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Investment Thesis Target Price $351 
 
We recommend a BUY rating for lululemon with a target price of $351 for an 
upside of 13.6%. A growing men’s segment and international expansion will 
offset a slowdown for women’s within North America. The stock has been 
oversold due to internal challenges, but industry-leading margins and a strong 
e-commerce platform will drive outperformance in a competitive industry. 
 
Drivers of Thesis 

• A more diverse product offering, driven by men’s clothes and accessories, 
with push revenues at an 8.7% CAGR through fiscal year 2029 (FY29).  

 

• Industry tailwinds from the athleisure segment will support growth, 
expanding the company’s apparel market share above 10% by FY30. 

 

• International strength will outperform management’s expectations within 
the Power of Three x2 initiative, specifically in China representing over 20% 
of revenues by FY29. 

 

• A superior omnichannel marketing framework and premium offerings will 
drive e-commerce revenues at an 8.2% CAGR through FY29. 

 
Risks to Thesis 

• Duplicate products (“dupes”) threaten the company’s premium price point, 
offering similar products as cheap as 20% the price of lululemon.  

 

• Trendy competitors and reduced women’s newness will constrain growth 
in North America, limiting same-store-sales (SSS) growth to 5-6% by FY28. 

 

• Unexpectedly poor demand for new products in a fast-paced industry can 
pressure top-line expectations, as seen with the Breezethrough legging 
earlier this year.  

Henry Fund DCF $351 

Henry Fund DDM $339 

Relative Multiple $297 

Price Data  

Current Price $309 

52wk Range $226 – 516 

Consensus 1yr Target $315 

Key Statistics  

Market Cap (B) $39.3 

Shares Outstanding (M) 123.7 

Institutional Ownership 86.4% 

Beta 1.10 

Dividend Yield 0.0% 

Est. 5yr Revenue Growth 8.7% 

Price/Earnings (TTM) 25.3 

Price/Earnings (FY1) 21.0 

Price/Sales (FY1) 3.8 

EV/EBITDA (FY1) 13.4 

Profitability  

Gross Margin 62.3% 

Operating Margin 22.9% 

Return on Assets (TTM) 28.1% 

Return on Equity (TTM) 49.2% 

 

Earnings Estimates 
Year 2022 2023 2024 2025E 2026E 2027E 

EPS 
HF est. 

$7.52 
 

$6.70 
 

$12.23 
 

$14.03 
$14.70 

$14.96 
$15.86 

$16.21 
$17.51 

Growth 66.3% -10.9% 82.7% 20.1% 7.9% 10.4% 

12 Month Performance Company Description 

 

Lululemon Athletica is a premium retailer of 
men’s and women’s clothing, footwear, and 
accessories. Known for its line of female yoga 
products, the company has expanded its 
offerings to include more casual styles. Its most 
popular designs include the Align leggings, the 
ABC pants, and the Everywhere Belt Bag. 
Operating 721 stores across 25 countries, it holds 
a leading market share within the athleisure 
industry. The company was founded in 1998 and 
is headquartered in Vancouver, British Columbia. 
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COMPANY DESCRIPTION 

Lululemon Athletica, Incorporated (“lululemon”, “the 
company”) is a premium clothing retailer known for its 
extensive line of yoga and “athlesuire” products. Founded 
in 1998 and based in Vancouver, British Columbia, the 
Canadian company offers a diverse set of men’s and 
women’s clothing, footwear, and accessories across its in-
store and online channels.1 As of the last quarter, the 
company operates 721 stores in 25 countries and has a 
7.9% market share within the apparel, footwear, and 
accessories industry.2 The company’s sales are highly 
seasonal, earning 33% of its annual revenues and 40% of 
its operating profits in the fourth quarter. Given this high 
demand through the holiday season, the company’s fiscal 
year runs from February 1st to the Sunday closest to 
January 31st.1 Thus, any terminology in this report 
regarding the company’s operations represents the year in 
which the fiscal year was concluded (FY25 = fiscal year 
ended January 2025; 2025 = fiscal year 2025). Its core 
business is in the United States and Canada, historically 
recording over 80% of the company’s annual revenues. 
However, the company has seen substantial growth in 
China, which was established as its own geographic 
segment in 2023 and generated more than $1.1 billion in 
revenues in FY24.1 

 
Source: 2024 LULU 10-K 

Lululemon’s internal growth model, the “Power of Three 
x2,” was a strategic plan unveiled in 2021 that aims at 
doubling the company’s revenue by 2026 through its 
product innovation, guest experience, and market 
expansion. Its goals within these areas are as follows:3 

• Product innovation: doubling the size of its men’s 
business by expanding product offerings into other 
categories such as golf, hiking, and tennis.  

• Guest experience: doubling e-commerce revenues by 
enhancing its in-store and digital engagement 

through its ambassador program and fitness class 
offerings.  

• Market expansion: quadrupling international 
revenues by targeting Asia, Europe, and new markets 
such as Spain and Italy.  

As of Q2 2025, lululemon is on track to meet these goals 
having already met its product innovation initiative (FY24 
revenues 2.36x the level of FY22). Further, its guest 
experience and market expansion goals are forecasted to 
be achieved by the end of this fiscal year. Management 
now aims to achieve an 18-23% rolling 5-year CAGR 
through 2026, driven by the momentum of its men’s line 
and stronger international brand recognition.1 The Henry 
Fund (HF) remains equally optimistic given management’s 
history of meeting its expectations, forecasting a rolling 
CAGR of 21.2% and 21.0% in 2025 and 2026, respectively.  

Lululemon operates an asset-light model, as it does not 
own or manage any manufacturing facilities and owns only 
one distribution center in Groveport, Ohio. Instead, the 
company uses an extensive supplier network to provide 
fabrics and manufacture its products, with most of these 
vendors located in Southeast Asia. In the last fiscal year, 
the company had 49 manufacturing vendors and 67 fabric 
suppliers, primarily located in Cambodia, China, Sri Lanka, 
Taiwan, and Vietnam.1  

Revenue Decomposition 

 
Source: 2024 LULU 10-K 

Lululemon’s operations are divided amongst three 
segments – Company-operated stores, E-commerce, and 
Other channels. Company-operated stores refer to sales 
generated across the company’s 721 stores while E-
commerce refers to the sale of products through the 
company’s website and mobile apps. Other channels are a 
diverse collection selling mediums and primarily consist of 
the company’ temporary, wholesale, and outlet locations. 
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After the COVID-19 pandemic, E-commerce has 
skyrocketed from 29% (2020) to 45% of annual revenues 
(2024), and currently falls in line with in-store sales.4  

Company-Operated Stores 

One of the most important industry metrics for lululemon 
is the total square footage of selling space and acts as a 
stronger comparison across companies than store count. 
This can then be used to calculate revenue per square foot 
(revenue/square ft.), which was used as the foundation for 
forecasting lululemon’s company-operated stores 
segment. Historically, lululemon has been an industry 
leader in this metric and recorded $1,470 of 
revenue/square ft. in the last fiscal year ($4,411 million 
revenue/3.00 million square feet).4 Total stores were used 
as a proxy for total selling square footage, which were then 
rolled up to calculate this segment’s total revenues. 

Same-store sales (SSS), or comparable-store sales, is 
another common industry metric and represents the 
revenue growth from stores that have been in operation 
for at least one year.1 It often serves as the best measure 
for organic growth in the retail industry, as new store 
openings can inflate revenues. While SSS did not have a 
direct impact on this segment’s total revenues, this metric 
was calculated each quarter and year to be compared 
against consensus estimates.  

