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Stitch Fix, Inc. sells a range of apparel, shoes, and accessories
through its website and mobile app in the United States. 

 
It offers denim, dresses, blouses, skirts, shoes, jewelry, and

handbags for men, women, and kids under the Stitch Fix brand. 
 

The company was formerly known as rack habit inc. and
changed its name to Stitch Fix, Inc. in October 2011. Stitch Fix, Inc.

was founded in 2011 and is headquartered in San Francisco,
California.

BY  THE  NUMBERS

STITCH FIX SUMMARY

N/A
DIVIDEND YIELD

+12.3%
Y/Y RETURN

$2.8B
MARKET CAP

TICKER: SFIX

PRICE: $26.63
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1 YEAR

ALL-TIME (NOV 2017 - TODAY)



Stitch Fix is a personalized subscription box service that started in 2011. On
average, each client directly provides them with over 90 meaningful data

points through his or her style profile, including detailed style, size, fit
and price preferences, as well as unique inputs such as how often he or
she dresses for certain occasions or which parts of his or her body the

client likes to flaunt or cover up. Over time, through their feedback on Fixes
they receive, clients share additional information about their preferences

as well as detailed data about both the merchandise they keep and return. 
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ANALYSIS



Once the shipment is received, you have three days to decide what to keep
and what not to keep. If you choose to select an item, a $20 styling fee is

credited to the price of the question. If all the five pieces excite you and you
decide to keep them all, you get a 25% discount on the total cost of the five
items. You can adequately select the intervals you want to receive outfits

from the company; it can be every two weeks, once per month or after every
two months. There are also options that don't require a subscription.
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HOW DOES IT WORK?
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PRICING
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COMPETITION
Stitch Fix is most certainly not alone in the personalized 

and curated subscription box fashion space



Curation and access subscribers, like those of SFIX, expect personalized
subscriptions to become more tailored over time. To be more specific, 28%
of both groups surveyed by Mckinsey said that a personalized experience

was the most important reason for continuing to subscribe. 
 

Curation subscribers also want to be surprised and delighted and to feel
they are getting good value for the money. In contrast, access subscribers

emphasize convenience as a reason to subscribe, in addition to
personalization. For replenishment subscribers, convenience (24%) was

the most important consideration, though value for the money (23%) and
personalized experiences (22%) were also important.
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TRENDS



Women are actually more inclined to subscribe to services like Stitch Fix,
but men are actually more likely to have more subscription services at

once.
 

If we look at the chart below, 40% of men are subscribed to something
while 44% of women are. 42% of men have three or more subscription

services at a time while women are only at 28%. 
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SFIX Demographic Breakout



We all know the internet has created new opportunities for consumers to
shop for apparel. eCommerce continues to take market share from brick-
and-mortar retail. Euromonitor estimated that the eCommerce portion of
the U.S. apparel, footwear and accessories market was $55B in calendar

2016. Euromonitor expects the eCommerce portion of this market to grow
to $94B by calendar 2021, a CAGR of 11.4%. This represents an expansion
of eCommerce penetration of the U.S. apparel, footwear and accessories

market from 15.5% of $353B in calendar 2016 to 22.3% of $421B in
calendar 2021.
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MARKET SIZE



CUBE'S TOP
PROS FOR 
SFIX

 

DATA DRIVEN &
HYBRID BIZ MODEL

CLIENT GROWTH

HEALTHY
BALANCE SHEET
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CUBE'S TOP
CONS FOR 
SFIX

COMPETITION

NICHE MARKET

LOW MARGINS
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GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS
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BALANCE SHEET



When looking at SFIX balance sheet, it is quite healthy. The company has
about $388M in cash, cash equivalents and highly rated securities and

ZERO debt. Total assets are about $800M while total liabilities stands at
only $388M, leaving equity at $408M.

