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What’s New? 

 Coach was a significant outperformer last week after reporting earnings on Tuesday.  
What Changed in the Investor Debate? 

 We believe that the investor debate became a little less intense following the 2Q earnings 
release.  

 We believe the bulls walked away from the release feeling that the company is continuing to 
gain traction with its turnaround effort. 

 Not a major negative variance to re-excite the bears. 
What Surprised Us? 

 Gross margin was slightly softer than we modeled on intense competition at outlet stores and 
department stores. 

 SG&A came in a little better than we expected.  

 Stuart Weitzman brand is doing well. 

 Business on Mainland China is holding up a little better than we anticipated. 

 Sales were very close to our estimate. 
News We Found Most Encouraging: Sequential Improvement 

 North American comparable sales for the Coach brand decreased 4% which was slightly better 
than the average analyst estimate for a 4.2% decline according to StreetAccount. 

 Coach is showing sequential progress, compared with a 9.5% comp decline in 1Q and a 19% 
comp decline in 4Q. In-store comps were down approximately 3% in 2Q. 

 On a sequential basis traffic and conversion trends improved from 1Q.  
o We believe that new designs by Mr. Vevers and an effort to improve product quality are 

probably helping conversion.  
o Appear that traffic and conversion trends are more favorable in the recently-renovated 

stores.  
 
 



News that Most Concerned Us: Competition 

 The company still appears to be losing market share in a category that is experiencing 
decelerating growth.  

 The North American premium women’s handbag and accessories has slowed from mid-teens 
growth in 2011 and 2012, a very healthy high single-digit rate over the 2014 holidays and a mid-
single-digit rate in the quarter that ended in March of 2015, before decelerating to the current 
level of flat sales for the calendar 2015 holidays.  

 Unit sales were positive for the industry in the just-completed quarter, but the average selling 
price of bags declined as a result of high levels of promotional activity.  

 
What Gets Us More Bullish? 

 We are maintaining our HOLD rating, but our bias is for raising our recommendation. 

 We have viewed Coach as a turnaround story in which strong margins, solid financial strength, a 
4% dividend yield, and a still prominent industry presence provided an incentive to be patient.  

 To become more bullish on the shares, we need to see sales gain traction against mid-priced 
competitors such as Michael Kors, Kate Spade as well as Marc Jacobs and Tory Burch which 
could become public companies and face shareholder pressure for very aggressive growth. 

 We need to see evidence that the company’s products are resonating and that traffic is 
improving because more people want to see what is new at Coach stores or get a glimpse of 
what their friends are buzzing about.  

o For now, Coach faces a headwind because malls and outlet centers are seeing weak 
traffic. 

 We want to see conversion improving because people who are visiting stores are seeing 
something they want to buy at full price rather than because a deep discount helps to close the 
sale.  

o Conversion improved sequentially from 1Q to 2Q but we do not believe that conversion 
improved on a year-over-year basis in 2Q.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


