
Introduction 
Lululemon Athletica is a retailer of athletic apparel that utilizes its strong brand 

recognition and reputation to promote sales. The company generates revenue primarily through 
the sale of athletic apparel and accessories in 491 company-operated stores and online (direct to 
consumer). They also generate revenue through sales in outlets, temporary locations, wholesale 
accounts, warehouses, and license and supply arrangements. 63.2% of revenue comes from 
company-operated stores, 28.6% from direct to consumer sales, and other net revenue accounts 
for 8.2% of total revenue. Lululemon is positioned as a high end athletic brand competing with 
brands such as Nike Inc, Adidas AG, and Under Armour Inc. I think we should invest in 
Lululemon because of its strong brand recognition, customer loyalty, and growth prospects in 
menswear and international markets, with a potential upside of 32%.  

The retail industry is one that is constantly evolving, and it is projected to grow at a rate 
near 2% each year. There are three major trends in the retail industry, 1) the idea of brands 
providing a sense of culture, 2) making shopping an experience, and 3) increasing e-commerce 
integration with stores. Lululemon is currently capitalizing on all of these trends.  

The idea of retail brands having unique cultures is evident in Lululemon, which presents 
itself as a community for individuals seeking a healthy, balanced life. They promote this not only 
through their products but also through their advertisements and general image as a company that 
supports individual growth. Lululemon’s unique brand recognition provides it with significant 
pricing power. Its most popular product, women’s leggings, sells for an average of $90, while the 
average cost of non-branded women’s leggings is only $20. Customers willingly pay this high 
price due to their awareness of the Lululemon brand and the perception that Lululemon products 
are of a superior quality and style to those of other brands. They are aware that they will pay a 
consistent, high price for the product, and they continue to do so, despite the fact that Lululemon 
does not typically offer discounts of more than 20-30% on their products, while other 
competitors frequently offer discounts of at least 40%.  

Lululemon is also creating experiential stores which are equipped with yoga studios, 
gyms, meditation centers, and healthy restaurants, along with their traditional retail store. They 
have already opened 2 experiential locations, and Maureen Erickson, VP of experiential retail at 
Lululemon, estimates that 10% of Lululemon locations could become experiential stores in the 
near future. The launch of experiential stores supports Lululemon’s ability to capitalize on the 
retail trend of making shopping an experience. The new stores place a strong emphasis on 
Lululemon’s already strong image of a healthy lifestyle, community-centered brand. Experiential 
stores promote the community aspect of the Lululemon brand, which ultimately promotes the 
brand recognition and subsequent pricing power of the company as well as increases 
profitability. Individuals who shop at experiential locations become part of the Lululemon 
community through their elevated experience within the unique store. This allows Lululemon to 
continue to use its brand to charge higher prices for their products. Because the company’s 
primary form of advertising utilizes brand ambassadors from within this community, Lululemon 



can continue to decrease its advertising costs through the creation of additional experiential 
stores. The stores build up the Lululemon community, which in turn promotes the ability of 
Lululemon to use community-centered, inexpensive, advertising techniques such as brand 
ambassadors and social media campaigns. As a result, Lululemon will be able to spend less on 
advertising than competitors such as Nike who spend at least 8% of their sales revenue on 
advertising through high profile, expensive celebrity endorsements and television campaigns.  

 E-commerce drives the retail industry, as many customers are opting to buy products 
through more convenient online channels than through physical stores. Lululemon has a strong 
e-commerce presence already, and it is continuing to grow at a rate of 30% each year. This will 
be a crucial aspect in keeping Lululemon a strong, growing company. The retail industry, as part 
of the consumer discretionary sector of the economy, is prone to fluctuations as a result of 
economic downturns and individuals' financial circumstances. Currently, the Covid-19 crisis is 
harming retailers through the uncertainty of the situation coupled with the mandated closures of 
brick and mortar stores. These factors will temporarily lower the ability of many retailers to earn 
favorable revenues. Fortunately, Lululemon has developed a strong online presence already, 
which will provide it with some protection from the effects of closing physical locations in the 
short term. Overall, its e-commerce presence will be beneficial in maintaining a consistent 
stream of revenue in both the short and long term.  
 
Investment thesis:  

1. Lululemon is a dominant player in the high-end athletic apparel industry and will remain 
there into the future due to its strong brand recognition and revenue growth.  

a. Lululemon’s brand recognition and customer following are evident, which will 
allow the company to continue to charge high prices for their products and 
increase margins while maintaining customer loyalty.  

b. Lululemon positions itself as a company that provides high quality products 
which are worth paying a price over four times more than average.  

c. Revenue growth has increased at a rate of 20% each year due to Lululemon’s 
ability to open an average of 15 new stores each year and increase e-commerce 
sales at a rate of 30% yearly. 