In the short-term, the HF anticipates lululemon will 
outperform SSS in Q3 due to new collaborations with 
Disney and the National Hockey League (NHL).1 Total 
revenues per store have also been steady over the last 12 
months, growing at 4-8% per quarter. In-store traffic has 
also rebounded over the past two years, particularly within 
Mainland China.1 While analysts expect revenues/square 
ft. to fall by -3.3% and -0.8% in the next two quarters, the 
HF expects unit sales to fall -3.0% and remain flat at 0.0%. 
This will be driven by increased newness (seasonal updates 
through color, print, patterns, and silhouettes) and an 
outperformance within the US market supported by 
improved consumer confidence. Strong demand and 
pricing power in international markets are expected to 
drive lululemon's top-line outperformance through 2026, 
even if SSS estimates are not met. Since 2023, lululemon 
has underperformed in SSS in 5 of the last 6 quarters, a 
trend that will likely continue in 2026 due to the 
company's robust e-commerce platform.4 The following 

charts show lululemon’s SSS and in-store revenues against 
consensus through 2026.  

 
Source: FactSet and Henry Fund Estimates 

 
Source: FactSet and Henry Fund Estimates 

E-Commerce 

Similar to many other retailers, online (direct-to-
consumer) revenues have surged following the COVID-19 
pandemic. The flexibility of this channel has been a strong 
pull for consumers, to which lululemon has capitalized by 
also offering buy online pick-up in store, back-back room, 
and ship from store retailing capabilities. Back-back room 
sales refer to inventory that is shipped from other 
lululemon locations to the consumer’s address or 
preferred store.1 This delivery method allows for more 
efficient inventory management and a more inter-
connected store model, allowing customers to receive 
their orders in a timelier manner.  

While many of these concepts are not unique to 
lululemon, the company’s mobile app is one of the best in 
the industry and has been a major catalyst for this 
segment’s growth. Users often state that the app is one of 
the most user-friendly on the market. Features include the 
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ability to add their membership pass to their phone’s 
digital wallet, scan item QR codes to see availability and 
style options, a continuously updated store locator that 
can filter for certain products, and a collection of free 
workout videos through the company’s partnership with 
Peloton.5 Additionally, the app sends push notifications to 
customers for when their orders are ready or when other 
products are back in stock.  

After achieving over 100% revenue growth in 2021, this 
segment has maintained double-digit growth, recording a 
39.5% CAGR since 2020.4 However, sales have been more 
muted in the first half of the year driven by slower demand 
and inventory issues for women’s products. This was also 
emphasized through the misstep of the company’s new 
Breezethrough legging, which was pulled from shelves in 
Q2 after a slew of customer complaints due to the 
garment’s fit and appearance.6 Management has not 
explicitly stated when they expect to re-release the item 
but plans to use the fabric in other products. The HF 
anticipates this product to reappear in Q3 2026 in 
anticipation of the company’s strongest quarters, before 
being incorporated into other offerings beginning in Q1 
2027.  

In general, the strength of the men’s line and accessories 
will drive outperformance in the third and fourth quarters, 
which have been negatively revised due to the recent 
slowdown. The HF believes this is overdone, in which 
analysts anticipate 5.9% revenue growth in the fourth 
quarter compared to 23.4% historically. Thus, the team 
believes the company will greatly outperform this mark, 
growing 10% from the previous year. Looking ahead to 
2026, growth will also be strongest in the third and fourth 
quarters as newness improves and consumers opt for 
purchases outside of temporary locations. The following 
charts show lululemon’s e-commerce revenues against 
consensus through 2026. 

 
Source: FactSet and Henry Fund Estimates 

Other Channels 

Although there are several sources of revenue within this 
segment, the most noteworthy is through the company’s 
temporary, or pop-up, stores. Relatively common for 
larger companies in the industry, the stores serve as an 
additional medium to address the influx of demand in the 
fourth quarter or to test out new markets for permanent 
locations. Lululemon’s stores are only open for a couple of 
months and are often less than 1,500 square feet, offering 
products from one specific category (men’s or women’s).7 
While the number of temporary locations opened each 
year varies, the company often has up to 70 temporary 
locations open at a time. The use of temporary locations 
has been strongest in China, particularly within shopping 
malls and urban areas, and has helped grow Q4 2023 
revenues by 79% from the prior year.  

The Henry Fund views temporary locations will fall out of 
favor in the next three years and cause this segment to 
underperform consensus. While these stores can offset 
the subdued growth of wholesale locations, the success of 
these stores can be unpredictable driven by their 
positioning in a new market and limited product offering.  
Growth for this segment in the first half of the year has 
already been muted in comparison to 2023 and thus the 
HF remains in line with consensus by anticipating sales to 
fall by -18.0% and -16.0% in the next two quarters. The 
team anticipates this trend to continue through 2026, 
underperforming consensus by -13.8% as customers will 
aim to support the company’s existing stores and e-
commerce platforms. China will be the location for over 
80% of the company’s new whole store openings, thereby 
reducing the growth of this segment.1 The following charts 
show lululemon’s other channel revenues against 
consensus through 2026. 

 
Source: FactSet and Henry Fund Estimates 
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Cost Structure Analysis 

Lululemon has a very straightforward cost structure, with 
the only operating costs arising from the cost of goods sold 
(COGS) and selling, general, and administrative expenses 
(SG&A). By having a focused product line, lululemon’s 
profitability is above average for the retail industry, 
regularly achieving gross margins above 60% and 
operating margins above 20%.4 Despite earning the bulk of 
its operating profit in the fourth quarter, its strongest 
margins are in the second and third quarters due to lower 
demand and a reduced cost of goods sold. On an annual 
basis, operating and net margins have fallen by 400 to 470 
bps since 2020, driven by weaker demand for women’s 
products, discounts, and higher digital marketing 
expenses.1 The HF anticipates these levels to fall another 
100 bps by 2027, due to higher operating costs associated 
with new product launches and advertising programs. The 
following chart shows the company’s margins from 2022 
to 2027.  

 
Source: FactSet and Henry Fund Estimates 

Cost of Goods Sold (COGS) 

Lululemon’s cost of goods sold primarily includes the cost 
of purchased merchandise, the cost to deliver inventory to 
distribution centers, and the cost to research, design, and 
manufacture new fabrics and products. Given the 
seasonality of the company’s demand, COGS are 
traditionally lowest in the third quarter (30-32% of 
revenues) and highest in the fourth quarter (45-47% of 
revenues).4 Looking ahead, however, management 
expects gross margins to tighten in third quarter due to 
higher research and development costs and investments 
in its distribution centers, then widening in the fourth 
quarter due to a shorter holiday season. Analysts expect 
these costs to rise 650 bps in Q3 and fall 570 bps in Q4, 
which the HF believes is overstated.4 The team anticipates 

less volatility, with costs rising 600 bps in Q3 and falling 
540 bps in Q4. However, higher costs will likely continue 
into Q1 next year as new stores and distribution centers 
are finalized overseas. Production cost trends seen in 2025 
will likely persist in the short-term, as demand becomes 
more equally distributed throughout the year due to a 
growing international presence.   

Selling, General, and Administrative (SG&A) 

Lululemon’s selling, general, and administrative expenses 
include corporate and retail employee wages, 
transportation costs of the company’s merchandise from 
distribution centers to retail locations, and marketing 
costs. These expenses are generally incurred evenly 
throughout the year (36-38% of revenues), before falling 
in the fourth quarter due to stronger revenues (29-30% of 
revenues).4 The HF anticipates these expenses will follow 
historical trends, falling in the short-term but rising slightly 
in 2026 driven by management’s plans to make additional 
investments in its international stores and expanding its 
technological infrastructure.  

The following chart shows the company’s operating 
expenses from 2024 to 2026. 

