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NYSE: SKX 

Recommendation 

BUY 

Investment Thesis 

 Aggressive growth in footwear market share by specializing in the lifestyle  

category for children and young teenagers 

 Growing economies of scale and healthy financials not fully appreciated by the 
market  

 Negative stigma attached to brand popularity Key Statistics 

Sector: Consumer Discretionary 

Industry: Footwear & Accesso-

ries 

Market Cap: $4.4B 

52 Week High: $54.53 

52 Week Low: $23.33 

Trailing P/E: 18.8x 

Forward P/E: 10.9x 

P/S: 1.4x 

EV/EBITDA: 11.4x 

P/B: 3.3x 

Beta: 0.8 

ROA: 12.2% 

ROE: 18.7% 

Source: Morningstar 

Company Overview Catalysts 

Risks 

Current Price: $28 Implied Return: 54% Intrinsic Value: $43 April 19, 2016 

Price Performance 

 Shareholder voting rights 

 New market capture initiative and building of loyal 
long-term customers 

 International revenue growth in China 

 Margin improvements through changes in geographic  

       manufacturing 

 Future endorsements segmented in both athlete and   
celebrity personalities  

Skechers U.S.A. Inc. (SKX), designs and markets its 
branded lifestyle footwear for men, women and children, 
and performance footwear for men and women under 
the Skechers GO brand name. 

Skechers-brands are sold through department and 
specialty stores, athletic and independent retailers, 
boutiques and Internet retailers. Skechers-brands are 
also sold at the Skechers e-commerce websites and its 
own retail stores.  

 Source:  Yahoo! Finance 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

 Foreign currency devaluation 

 Disruption in distribution lines  
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Skechers is a market leader in the lifestyle category among the footwear industry’s largest competitors including: Nike, 
Adidas, and Puma. Skechers established its identity in 2014 after signing pop-star Demi Lovato shortly followed by 
vocal artist, Meghan Trainor, and shifted its focus to advertising footwear to children and teenaged demographics. 
Following the success of the endorsements, the company began enhancing the product offering to the younger end-
market by offering popular styles with a variety of bright color schemes. Skechers has grown considerably because of 
the strategic capture of this market, and now threatens competitors’ market share of total footwear going forward. 
 

Investment Thesis Expansion 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Operational efficiencies illustrated by increases in asset turnover have caused margins to gradually expand over time. 
The benefits from a sustained increase of orders to foreign manufacturers will ultimately drive lower costs per unit for 
Skechers through factory pricing competition. We expect that volume increases in the future can also influence quality 
of factory manufacturing while limiting overhead costs. Skechers’ stock should eventually command industry average 
multiples with continued growth and market share capture. 

Skechers historically has gained its competitive advantage through offering a 
cost effective alternative to premium footwear brands while offering style 
and modern design elements. The company had limited success in the early 
stages of development and quickly became unpopular among the brands in 
the footwear industry. Skechers hadn’t discovered its identity and struggled 
to capture consistent cash flows. As Skechers popularity remained low, the 
company strategically targeted a new market in the footwear industry: 
children and teenagers. The stigma attached to Skechers influences its 
current position in the competitive landscape of footwear investments when 
the focus should be on the growth capture and brand development for a new 
younger audience.  

Aggressive growth of footwear market share by specializing in the lifestyle category 

Growing economies of scale and healthy financials not fully appreciated by the market 

Negative stigma attached to brand popularity 

Skechers 1990’s design 
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Catalysts 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

New market capture initiative and building of loyal long-term customers 

Foundation / Charity Amount Donated 

Friendship Foundation  $434,000   

Best Friends Animal Society  $3,000,000   

Pier Friendship Walk  $1,100,000   

Skechers has taken part in numerous philanthropy efforts for kids 
programs and other initiatives over the last decade. The efforts not only 
help fund these programs, but also act as networking events for Skechers 
to partner with other companies who have significant exposure to 
children’s entertainment markets. Partnerships with entertainment 
companies like Nickelodeon, have emerged through continued mutual 

support of children’s initiatives. Skechers’ strategy has been to develop a lasting relationship with new markets. The 
new targeted teenage marketing is developing Skechers into more than just a children’s shoe company, and should 
ultimately develop brand loyalty and long-term customers.  