 
Inventory, accounts payable, deferred revenue, etc all look in-line and

normal as well.
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INCOME STATEMENT

SFIX REPORT



Q1 net revenue of $445 million, represented 21% growth Y/Y 

Active clients grew to 3.4 million or 16.6% Y/Y
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It was a good Q1 for SFIX. The company displayed revenue growth that
were above estimates and was also able to grow their clients and

revenue per client at a healthy clip.  Here are some stats:



Net revenue per active client grew 9.5% Y/Y, representing their sixth
consecutive quarter of growth. Excluding the impact of the extra week
in Q4 ‘19, net revenue per active client grew by 7.9% compared to Q1
‘19.
Q1 gross margin was 45.3%, 20 basis points higher than Q1 of last
year.
Advertising was 11.4% of net revenue with brand spend representing
approximately $4M in the quarter or about 1% of net revenue.
Other SG&A excluding advertising was 33.8% of net revenue in the
quarter.
Q1 adjusted EBITDA was $5.1M or 1.2% of net revenue
Adjusted EBITDA excluding stock-based comp was $17.3M or 3.9% of
net revenue.
Q1 net loss was $0.2M and diluted loss per share was $0.00.
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Gross margins haven't really budged over the years. They continue to
remain flat around 44-45%. If we look below, we see SFIX's long-term

targets. They believe that gross margins are going to stay put for the most
part in this range going forward. They expect advertising to stay in the 9-

11% range. As we know, it was 11.4% in Q1.
 

A lot of cost saving and efficiencies are expected from SFIX as we move
down the income statement. The company expects other sales, general,
and admin expenses to fall from 33% of revenues to a range of 24-26%.
This is going to be vital for SFIX's future profitability and is what many
investors are banking on and why they are willing to pay nearly 100x

today's earnings (more later).
 

All in all, they expect long-term operating profits of 10-12% and adjusted
EBITDA margins of 11-13%, which are increases of 11x and 4x, respectively. 
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In 2019, SFIX generated $1.58B in revenue. 
 

For fiscal 2020, SFIX expects net revenue in the range of $1.90B-$1.93B,
representing growth of 20.5%-22.5% Y/Y. Adjusting for the impact of the

53rd week in FY19, the guidance range reflects growth of 23% - 25% Y/Y on
a 52-week comparable basis. Because of their adjusted EBITDA strength in

Q1, they also raised their adjusted EBITDA guidance to reflect a range of
adjusted EBITDA excluding stock-based comp range of $93M- $107M.

 
Assuming they grow the business to $2.5B in 2022 (15% CAGR), that would

imply EBITDA of $300M at the midpoint of their long-term 11-13% target. At
$300M, that would mean that SFIX would trade at less than 10x EBITDA

which is very attractive. 
 

This is exactly what investors are banking on and as we'll see in the next
slides, 10x EBITDA would be cheaper than retailers like Abercrombie and

Fitch, Express, and much cheaper than premium brands like LULU.
 

Over the next 3-5 years, revenue growth will most likely slip into the high-
single digits and low teens for SFIX and investors will start to demand

these margins and profits. 
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CASH FLOW

SFIX REPORT



SFIX was able to generate $27M in operating free cash flow during the
quarter which was down from $51M in the same quarter last year. Most

of this difference was because of the $10M swing in net income Y/Y.
 

Investing cash flow was -$46M as the company put some of their cash to
use in investments.

 
Financing cash flows were virtually flat as the company did not buy any

stock or pay out any dividends. 
 

Overall the quarter saw a cash outflow of $20M but, as already
mentioned, this was because of the shift from cash to short-term and

long-term investments. 
 