 
Source: FactSet and Henry Fund Estimates 

Additional Company Analysis 

Product Lines 

Lululemon has a strong reputation for offering high 
quality, performance-driven, and fashionable products 
through its men’s, women’s, and accessory line of 
products. While the company was originally founded on 
selling women’s activewear, its merchandise portfolio has 
greatly expanded to now include dress shirts, tennis shoes, 
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and backpacks. Their items are typically priced at a 
premium to competitors, yet customers remain loyal given 
the comfort of the fabrics, strong durability, and the 
appearance of a higher social status. The company also 
uses numbered sizing for most female products, compared 
to tiered sizing (S, M, L, etc.) for most competitors. This 
flexibility is another one of the company’s strengths, 
allowing its female customers to find a product with the 
perfect fit.  

The women’s segment has consistently been the 
company’s core product offering, consistently generating 
over 60% of the company’s revenue. Some of their most 
popular products include the Align leggings ($98-118), the 
Define jacket ($118), and the Energy sports bra ($58).8 
However, sales for women’s clothing have fallen from 
69.6% to 63.9% of revenues in the last five years, driven by 
a growing popularity for accessory products and reduced 
newness.  

The HF expects this trend to continue as the company 
struggles to offer new styles, colors, and fabrics that can 
create a resurgence in demand. A majority of females who 
shop at lululemon are returning customers, thereby 
causing most growth to be driven through the newness of 
existing products as opposed to brand-new offerings. 
Anticipating this demand is very difficult (as seen with the 
Breezethrough legging) and is pressured by Lululemon’s 
competitors that are generally focused on marketing to 
women. Growth for this segment has likely stabilized and 
will cause women’s clothing to fall near 50% of total 
revenues by the forecast horizon.  

The men’s segment has been gaining popularity in recent 
years and will be a catalyst for the company’s future 
growth. Representing roughly 23% of total revenues, some 
of its most popular products include the ABC jogger and 
pants ($128), the Metal Vent Tech T-shirt ($78), and the 
Pace Breaker shorts ($68).8 Management has noted plans 
to prioritize this segment going forward, recognizing the 
male demographic is not as familiar with Lululemon as its 
female counterparts. Thus, the company has already 
greatly expanded this segment’s product offering and now 
includes coats, polos, sweatshirts, and swim trunks.  

The HF believes an expanding Men’s line can bring much 
greater diversification to the company’s revenue stream 
and is expected to achieve upwards of 10% growth per 
year. There also exist opportunities for further product 
variety with its men’s segment, particularly within its line 

of T-shirts, jackets, and button-down shirts. Driven by 
strong brand recognition and a growing customer base, 
men’s products will continue to rise in popularity and 
reach 27% of revenues at continuing value. 

The company’s final product segment, accessories (other 
categories), has been the breadwinner of demand since 
2020, expanding at a CAGR of 43.9%.4 Gaining most of its 
popularity in the 2023 fiscal year, its most popular 
products include the Everywhere Belt Bag ($48), the 
Reversible Yoga Mat ($84), and Double Roller (foam roller, 
$64).8  

The team anticipates this segment will continue to 
outperform the clothing side of the business, achieving 
double-digit growth rates through the 2029 fiscal year. 
Recent additions to this product line include backpacks, 
travel bags, totes, and water bottles. While the growth of 
this segment has been strong, the company only holds a 
1% market share in the broader accessories market, driven 
by North American women.1 Expanding its product 
offerings to cater to the male demographic will provide 
opportunities for growth in the short term, but product 
differentiation against larger competitors will threaten 
growth in the long term. Further, these products act as a 
complement to the company’s core clothing lines, which 
will continue to garner most of the company’s research 
and development expenses. Thus, this segment will 
expand into 20% of the company’s revenues by continuing 
value but provide less upside afterward. 
 

 
Source: FactSet and Henry Fund Estimates 

Lululemon Studio 

One of the company’s unique differentiators is its digital 
fitness platform which provides a variety of live and on-
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interactive fitness device. Lululemon Studio provides free 
content to all lululemon members, but the paid 
membership offers thousands of classes across fitness 
styles, personalized recommendations, and progress 
tracking. The $39 monthly membership also allows 
subscribers to attend classes at partner studios such as 
Peloton, Pure Barre, and Rumble Boxing. While purchasing 
the Mirror ($1000-1500) is not required, it amplifies the 
experience by allowing the user to view the workouts on a 
larger display while monitoring their form.10 The 
subscription also provides in-store benefits, offering 
discounts on select items, free hemming, and receipt-free 
returns.  

While Nike, Adidas, and Under Armour each offer similar 
training and running packages, they are solely app-based 
and only focus on tracking routines. Further, their 
premium content is much more limited. Lululemon Studio 
is interactive, offering live classes, hardware integration 
with the Mirror, and partnerships with other fitness 
boutiques. After creating the loyalty program in 2022, it 
has grown into one of the most popular memberships in 
the industry and touts 17 million participants (free and 
paid) as of January 2024.  

Revenues from lululemon Studio and the Mirror are 
recorded included within the company’s “Other 
categories” segment, and are available for purchase online 
and in-store. The company does not disaggregate its 
memberships between free and paid subscribers, but the 
popularity of the young program is indicative of its success. 
Little competition exists with the Mirror for at-home 
workout tools, but its high price tag will deter many 
customers. The Studio membership, however, offers a 
compelling value proposition, which the HF believes will 
support this segment’s growth by 2-4% through 2028. This 
growth is supported by broader industry tailwinds, as 
online fitness is forecasted to grow at an 11.3% CAGR 
through 2030.11 Thus, while it is not expected to be a 
primary growth driver, the Studio ecosystem provides a 
strategic hedge against the cyclicality of the fashion retail 
industry.  

 

 

 

 

 

Source: The Mirror (Lululemon Studio) 

Credit Analysis 

Lululemon operates with very little leverage, currently 
holding $1.4 billion in debt. Its only form of financing is in 
the form of lease liabilities for its manufacturing and 
distribution centers, which currently have a weighted 
average remaining term of 6.95 years.1 As such, most of 
the company’s liabilities are in the form of accruals and 
deferred revenue (unredeemed gift cards). Over the last 
three years, its liquidity has continued to strengthen with 
its cash reserves doubling in size and its current ratio rising 
to 2.5x.4 

The company currently has no publicly traded debt but has 
an investment-grade credit rating of BBB according to 
Standard and Poor’s (S&P). This is largely on par with its 
competitors, with Nike being the strongest at AA-, and is 
summarized in the table below.  

Company S&P 

Ralph Lauren (RL) A- 

Columbia Sportswear (COLM) x 

Adidas (ADS) A- 

The Gap (GAP) BB 

Under Armour (UAA) BB- 

Nike (NKE) AA- 

Lululemon (LULU) BBB 

Source: FactSet 

One of lululemon’s strengths is its low debt-to-capital ratio 
at 24.9%, trailing only Columbia Sportswear as the least 
levered company in the peer group (17.4%). While 
lululemon could afford to pay off all its debt immediately, 
its debt levels have remained steady, with most of this 
excess cash going towards stock repurchases. 
Management has indicated plans to increase the level of 
repurchases in the coming years, jumping to over $1.4 

https://prod-frontend.mirror.co/shop/packages/
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billion in FY25. If performed excessively, these buybacks 
could damage the company’s liquidity and lower its credit 
rating. However, the HF does not consider this a threat 
given the company’s long-term lease agreements and 
stable revenue growth.   

ESG Analysis 

Lululemon prides itself on its employee engagement, 
inclusive culture, and sustainable manufacturing. 
However, the company’s roots are filled with controversy, 
particularly by the company’s founder, Chip Wilson, who 
has publicly made anti-Asian, sexist, and fatphobic 
comments.12 After stepping down as the CEO in 2013, the 
company has vigorously tried to remove its controversial 
image and has experienced no major scandals since 2015.  