2. Lululemon has opportunities to grow in the menswear, international, and experiential 
store categories.  

a. Historically, Lululemon has concentrated on women’s athletic apparel, but they 
are currently expanding into men’s apparel as well. Revenue from menswear 
increased 34% during fiscal year 2019, and the company is continuing to develop 
this market further.  

b. Lululemon is expanding into international markets such as China, Japan, and 
Malaysia. International market revenue increased 32% during fiscal year 2019, 
and management hopes to quadruple Lululemon’s $360 million international 



revenue within five years. Lululemon has opened 51 new stores during fiscal 
2019, 32 of which were outside of North America. This stark contrast with many 
other competitors and retailers who are forced to close more and more locations 
each year further emphasizes Lululemon’s growth potential.  

c. Growth in the experiential store category of Lululemon’s business will be helpful 
in continuing the company’s brand loyalty and therefore profitability. Experiential 
stores align with the trends in retail of creating stores that provide an experience 
to shoppers, and this will assure that Lululemon remains a place where customers 
continue to spend money on their products. This also allows Lululemon to 
continue building its community and broadening advertising channels in an 
inexpensive way, through members of their own community, ultimately providing 
benefits to Lululemon’s bottom line.  

 
Risk Factors 

● Investing in the consumer discretionary sector of the market has several risks, as 
economic changes can severely alter the demand for such products. An economic 
downturn can present severe losses for businesses who provide nonessential goods. 
However, Lululemon is resistant to these changes in economic stability in the short term, 
due to its strong presence in the athletic apparel market, its strong brand loyalty, and its 
continuous growth throughout its history. Further, holding Lululemon stock for 3-5 years 
presents enough time for the industry to overcome any short term losses that resulted 
from economic downturns and provide excellent returns. 

● There is a possibility that consumer shopping preferences can be severely altered, and 
that Lululemon would not be able to keep up with changing styles and preferences in 
their customers, therefore leading to decreased profitability. This is possible due to the 
dynamic nature of the fashion industry, which can affect individuals’ preferences in their 
athletic apparel, leading to costly storage of excess inventory and losses on products that 
cannot be sold when they go out of style. It is unlikely that this would occur for 
Lululemon’s brand, as it is seen as a leader in the athletic fashion industry, and it has 
sectors dedicated to developing new fashions and technology. Lululemon must 
continuously innovate its products and styles in order to avoid falling behind trends and 
risk losing customers.  

● Lululemon’s fabrics and manufacturing techniques are not patented. This gives 
competitors the opportunity to imitate Lululemon’s unique style and superior product 
quality and sell these similar products for a discounted price. This can significantly harm 
Lululemon’s revenue as customers may be lost to companies that provide more 
affordable products, thus leading to decreased earnings and increased storage costs and 
losses on unsold products. This is unlikely, however, as customers are drawn to the 
Lululemon brand nearly as much as they are to the quality products of the company, and 



it is likely that most customers will remain loyal to or seek out the Lululemon brand 
when possible, despite the presence of competitors who offer a similar product.  

 
Stock Graph  

 
Comparable Companies Analysis  

The companies in the comparable companies analysis of Lululemon represent companies 
that are similar to the target company in terms of the primary industry in which they operate 
(retail and more specifically athletic apparel), as well as their key statistics. However, the 
comparable companies analysis does not provide an entirely accurate depiction of Lululemon’s 
valuation, as it is a relative valuation of the company, and Lululemon’s intrinsic valuation is 
necessary to provide more insight into the potential growth of the company. 

 



 

 
Discounted Cash Flow Analysis 
Assumptions for revenue growth are based on historical growth rates, which have been 
consistently in the double digit range. Although this is much larger than the average growth rate 
of the retail industry, it is reasonable that this growth will continue due to the consistent growth 
of Lululemon in the past and the consistent growth and increasing popularity of the athletic 
apparel industry.  



Lululemon’s Gross Margin has increased in the past, which along with the company’s potential 
to continue raising prices, indicates a 0.5% step. Lululemon’s management is currently working 
towards decreasing its Selling, General, and Administrative costs, which will allow the company 
to reduce its SG&A by an estimated 0.25% each year, and it does not now, nor does it 
historically have significant operating expenses from other activities. Lululemon does not pay 
dividends, and the company does not anticipate doing so in the foreseeable future, allowing the 
dividends expense step to remain at 0. Days Sales Outstanding and Days Payable are also likely 
to remain constant. Depreciation and Amortization costs historically increased by a small amount 
each year, leading to the assumption of a 0.15% step value. Lululemon’s Capital Expenditures 
are typically related to store openings. Due to its historic increase each year as well as 
Lululemon’s ability to continue opening new locations, Capital Expenditures can be projected to 
increase 0.1% each year.  

 



 
Lululemon does not have its own long term debt, so the numbers presented in the debt schedule 
are estimations provided by the debt schedules of comparable companies. Lululemon’s position 
as a strong, profitable, and growing company with little debt provides it with the ability to 
receive a moderate interest rate if it were to take on debt in the future.  
The estimation for Lululemon’s terminal growth rate is based on the observed, exceptional 
growth of the company in previous years, which indicates that it will continue to grow at a 
significant but sustainable rate in the future.  





 