International revenue growth in China 

International growth is an important factor for justifying 
our growth assumptions for Skechers’ valuation. As a 
percentage of sales historically the United States has 
dominated with over 75% attributed to total revenues 
from 2013-2015. Overall growth in the United States was 
high in the past few years, but China had +100% growth 
year over year in earnings before interest and taxes. We 
expect sales in China to increase as a percentage of 
overall sales in the future. China’s growth rates of 147% 
from 2013-2014 and 223% from 2014-2015 represent an 
international growth catalyst going forward.  

2015 2014 2013 

Chinese % of total revenue from 2013-2015 

Store locations in major Chinese cities 

Source:  Google Maps 



 

 

 4 Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Skechers products are manufactured by independently contracted factories located primarily in China and Vietnam. The 

manufacturing facilities help to limit exposure to capital expenditures, and avoid costs in managing a large production force. 

Skechers builds long-term relationships with factories that have historically manufactured the company’s footwear and 

apparel products in an effort to keep quality control high and reduce overhead costs.  

In recent years there has been a push to relocate factories from China, where historically manufacturing of US garments and 

footwear took place. With Chinese economic activity spurring up wage increases among certain factories the manufacturing 

companies have relocated to Vietnam and other Asian countries, such as Indonesia and Malaysia. We expect that these recent 

increases and decreases in the top five largest manufacturers for Skechers garments and footwear were strategic and avoid 

margin deterioration.  

Skechers has been successful in its endorsements strategy in the past few years, which has helped drive tremendous revenue 

growth. Demi Lovato and Meghan Trainor have built a new image for Skechers, and as a result, have increased the brand strength 

into new markets. Future endorsements and sponsorships are expected to drive growth and market capture in international and 

new athletic audiences. Over the last several months, Skechers has signed LPGA Golf Pro Belén Mozo, K-Pop girl group Sistar, 

based in Singapore, and Meb Keflezighi, an Eritrean-born American long distance runner. These artists and athletes have an 

unorthodox fan following that Skechers hopes to capture with its endorsement and sponsorship strategies that have proven 

successful historically.  

Future endorsements segmented in both athlete and celebrity personalities  

Margin improvements through geographic changes in manufacturing  
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Industry 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Skechers competes in the Footwear Industry. This industry is relatively mature with a large number of competitors. 
Since the Footwear industry is mature, we project the industry to grow moderately over our investment horizon, and 
generally with the overall population. There are many different categories of shoes in the market today for companies 
to take advantage of, and as the tastes of consumers evolve, the different footwear styles will evolve as well.  

This industry is positioned to take advantage of several tailwinds such as, increasing disposable income and the 
increasing popularity of athleisure. The current low unemployment rate suggests consumers have a larger disposable 
income. In fact, disposable income has increased about 5% since 2013. Consequently, as consumers gain more 
disposable income, they will be willing to spend more on footwear and apparel. 

The Footwear Industry is in the consumer discretionary sector, and is heavily tied to retail sales. Attractively, retail 
sales are strong, and are projected to remain stable throughout our investment horizon. To be specific, retail sales 
have improved roughly 4% year-over-year, and are projected to remain strong with steady real income growth. We 
expect consumer spending to grow modestly with income growth, rising consumer confidence, and low interest rates. 
We predict limited downside to our projection of steady consumer spending as the “smarter” U.S. consumer is saving 
more; retail sales are strong even as the savings rate is roughly 5%. 

Athleisure is a trend that the Footwear Industry has currently been experiencing. Consumers are becoming more active 
and health-conscious, and the athletic style is increasing in popular. Companies that produce these styles of footwear 
within this trend are seeing growth in revenues. 