The current CEO, Calvin McDonald, is a major proponent 
of diversity and inclusion within the workplace, and as of 
January 2024, 70% of the company’s executive leadership, 
50% of the board of directors, and 75% of the overall 
workforce are female.1 McDonald has also laid out the 
company’s Impact Agenda which includes three pillars – Be 
Human (equitable and inclusive labor practices), Be Well 
(physical, mental, and social wellbeing), and Be Planet 
(sustainable raw materials).13 Since the program was 
launched in 2020, lululemon has invested a total of $44.8 
million into the agenda and plans to meet its goal of $75 
million by the end of this fiscal year. In general, the HF 
applauds the work done to promote equality and does not 
consider ESG a threat to the company’s operations. Below 
is a distribution of ESG ratings among lululemon’s 
competitors, in which all are considered “low” risk.  

 
Source: Sustainalytics 

RECENT DEVELOPMENTS 

Recent Earnings Announcement 

On August 29, 2024, lululemon reported its second-
quarter earnings, underperforming consensus on 
revenues and lowering its full-year guidance. It was the 
company’s first revenue miss in over two years, but 
earnings outperformed driven by strong margins. 
Management noted the revenue miss was caused by not 
carrying enough colors of its most popular leggings and 
running out of inventory for new belt bag styles. The stock 
rose 2% on the news as analysts were optimistic about the 
company’s ability to strengthen a slowing women’s line 
and strong performance in China. A summary of the call’s 
takeaways include:14 

• Revenue: $2.37 billion vs. $2.41 billion expected 

• EPS: $3.15 vs. $2.93 expected 

• China revenues increased 34% YoY, with 21% SSS 
growth 

• Americas (United States and Canada) revenues 
increased 1% YoY, with -3% SSS growth 

• 9 stores were added (5 China, 4 Rest of World, and 1 
in Americas) 

• Women’s sales increased by 6%, men’s by 11%, and 
accessories by 7% 

Momentum in China was driven by the company’s annual 
Summer Sweat Games, a team competition that involves a 
series of fitness challenges, workouts, and community 
events.15 It was the company’s fourth year holding the 
event, receiving a record amount of support with over 70 
stores across 40 cities participating. Outside of building 
stronger brand recognition, participants also received 
exclusive lululemon merchandise. 

Earlier in the quarter, the company’s Chief Product Officer 
(CPO), Sun Choe, announced she was leaving the company 
for another opportunity.16 The resignation was a surprise 
to analysts and was a major blow to the organization as 
the company has struggled to gain support for new styles. 
Management did not replace the position but rather 
promoted Nikki Neuburger to double as the company’s 
Chief Brand and Product Officer. In the earnings call, 
management noted the newly streamlined structure was 
performing smoothly. The HF anticipates this will be a net 
positive for the organization in the long term, facilitating a 
more efficient process for getting new products to the 
market.  

14 14 15
16 16 16

19
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Product Trends 

At the time of this report, lululemon’s stock has fallen -39% 
YTD and has been driven by a myriad of factors, from the 
company’s CPO leaving, U.S. and Canadian revenues falling 
flat, lowered full-year guidance, and missteps with new 
product releases. The most notable of these missteps was 
with the new Breezethrough legging, which was pulled 
from shelves in July as customers complained of a “whale 
tail” fit.6 Management called it a “test-and-learn” 
situation, as the product's unconventional stitching left 
customers unsatisfied. Intended for hot yoga or heat-
intensive workouts, guests were pleased with the fabric’s 
performance. Plans are in place for the product to be 
rereleased by next summer, but the event was enough for 
the company’s stock to fall to a 4-year low of $250 per 
share.  

On the other hand, demand for the company’s accessories 
has been thriving since 2022, driven by the company’s 
Everywhere Belt Bag. As a modernized take on the once-
famous “fanny pack,” the product has been a popular 
choice among the company’s younger, female consumers. 
The bag’s sleek and simple design has become a popular 
choice over traditional bags and purses, crafted from the 
same high-quality materials for which Lululemon is known. 
The bag retails for $38-48 and comes in numerous styles 
with dozens of colors. While volume numbers are not 
reported for any of the company’s products, the bag’s 
popularity has spread immensely through social media, 
being listed as one of the top retail products in Q1 2023.17 
The high demand for bags has made accessories 
lululemon's fastest-growing product category since 2020, 
accounting for 12.7% of sales in the 2024 fiscal year. 

Although it has been a tumultuous year for lululemon, the 
HF remains optimistic about the company’s long-term 
growth strategy. Many of the company’s issues have been 
self-inflicted, but management has been proactive in 
addressing them and is supported by an engaged 
leadership team. The team predicts the Breezethrough 
leggings will make a strong comeback, evidenced by their 
superior fabric and female-focused design. Despite the 
controversy, Lululemon still holds a dominant position 
within the activewear space and continues to show 
strength in its international markets and men’s lines. While 
the Everywhere Belt Bag will likely fall out of favor within 

the next 18 months, lululemon's expanding portfolio gives 
it an advantage over competitors. 

 

 

 

 

 

 

Source: lululemon Everywhere Belt Bag 

Pop-up Stores/International Growth 

With 62% of the company’s stores being located in the 
Americas, and serving as its core market, its brand 
awareness is much weaker in other parts of the world.1 
However, lululemon is making significant efforts to flip this 
narrative in the Far East (China, Japan), the Asia Pacific 
(Australia), and Europe. The company is on pace to 
outperform its goal of quadrupling international revenues 
from 2021 to 2026 (HF estimates 5.1x) and is planning to 
open its first store in Italy next year.  

The company’s success in China is the most impressive, 
given the economy’s weakening retail sales and 
plummeting consumer confidence.18 While other premium 
brands such as Louis Vuitton and Starbucks have reduced 
their operations in the country, lululemon anticipates it 
will continue to be one of its strongest regions. 
Furthermore, lululemon’s products are still priced at a 
premium, often at a 20% markup compared to the U.S.19  

Its success can be attributed to three factors – changes in 
consumer preferences, healthier societal goals, and highly 
targeted marketing. Research has indicated that many 
consumers are shying away from flashy, status-driven 
items due to government regulations and a struggling 
economy. A simpler, athleisure style has grown into a 
“luxury” retail category and is further boosted by the 
country’s “Healthy China 2030” initiative. Specialized 
sportswear brands like lululemon, Arcteryx, and Hoka saw 
20-40% YoY growth last quarter, far outperforming 
traditional retail brands like Nike, Tommy Hilfiger, and 
Gap.19 Lululemon’s localized marketing strategy has 
deeply resonated with consumers, where 35% of products 
sold come from products tailored to the Chinese market.19 

https://shop.lululemon.com/p/bags/Everywhere-Belt-Bag/_/prod8900747?color=31382&locale=en_US&sl=US&sz=ONESIZE&cid=Google_SHOP_US_NAT_EN_X_BrandShop_Incr-All_OMNI_GEN_Y24_ag-SHOP_G_US_EN_DM_X_GEN_NO_Accessories-Bags&gad_source=1&gclid=CjwKCAiA3Na5BhAZEiwAzrfagHuWgBW5GoYX38EbqeB32gpdooQmV46tYlY-2lcEsOZdbUv1YNphLhoCriwQAvD_BwE&gclsrc=aw.ds
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Examples include the company’s “Hike” collection, tapping 
into the country’s post-Covid outdoor activity boom, and 
their “Asia Fit” line for leaner and smaller bodies.  

The company’s managing director for the region, San Yan 
Ng, has been a key component to this success, helping 
grow the company’s exposure from 10 to 127 stores in his 
six-year tenure. Now as a $1+ billion geographic segment, 
it will serve as a key value proposition in the years ahead. 
The HF anticipates China will overtake Canada as the 
second-largest geographic segment this year, ultimately 
accounting for over 20% of the company’s revenues by 
2030 (vs. 11.8% today). Management forecasts over 80% 
of the company’s new locations will be in China, helping 
drive in-store revenues at a 9.7% CAGR through 2029. Its 
pricing power and complementary high demand will be a 
catalyst for sustaining high margins, even as the threat of 
“dupes” continues to rise. The following chart shows the 
distribution of lululemon’s prices on Tmall, Alibaba’s e-
commerce platform.  

