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Coach, Inc. was founded in 1941 as a
maker of leather handbags. It was acquired
by Sara Lee in 1985. 7,380,000 shares were
issued to the public at $16.00 a share in Oc-
tober, 2000. The transaction was led by
Goldman Sachs & Co., Morgan Stanley
Dean Witter, and Prudential Securities. Sara
Lee subsequently distributed the remaining
stock to shareholders.
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BUSINESS: Coach is a leading American marketer of fine acces-
sories and gifts for women and men, including handbags, men's
bags, women's and men’s leathergoods, footwear, outerwear,
watches, travel accessories, scarves, sumwear, fragrance, jewelry,
and related accessories. Operates 544 North American stores (in-
cluding 193 factory outlets); 191 Coach Japan locations; 218 Coach

Chira, Singapore, Taiwan, Malaysia and Korea stores; and 42 in-
ternational locations. Acquired remaining 50% interest in Coach Ja-
pan, 7/05. Officers & directors own 2.5% of common stock; Black-
Rock, 6.68% (913 Proxy). Chairman & CEO: Lew Farkfort. In
corporated: MD. Address: 516 West 34th Street, New York, MY,
10001. Telephone: 212-594-1830. Internet: www.coach.com.
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Coach is struggling to report positive
comparisons. In the first quarter (years
erd about June 30th), the top line dipped
about 1% The hxwry accessory purveyor
struggled at hone and abroad, as sales
dipped slightly at both the North Aner
ican and Internmational segnents. On the
bright side, Iocal currency reveriues were
up about 9% on average, and sarmre-store
sales grew in the double digits in the im
portant Chinese rmarket However, foreign
exchange headwinds brought the com
parison imnto the red. On the domestic
fiontt Coach strugeled to produce
mreaniteful gains. Sarre-store sales fell
7% revermies generated in departirent
stores were down nodestly; and shipnents
to departirent stores declined slishtly
Gross and EBITDA mmrgins marrowed
sorre, too, owing to hicher overall costs
and a lackluster pricing erwvirorumrent re-
lated to global ecorprmic sluggishmess.
Coach did, however, buy back some 3.3

1 million shares which helped corrparisons,

but share net was still flat at $0.77.

We have toned down our expectations
considerably. We row expect fiscal 2014
share earnings of just $3.80, wp only 2%

from the vyear-earlier fioure. Moreover, a
good portion of this benefit will be derived
via ongoing share repurchases. The hroury
accessory ard hardbag categories are bec-
oming nore comrpetitive at a time when
there is both cost pressure and little room
to raise product prices. We like the conpa-
s nove to drive growth in emrerging
matkets and Europe, as we expect that to
pay off in the long run but there will like-
Iy be somre reartermheadaches associated
with creating demmarnd and opening new
stores. The nrove to sell rore rren’s goods
and other non handbag offerines, such as
footwear, should also bear fiuit down the
road, but we thirk irns will contite
to be squeezed in the rear term

Investors have sold off this issue. The
price of these shares is off rore than 15%
since our last report, with nost of the
losses occwrring just after mmanagenrent
ammowred lackhusster Septerrberquarter
results. We have pared our long-term
projections sorrewhat but think row is a
good tinme for vahe irwvestors to pick up
COH. Irdeed, both the yield ard lorne-term
capital gaits potential are worthwhile.
Andre J. Costanza November 1, 2013

(A) Fscal year ends Safurday closest fo June
30th (B) Diluted eamings. Quarterly EPS may | Next earnings report due late January.
not sum due fo rounding. Reflects disconfirua-

FY'06. Excludes norrecurring: 08,

(5012).

thereafter). (D) In millions,
(C) | (E) Dwidends historically paid inearly January,
Store count only reflects North American retail | April, July, and October. (F) Dividends paid in
tion of corporate accounts business beginning | and factory stores through FY™2 (includes all | previous quarters (12/27/12 & 9/30M13).
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adjusted for splits. | Company’s Financial Strength At
Stock’s Price Stahility 50
Price Growth Persistence 80
Earnings Predictability a0

To subscribe call 1-800-833-0046.




