of 27 places it 20% above the industry mean of 22.7.  From our valuations and given the 
best- and worst-case multiples, we arrive at a price target of $345 per share, representing a 12% gain from the 
current $309 share price. 
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