 
Source: Zhiyi Technology, Bloomberg 

 

INDUSTRY TRENDS 

Duplicate Products and Competition 

Lululemon’s meteoric rise and distinctive style have 
brought about new competition in the athleisure industry 
through rival companies and duplicate products. Some of 
the company’s strongest competitors include Athleta 
(owned by The Gap), Fabletics, Alo Yoga, Gymshark, Vuori, 
and Zyia (all privately held), as well as traditional athletic 
apparel companies such as Nike, Adidas, and Under 
Armour. Many competitors sell similar products at less 
than half the price of lululemon, with duplicates (“dupes”) 
costing as little as 20% of the company’s standard pricing. 

The chart below illustrates a price comparison between 
lululemon, its competitors, and dupes for a standard pair 
of black leggings. 

 
Source: Lululemon, Alo, Vuori, Athleta, Fabletics, Zyia, Gymshark, 
Nike, Under Armour, Adidas, and Amazon  

Alo Yoga and Vuori are two of the fastest growing 
competitors, each gaining about 1% market share in the 
last year while lululemon remained flat. Around 90% of 
Vuori's U.S. stores and 84% of Alo Yoga's locations are 
situated within 0.5 miles of a lululemon store, collectively 
generating $1.5 billion in revenue.20 This is roughly 24% of 
lululemon’s revenue in the United States market. The 
chart below highlights the proximity of Alo and Vuori 
stores to lululemon locations. 

 
Source: Aggdata, Bernstein, The Wall Street Journal 

Athleta, one of lululemon's more established competitors, 
gained significant popularity in 2020. However, its 
momentum has been declining, with revenues dropping 
8% in the last fiscal year to $1.4 billion.21 The all-American 
brand currently holds a 1.1% market share in the apparel, 
footwear, and accessories industry. Similar to Lululemon, 
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Athleta has faced challenges in resonating with 
consumers, as its newer styles have underperformed, and 
the market continues to see an influx of lower-priced 
alternatives. 

As shown previously, dupes are a low-cost option offered 
by smaller brands. While not considered counterfeits, the 
products are made with less costly materials but have a 
strikingly similar style and quality. Some of the most 
popular brands include AYBL, Halara, Gymreapers, and CRZ 
Yoga, retailing their leggings for $30-75.22 The rising 
demand for dupe products has been fueled by tighter 
consumer budgets, declining brand loyalty, and the 
influence of social media. As of October 2023, about one-
third of U.S. adults reported deliberately purchasing these 
products, with the proportion climbing to over 50% among 
consumers under 35. Dupes are increasingly available 
across a wide range of products, including sports bras, 
sweatshirts, jackets, tops, and men’s apparel, highlighting 
their broad appeal in various categories. 

To counter this trend, lululemon organized a two-day 
“Dupe Swap” event in Los Angeles in May 2023, inviting 
customers to swap out their duplicate leggings for a free 
pair of black 25” Aligns.23 The event was highly successful, 
with over 1,000 pairs swapped (valued at approximately 
$98,000), and attendance being evenly split between new 
and existing customers. While this was Lululemon’s first 
event of its kind, management was thrilled with the 
outcome and is considering hosting similar events in the 
future. 

The HF considers this the biggest risk to Lululemon’s future 
success, especially within North America. The company 
has already begun to experience the effects, with revenues 
in the Americas struggling to meet expectations over the 
past 18 months. This competition is expected to limit 
lululemon’s growth to a 4.5% CAGR over the next four 
years, a significant slowdown from the previous four-year 
period’s 21.5% CAGR. As the quality of duplicate products 
continuously improves, the team predicts that over 75% of 
young consumers will have intentionally purchased a dupe 
come 2027. The trend reiterates the company’s focus on 
expanding its men’s line and pursuing international 
growth, areas where the company still maintains a strong 
competitive advantage (127 international locations vs. 3 
and 16 for Vuori and Alo, respectively).  

Casualization of Wardrobes 

For much of the last decade, clothing made for both 
athletic activity and casual wear has come to the forefront 
of the fashion industry. “Athleisure”, combining the terms 
athletic and leisure, has been a major contributor to 
broader societal goals of living active lifestyles and 
participating in sports. Industry analysis suggests the 
market size will grow at a CAGR of 5.2% through 2032, 
driven by the female demographic in North America and 
Asia.24  

The HF believes these broader trends will continue to 
support the company’s growth, and coupled with its 
diverse portfolio, will outperform the industry with a 7.7% 
CAGR through FY2033. While competitors flood the space, 
the company’s first-mover advantage provides it with 
superior brand recognition and a wider array of men’s, 
women’s, and accessory products. Casualization trends, 
both in workplaces and social settings, continue to drive 
industry growth, reinforcing the long-term sustainability of 
lululemon's business model. 

Omnichannel Marketing Strategies 

In recent years, several companies have begun to prioritize 
collecting, interpreting, and acting on their customer data. 
This trend has been most prevalent within the retail 
industry where companies will employ omnichannel 
marketing strategies to engage with their customers 
through online, in-store, social media, and mobile apps.25 
Companies that can leverage this information are far more 
efficient than those that don’t by having a better 
understanding of their customers, stronger inventory and 
supply chain management, and more consistent 
advertising across channels. Digitalization of services in the 
COVID-19 pandemic has amplified the necessity of these 
strategies, driven by the growth of e-commerce. According 
to Grandview research, the global omnichannel retail 
solutions market size was valued at $5.96 billion in 2021 
and is expected to grow at a CAGR of 13.8% through 
2030.26  
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Source: Grandview Research 

As mentioned previously, lululemon is one of the leaders 
in the industry for customer engagement, market 
research, and cross-channel marketing. Through the 
company’s various channels and membership program, 
lululemon has been able to experience 10-40% revenue 
growth per year dating back to 2020.1 The success of the 
company’s program is most evident in China, where pop-
up stores, promotional events, and targeted marketing 
strategies have allowed it to outperform its competitors. 
Lululemon's digital and retail ecosystem rivals that of 
major competitors like Nike, Adidas, Under Armour, and 
Gap, positioning the company to outperform smaller 
competitors in the long term. E-commerce growth will 
remain a key driver through the forecast horizon, while 
international expansion presents the strongest 
opportunity for in-store growth. 

MARKETS AND COMPETITION 

The athletic retail industry is incredibly competitive, driven 
by key players such as Nike, Adidas, and Under Armour. 
Advancements in product design, omnichannel marketing, 
and securing high-profile endorsements are vital in 
keeping pace within a fast-moving industry. Consumer 
preferences frequently adjust, coupled with price 
sensitivity and seasonal demand. Industry trends of 
supporting casual attire have allowed once-small 
companies like lululemon to flourish and have led to the 
development of several privately-branded and lower-
priced alternatives. This analysis looks to compare 
lululemon against its publicly traded counterparts, with a 
focus on their athletic lines. Below is a table summarizing 
key figures among lululemon’s peer group.  

 
Source: FactSet 
*Values crossed out are not included in the peer average. 