The number to really focus on here is that operating cash flow was
positive $27M and that pure cash on hand stands at nearly $152M

without any debt or interest payments to make.
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SFIX
FUNDAMENTALS

 

When we look at the fundamentals, SFIX is a tough company to find direct
comparables with. CUBE debated on placing Blue Apron (APRN) in the mix as

they are also a subscription box but the two businesses are nothing alike
with regard to service and/or business stages, capital structure, etc. Given

that, we left them out and included old-school retail brick and mortar stores
like Abercrombie and Fitch (ANF), Express (EXPR), Nordstrom (JWN), and

Macy's (M) alongside a high-end clothing brand in Lululemon (LULU).
 

On an enterprise value to forward sales basis, LULU is at a very-high, 7.6x.
SFIX, on the other hand, is trading at 1.3x while the stuck in the mud retailers

trade at about half that at 0.5-0.7x.



SFIX
FUNDAMENTALS

 

When we slide further down the income statement and look at enterprise
value to forward earnings before interest, taxes, depreciation, and

amortization, SFIX moves to the top and is most expensive at 72.5x. 
 

This is a very high because SFIX has been spending a ton on sales, admin,
and marketing and has therefore not passed a whole lot of revenue down to

the bottom line. LULU trades at about 30x, which some would consider
premium, and the retailers are much lower between 5.7x-14.7x. As SFIX

matures and is better able to send revenues down to EBITDA, this multiple
will come down significantly. 



SFIX
FUNDAMENTALS

 

The same as EBITDA goes for P/E. SFIX is not drawing in a very large profit
right now and as a result trades at about 107x earnings. This is quite massive

but must be taken with a grain of salt. Many investors jump straight to
conclusions and write a stock off the second they see a high P/E.

 
SFIX is not focusing on EPS right now, they are more focused on growing

their client base and brand. We believe they deserve a premium valuation to
retailers and quite honestly what surprises us more is the valuation in which
EXPR and ANF trade at on P/E basis. In the coming years as growth begins to

taper, SFIX will have to answer to this valuation and investors will not pay
over 100x P/E for a stock that isn't growing anymore. For now, this is not the

case as we have already covered above.



SFIX
FUNDAMENTALS

 

This slide adds a bit of color and helps demonstrate why LULU trades at a
premium to its retail peers. The company boasts 55.5% margins vs SFIX

which is actually lower than EXPR and ANF. On the net income side, LULU
pulls away by a mile while SFIX is at the bottom with retail and actually

lower than Macy's and Nordstrom.
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TECH ANALYSIS 

SUMMARY

CUBE expects a near-term pullback in SFIX

shares. 

 

The stock has now hit overbought levels

on the RSI, MFI, and W%R, and is now also

pressing against the upper bollinger band

of $26.61.

 

CUBE believes shares will pullback to the

R1 fibbonaci level of $25.43 in the near-

term. There, we believe the stock will

catch some support or fall a little more to

its 50DMA of $24.71, which should creep

up closer to $25 by this time. In short,

there should be good support in the low-

to-mid $25s for SFIX.

 

At that point, depending on where RSI,

MFI, and W%R, the stock should gather

itself and attempt the R2 line of $27.97.

 



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Overall, CUBE is bullish on Stitch Fix. The company is growing their

revenue and active clients at a double digit pace and growing their

revenue per user at around 8% as well. We are huge fan of their balance

sheet and wouldn't even be surprised if the company wanted to add to

their scale and reach by acquiring one of their competitors as they

certainly have the capabiltiies to do so. On the flipside, they could also

be an attractive takeout candidate for retailers looking to expand their

offerings.

 

Right now, it's all about growth but in the coming years investors are

going to want to see progression towards those long-term margin

targets. If SFIX is able to hit them, there is considerable upside in our

view. 

 

Another thing we need to keep an eye on are those competitors that we

referenced but mainly Amazon. At over 3.4M active clients, we believe

SFIX has shown the market that there is a demand for their service as it

does save people a lot time but AZMN is, and always will be, a threat to

virtually every industry. All in all, we believe there are still some huge

areas of growth that the company has not tapped into and that includes

foreign expansion and also greater market share in the male and

children demographic.

SFIX
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