Nike (NKE) 

Founded in 1964, Nike has been the quintessential athletic 
apparel brand for several years, most known for its line of 
tennis shoes and support for track and field and basketball. 
Holding a 39% market share, the company offers a full line 
of athletic apparel, with its proprietary Dri-Fit technology 
being integrated into many products. Its clothing is priced 
competitively, anywhere from $20-150 for most garments. 
The company oversees 1,045 locations and has the highest 
revenue per store in the industry at $27.6 million. Over the 
last five years, the company’s apparel business has been 
growing slower than its footwear and currently represents 
27% of revenues. In the last fiscal year, 36% of its sales 
were collected in the United States.4 

 
Source: FactSet 

Adidas (ADS) 

Adidas AG, commonly known as Adidas, is a German 
multinational athletic apparel company and one of Nike’s 
strongest competitors. Holding a 13% market share and 
overseeing 1,860 locations, the company offers a 
comprehensive range of footwear, apparel, and 
accessories with notable strength in soccer and all-
purpose running. Adidas is known for providing more 
tailored fabrics than Nike, designed for various conditions 
like heat, cold, wind, and rain. Its clothing is competitively 
priced, ranging from $20 to $200 for most items, with 
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apparel accounting for roughly 36% of the company’s 
revenues. While Nike dominates the North American 
market, Adidas holds a commanding lead in Europe. This 
geographic focus is reflected in its revenue distribution, 
with only 22% of sales generated in the United States.4 

 
Source: FactSet 

Under Armour (UAA) 

Founded in 1996, the Baltimore, Maryland-based 
manufacturer has commonly been the “third wheel” 
within the athletic apparel market. Holding a 4% market 
share, the company rose to popularity in 1999 by 
producing and sponsoring the jerseys to be worn in the 
movie Any Given Sunday. Coupled with purchasing an 
advertisement in ESPN magazine, brand awareness spiked 
sales by $750,000 that year and pushed the company into 
the limelight. Unlike Nike and Adidas, the company’s 
largest segment is apparel, representing 67% of revenues 
in the last fiscal year. While revenues have only grown at a 
1.1% CAGR over the last five years, the company surpassed 
Adidas as the second-largest sports apparel brand in the 
United States in September 2024.27 As a result, 56% of its 
revenues are generated from within this region.4 

 

Source: FactSet 

The Gap (GAP) 

The Gap is a global, general apparel company offering a 
diverse selection of clothing and accessories to men, 
women, and children. The company oversees several other 
apparel companies, most notably Athleta for the purposes 
of this analysis. Founded in 1998 and acquired by Gap in 
2008, Athleta is the second-largest athleisure company 
generating $1.4 billion in revenue (9% of Gap's total). Most 
of the company’s products are cheaper than lululemon, 
typically at a 20-30% discount. The company operates 230 
stores across the United States and Canada and only sells 
clothing and accessories to females.4 

 
Source: FactSet 

Ralph Lauren (RL) 

Ralph Lauren is a global leader in the design and 
distribution of luxury lifestyle products across five 
categories: apparel, footwear and accessories, home, 
fragrances, and hospitality. Recently, the company has 
expanded its offerings to include more casual and athletic 
products through its RLX and Polo Sport lines. Its main 
products focus on golf and tennis apparel, and since 2008, 
Ralph Lauren has been the official outfitter for Team USA 
at the Olympics.28 The company oversees 1,263 stores and 
generates 45% of its revenues from within the United 
States.4 

56.7%
36.4%

6.9%

ADS Revenue Decomposition ($21.4B)

Footwear

Apparel

Accessories & Gear

66.4%

24.3%

7.1% 2.2%

UAA Revenue Decomposition ($5.7B)

Apparel

Footwear

Accessories

Other

55.1%22.4%

13.0%

9.4%

GAP Revenue Decomposition ($14.9B)

Old Navy

Gap Global

Banana Republic

Athleta and Other



  
 

 

 
Page 14 

 
  

 
Source: FactSet 

Columbia Sportswear (COLM) 

Columbia Sportswear is one of the world’s largest outdoor 
clothing and active lifestyle brands. The company oversees 
three subsidiaries, most notably prAna, its casual and 
athleisure line of products.  With a strong focus on 
sustainability, its products are made with eco-friendly 
materials and target environmentally conscious 
consumers. The company has a full line of men’s and 
women’s clothing generally priced between $40 and $110. 
The company only operates 2 retail locations but is sold at 
over 1,750 stores across the United States and Canada. In 
general, 64% of Columbia’s revenues are generated within 
the United States.4 

 
Source: FactSet 

Peer Comparisons 

The following peer comparisons will assess lululemon 
across a variety of financial, operating, and valuation 
metrics. All values are representative of current market 
conditions or the company’s last fiscal year end unless 
otherwise stated. 

Financial Metrics 

 
Source: FactSet 

Based on the following financial metrics, lululemon is 
outperforming its competitors, particularly through its 
margins, liquidity, and leverage. This is primarily 
emphasized through the company’s days sales 
outstanding (DSO) of 5 days. Lululemon operates with a 
small accounts receivable balance ($126 million as of July 
2024) driven by the fact that a majority of the company’s 
sales are made directly to consumers, either through their 
retail locations or e-commerce platforms.4 Larger 
competitors such as Nike and Adidas generate a significant 
portion of their revenues through wholesalers who take 
much longer to repay their obligations. This also allows 
lululemon to operate with higher margins, where most of 
its merchandise is sold near the manufacturer’s suggested 
retail price (MSRP). Going forward the HF anticipates gross 
margins to fall slightly, driven by weaker demand for 
women’s products in North America before stabilizing at 
62% given the strength of its e-commerce platform.  

Operating Metrics 

 
Source: FactSet 

As mentioned previously, industry tailwinds have 
supported lululemon’s growth over the past five years, 
greatly outperforming its industry peers. Unfortunately, 
many of lululemon’s peers do report the amount of square 
footage owned in their stores, so total revenue per store 
was used as a comparison. Although lululemon is 
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underperforming in this category, it is driven by the 
company’s smaller operating model, with an average store 
size of 4200 square feet. This supports the high-margin 
nature of its business, with little operating and 
depreciation expenses. Most encouraging of these 
statistics is the company’s same-store-sales (SSS) growth, 
which has consistently outperformed its competitors in 
recent history. The team predicts SSS will be pressured in 
2025 due to difficulties at its North American locations, but 
still outperform consensus (4.9% vs. 4.5% expected) by 
leveraging its momentum at international locations and 
new product collaborations.  

Valuation Metrics 

 
Source: FactSet 

Based on a relative valuation, lululemon appears 
overvalued to its competitors. In general, however, this is 
typically the case as the company’s price appreciation 
from 2018 to 2023 drove its P/E up to 72.6x. Coupled with 
slower demand for more traditional clothing brands, 
earnings multiples have fallen for several companies 
including Nike, Adidas, Under Armour, and Gap. Given 
lululemon’s -37% price correction thus far in 2024, it is now 
trading much closer to its competitors than it has in the 
past. For these reasons, the Henry Fund does not consider 
the relative valuation credible for lululemon given its niche 
business model and higher growth prospects. For a deeper 
analysis of the company’s intrinsic value, please refer to 
the “Valuation Metrics” section below.  

Future Outlook 

Overall, lululemon’s high margins, strong operational 
efficiency, and lower leverage make it one of the top 
performers in the peer group. While casualization trends 
in the industry have bolstered its growth, the company’s 
ability to quickly recognize new opportunities and diversify 
its product line has allowed it to outperform much larger 
competitors. Limited support for new clothing items has 
resulted in weaker demand in North America, but the 
team remains confident in the company’s ability to resolve 

these complexities quickly. The company’s sell-off over the 
past year appears to be largely overstated, and 
considering its strong long-term fundamentals, the current 
valuation presents an attractive entry point. 

ECONOMIC OUTLOOK 

Retail Sales 

Retail sales are an economic metric that tracks consumer 
demand for finished goods. The figure is reported monthly 
and serves as a leading indicator for where the economy is 
heading, especially regarding inflation and real GDP 
growth.29 As inflation has normalized, so have retail sales, 
which have consistently grown by 2.0-2.5% on a YoY basis. 
For China, however, the difference is stark, which has 
faced significant economic hardship over the last 12 
months. However, the recent announcement of a five-
year, $1.4 trillion stimulus package has helped boost 
morale and could help revive consumer confidence and 
spending. The HF predicts American retail sales will remain 
steady at 2.0-2.5% through 2025, while Chinese retail will 
reaccelerate to 4.0-5.0%. This will drive lululemon to 25%+ 
growth in the region through fiscal year 2026, helping 
outperform analysts’ consensus.  

  
Source: FRED, National Bureau of Statistics of China 

Real Disposable Personal Income 

Real Disposable Personal Income (RDPI) is the amount of 
money an individual or household has available to spend, 
invest, or save after taxes have been deducted and 
adjusted for inflation.30 When inflation peaked in 2021, 
RDPI fell drastically but has since normalized near 3.0%. By 
offering a premium product, lululemon can be a 
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beneficiary from higher levels of RDPI. The team predicts 
RDPI will fall slightly to 2.0-2.5% in the next year as 
inflation ticks up due to lower interest rates and a 
resurging economy. This could be offset by lower taxes if 
new laws are passed by President Trump, but the timing 
and significance of these changes remains uncertain. In all, 
RDPI should not have a major impact on lululemon’s 
financial performance, unless values move by more than 
100 basis points in either direction.  

 
Source: FRED 

Real GDP Growth 

Real GDP is an inflation-adjusted measure that reflects the 
value of all goods and services produced by an economy in 
a given year.31 For the last 15 years, China has been 
growing faster than the United States on a constant-
currency basis. This trend has been beneficial to 
lululemon, capitalizing on this growth despite a slowing 
economy. The team projects U.S. real GDP growth to 
remain steady at approximately 2.5% over the next six 
months, with an increase to 3.0% annually by 2026. This is 
expected to outpace China over the long term, as 
fundamental problems regarding real estate, international 
trade, and government debt will constrain its growth 
through 2027. Nevertheless, Lululemon’s recent success in 
the Chinese market provides it with a distinct competitive 
edge. Social movements encouraging active lifestyles, 
targeted marketing, and rising demand for men’s products 
position China as a key and growing geographic segment 
for the company. 

 
Source: International Monetary Fund (IMF) 

VALUATION 

This valuation uses a ten-year forecast horizon with a 
continuing value estimation in fiscal year 2034. 
Lululemon’s rapid growth over the last seven years has 
been met with recent challenges. New competitors 
offering lower-priced alternatives have reduced the 
company’s demand for new products. Organizational 
shifts and the company’s botched product launch have 
resulted in the stock’s significant underperformance thus 
far in 2024. However, its future remains bright with 
competitive advantages through the company’s men’s and 
accessory lines, along with its international exposure. Its 
transformation into a large, multinational corporation will 
slow growth over the long term but provide much-needed 
stability. Thus, the team argues much of the company’s 
internal difficulties will be resolved within the next year, 
and combined with industry-leading margins, will outlast 
smaller competitors and continue to chip away at Nike and 
Adidas’ market share.  

SSS Growth 

As mentioned previously, same-store sales are a common 
industry metric to determine the company’s organic 
growth by measuring the increase in sales from company-
operated stores that have been open for at least one year. 
The HF anticipates SSS to outperform in the last two 
quarters of this year, driven by the success of existing 
stores in China and increased newness within the US 
market. Nevertheless, e-commerce will continue to show 
the most strength, as industry tailwinds among younger 
shoppers will support this channel’s growth. As such, 
beginning in FY28, e-commerce revenue will reassert itself 
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as the catalyst, growing at 7-9% per year through FY33. 
Having grown from 29% to 45% of revenues since COVID, 
the team anticipates it will maintain current levels, 
ultimately representing 46% of revenues by continuing 
value, approximately the same as in-store.  

Revenues from other channels, or temporary and licensed 
locations, have shown steady growth in recent history, 
driven by the success of pop-up locations. Lululemon has 
also added 35 licensed locations over the last three years, 
bringing their total to 39 locations across the Middle East 
and Mexico. The team anticipates licensed locations to be 
the central driver for long-term growth, particularly within 
Central America and Europe. Temporary locations can be 
unpredictable, and once brand recognition is established 
in an area, the need to test new markets within that region 
becomes less important.  

The team forecasts lululemon will have 135 licensed 
locations by continuing value, following historical trends 
by adding 10-16 stores per year through 2030. Afterward, 
the growth will be more muted, as with company-
operated store growth, with revenues expanding at 3-5% 
per year.  

Lululemon has a strong history of outperforming 
consensus on its top and bottom lines. The HF’s optimism 
supports this trend, with each segment outperforming 
consensus by 1-8% for each of the next three years. The 
following chart shows lululemon’s forecasted revenues in 
comparison to consensus. 

 
Source: FactSet and Henry Fund Estimates 

Product Line Outlook 

As discussed previously, support for the company’s men’s 
and accessory products have driven volumes over the last 
three years. Management has noted plans to continue 
ramping up the line of men’s clothing and increase 
advertising to build brand awareness. This will be 
especially true in China and Europe, where the company 
has an established presence but a reliance on women’s 
clothing. 

The team predicts product line demand will grow in two 
phases. The first phase is until 2028, where accessories will 
expand from 12.7% to 18.9% of the company’s overall 
revenues, driven by female customers. The second phase 
extends until continuing value, where widespread 
adoption of men’s clothing takes shape, maintaining 7-
11% revenue growth and representing over 26% of the 
company’s annual sales (vs. 23% today). Women’s 
products will continue to be the core line of the business 
(53% of revenues), but the company’s customer demo-
graphics will be much more diverse and emphasize the 
maturity of the business model.  

As of Q2 2024, lululemon has a 7.9% market share in the 
apparel, footwear, and accessories industry,2 only trailing 
Nike (39%) and Adidas (13%) who control over 50% of the 
market. Lululemon currently generates 45% of the 
revenue of Adidas, and given the company’s more niche 
product line, the team does not believe lululemon will be 
able to surpass Adidas’ market share in the forecast 
horizon. The company’s higher price point presents risks 
to younger competitors, but its exposure to international 
markets, use of high-quality materials, and brand 
partnerships will allow the company to outperform over 
the long run. Thus, the team predicts the company will 
achieve over 10% market share by the end of the decade, 
cementing itself as a premier athletic and casual apparel 
brand.  

Margin Analysis 

Lululemon has a very simple operating model. Many of the 
company’s stores are small (average store size of 4200 
square feet), do not own any of its manufacturing facilities, 
and generate most of its sales direct-to-consumer (DTC). 
As a result, the company has an industry-leading revenue 
per square foot, with its primary operating expenses in the 
form of COGS and SG&A. Gross and operating margins 
were near record highs in the last fiscal year, which the 
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team believes will fall near normalized levels through 
2027. This will be driven by several factors, including: 

• Higher production and research and development 
costs for new fabrics, silhouettes, and color palettes 

• Increased shipping costs from new distribution 
centers overseas 

• Investment in cloud computing and data analytics 
platforms for more advanced omnichannel marketing 
strategies 

• Potentially higher export costs to the United States 
due to increased tariffs 

The team considered the first three of these factors in its 
analysis, as uncertainty remains around President Trump’s 
new trade policies. In the event of 50-100% tariff increases 
from China and the Far East, the company’s intrinsic value 
falls to $297 ($54 price impact). After 2027, economies of 
scale and revenue growth will support stronger gross 
margins, while higher advertising and employee 
compensation expenses will stabilize operating margins. 
The following chart shows lululemon’s profitability 
through the forecast horizon.  

 
Source: FactSet and Henry Fund Estimates 

Balance Sheet 

Over 50% of lululemon’s current assets are in the form of 
cash and cash equivalents. Inventories; property, plant, 
and equipment; and operating lease assets are the 
company’s other major line items given their extensive 
product line, large store count, and supplier agreements. 
Most of these line items are operating in nature, so they 
were forecasted as a percentage of revenue. Operating 
lease assets, however, were forecasted on a per-store 
basis to estimate the average leased asset value for each 
location. 

Lululemon’s liabilities are also very straightforward, most 
of which are in the form of accounts payable, accrued 
expenses, or deferred revenue (unredeemed gift card 
liabilities). Interestingly, the company operates without 
long-term debt securities, making lease liabilities its sole 
source of debt. Since most of these line items are 
operating in nature, many forecasts were tied to revenues, 
with lease liabilities being projected as a percentage of 
operating lease assets.  

The HF believes lululemon will be able to maintain its 
industry-leading liquidity and low leverage through the 
forecast horizon. The company’s current ratio should 
remain steady between 2.3-3.0x, with a debt-to-capital 
ratio under 25%. Inventories are expected to remain 
between 13.5-14% of revenues, with accounts payable 
declining to 3.0% driven by higher levels of cash and cash 
equivalents.  

Payout Policy 

Although lululemon does not pay a dividend, the company 
actively engages in share repurchases and plans to 
significantly expand this strategy in the coming years. 
Historically, the company has repurchased between $200-
600 million of shares per year. However, in the first two 
quarters of this year alone, the company has already 
repurchased $881 million. While management expects a 
more conservative pace in the second half of the year, 
total buybacks are projected to exceed $1.4 billion for the 
fiscal year.  

To support this approach, the company recently approved 
a more favorable share buyback program.32 The HF 
anticipates lululemon will repurchase roughly $2 billion of 
shares per year beginning in 2028, helping stabilize its cash 
balance. This amounts to roughly 4-5 million shares per 
year, reducing the company’s outstanding shares to 86.9 
million by continuing value (vs. 126.2 million today). The 
following chart illustrates lululemon’s share repurchases 
from 2020-2034 and cash as a percentage of revenues. 
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Source: FactSet and Henry Fund Estimates 

WACC 

The Henry Fund arrived at the company’s cost of equity 
using the 10-year YTM on Treasury bonds for a risk-free 
rate of 4.20%, an average beta of 1.10, and an equity risk 
premium of 5.00%. The beta was calculated as the average 
of the company’s 3, 3.5, and 4-year monthly beta, 
removing the effect of outliers.33 Since lululemon has no 
public debt, the pre-tax cost of debt was referenced from 
Bloomberg by using the average YTM on BBB-rated 
corporate bonds. Equity market values and all sources of 
debt from the company’s balance sheet were utilized for 
its weights, before arriving at the weighted average cost of 
capital of 9.50%. 

Valuation Metrics 

Using the above forecasts, assumptions, and investment 
thesis, an intrinsic value of $351.35 was calculated using 
the Discounted Cash Flow (DCF) and Economic Profit (EP) 
methods, a 13.6% upside from the current price. Key 
assumptions from this model resulted in the company’s 
FCF growing at a CAGR of 12.5%, a continuing value growth 
of NOPLAT at 5.0%, and a continuing value ROIC of 42.3%.  

While lululemon does not pay a dividend, its aggressive 
share repurchase program resulted in a fairly accurate 
intrinsic value of $338.93, assuming a continuing value 
growth of EPS at 5.0% and ROE of 35.8%. Finally, a relative 
valuation model was conducted using six of the company’s 
closest competitors. As mentioned previously, lululemon 
has historically traded at a premium to its competitors, but 
its recent sell-off places it at fair value, intrinsically priced 
at $296.81. The team does not consider either of these 
valuations an accurate representation of lululemon, given 
that the company’s long-term outlook is more growth-
oriented and it does not pay a dividend.  

The HF considers the DCF/EP models as the most 
representative for lululemon. Lululemon’s diverse product 
offering, growing international exposure, and superior 
marketing strategy will allow it to outperform and outpace 
the growth of its competitors. Expanding the company’s 
target audience to men will provide another avenue for 
growth, building on its strong brand recognition and best-
in-class margins. Duplicate products present the biggest 
risk, as brand loyalty among many consumers is fading and 
the commoditization of athleisure products continues to 
increase. Industry tailwinds remain favorable, however, 
and assuming lululemon can continue to deliver by 
producing high-quality fabrics and silhouettes, its higher 
price point should not deter most consumers.  

 
Source: LULU 2024 10-K and Henry Fund Estimates 

Sensitivity/Scenario Testing 

As a final check of the strength of the DCF/EP model, 
several sensitivity and scenario tests were conducted on 
various operating and valuation assumptions. Significant 
stressors were applied to see the full range of price points 
that lululemon could reach, resulting in an average 
interquartile range between $325 and $380. The scenario 
tests were equally volatile, resulting in an average price of 
$359 and a median price of $330. 

One of the most notable sensitivity tests applied was 
between the company’s in-store revenue per square foot 
and the amount of square footage the company owns. The 
results of this test directly relate to the company’s SSS 
growth and can serve as a proxy for how various levels of 
demand will affect performance. An annual delta was 
applied to each of these forecasts through the forecast 
horizon. The most probabilistic of these scenarios is the 
event that lululemon places a widespread discount on its 
products (-1-2% revenue/square foot) but can increase its 
selling space due to new stores in China and Europe 
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(+0.10-0.20 million square feet). This immediately raises 
the share price to $368, a 19.2% upside from the current 
share price.  

 
Source: Henry Fund Estimates 

Fifteen scenario tests were also conducted to analyze the 
impact of lululemon’s SSS growth, technological and e-
commerce infrastructure, international expansion, the 
threat of duplicate products, new product releases, 
demand for women’s clothing, trade tariffs, and the 
Federal Funds Rate. The most notable of these scenarios 
consider lululemon outlasting the rise of duplicates, 
resulting in a share price of $472. On the contrary, if 
consumers feel dupes are an equivalent substitute, 
Lululemon will be forced to lower its prices, causing its 
share price to drop as low as $257. A summary of this 
analysis is included on the final page of the appendix.  

KEYS TO MONITOR 

Going forward, lululemon’s ability to appeal to the female 
demographic while building out its men’s and accessory 
lines will be key in outperforming its competitors. 
Although management has noted its focus on 
international growth and a greater product offering for 
men, its primary consumer base remains with North 
American women, who have been very displeased with the 
company’s product assortment in the first half of 2024. 
This has opened the door for lower-priced alternatives and 
imitation products to gain popularity, causing many of 
lululemon's loyal customers to reconsider whether the 
brand's products justify their premium price. 

Outperformance in China and Europe, stronger brand 
recognition among men, and a superior e-commerce and 
marketing platform will be the company’s biggest keys to 
success going forward. The company’s internal challenges 
have led to the company’s selloff, presenting a great entry 
point for long-term returns. The team remains optimistic 
about management being able to correct these missteps in 
the next 12 months and coupled with industry-leading 
margins and operational efficiencies, the HF maintains a 
BULLISH outlook. 
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knowledge, and communication abilities of our students. 
Henry Fund analysts are not registered investment 
advisors, brokers or licensed financial professionals. The 
investment opinion contained in this report does not 
represent an offer or solicitation to buy or sell any of the 
aforementioned securities. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
compilation of data, and its accuracy is not guaranteed. 
From time to time, the University of Iowa, its faculty, staff, 
students, or the Henry Fund may hold an investment 
position in the companies mentioned in this report. 



  
 

 

 

  



  
 

 

 

  



  
 

 

 

 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

 

 

  



  
 

 

 

  



  
 

 

 



  
 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

  



  
 

 

 

 

 

  



  
 

 

 

 

  



  
 

 

 