Competitors in the shoe industry are expanding their global footprint. As emerging market consumers grow their 
disposable income, they will be able to afford more of these companies’ products. Companies in the Footwear Industry 
have a large potential to take advantage of the international markets.  
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Competition 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Skechers competes in a highly competitive industry. It does not compete directly with any single company with respect 
to its entire range of products, however products compete within their respective category, as well with private label 
products sold by retailers, including some of Skechers customers. The casual and utility footwear segments competes 
with companies such as; Columbia Sportswear, Converse by Nike, Decker’s Outdoor Corporation, Kenneth Cole 
Productions Inc., Steve Madden, Timberland Company, V.F. Corporation, and Wolverine World Wide. Skechers-brand 
athletic lifestyle and performance shoes compete with footwear offered by; Nike, Adidas, Reebok International, Puma 
SE, ASICS America Corporation, New Balance Athletic Shoe Inc. and Under Armor.  

Competitors in the shoe and apparel industry compete on the basis of price, style, quality, comfort, and brand name 
prestige. Companies in this industry compete for low-cost production by implementing efficiency initiatives. It is also 
imperative for companies in this industry to stay current with quickly changing consumer trends. Companies must also 
remain innovative, and continue to keep pace with competition when it comes to product development. The 
companies in this industry compete for shelf space; with the additional shelf space they are able to attain form their 
customers the more market shares they will ultimately take. 

Competitive Moat 

Skechers has a diverse product portfolio that other competitors do not have. It has footwear styles spanning from 
infants, kids, sports, high performance, lifestyle, utility, work and others. They have the ability to capture customers at 
a young age, and from diverse demographics. As the consumer style changes, Skechers is able to meet the consumers’ 
new style preference with another one of its product offerings. It targets an audience from infants to seniors. 

Skechers does not target the same market as its top competitors such as Nike, Adidas and Under Armour. Skechers 
aims at a diverse consumer base that is more lifestyle focused. Its products focus on a casual style and comfort at an 
affordable price. Sketchers also markets to kids more exclusively than Nike, Under Armour and Adidas.  

Skechers has a diverse number of endorsees that include athletes, television personalities, and musicians. With this 
diverse endorsee base, it is able to market to customers with a diverse set of tastes.  

Skechers is a socially responsible company that has taken many philanthropic initiatives. It sells a shoe called BOBS, 
they use the sales of this shoe to donate to help support the foundation Best Friends Animal society. Last year they 
donated $3 million to this foundation to help save dogs and cats. Also they donated 13 million shoes to their charity 
partners SolesforSouls and Fashion Deliverers since the initiatives launch. The social responsibility that Skechers 
undertakes is positive marketing for the company, therefore increases sales and customer loyalty.  
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Risks 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Foreign currency devaluation 

Disruption in distribution lines  

Shareholder voting rights 

Approximately 40% of Skechers revenue comes from foreign countries. Due to this, a large shift in foreign currency 
valuations could materially affect Skechers current sales growth because of increasing costs for foreign distributors 
and retailers. This is a risk that the company continues to face as the U.S. dollar continues to appreciate against foreign 
currencies, requiring a much higher sales volume abroad to earn equal amounts of revenue. Going forward, Skechers is 
increasing its prices in countries, such as Brazil, Canada and Chile in order to help offset currency impact on revenues.  

Skechers relies on multiple distribution lines to support its domestic and foreign wholesale and retail operations. A 
disruption in its distribution line, foreign or domestic, will cause significant headwinds for its growth in the respective 
region. In the past, Skechers has experienced capacity issues with foreign distribution lines, and while it was still able 
to grow despite these headwinds, it did depress its growth. These capacity issues have been resolved by its recent 
increase in infrastructure in its foreign distribution lines. If this were to happen again, it could materially hurt Skechers’ 
ability to meet foreign demand.  

More than 65% of the overall shareholder voting rights belongs to CEO and Executive Chairman Robert Greenberg, his 
immediate family, and their estate trustee. While Mr. Greenberg does hold a large amount of the overall voting rights 
through his family and other means, he is the founder of the company and has a good track record for acting to return 
value to shareholders.   

Segments 

Skechers sells its shoes through three market segments, Retail/ E- commerce, Domestic Wholesale, and International 
Wholesale, which makes up 26%, 38%, and, 36% of Skechers sales respectively.  Of the three segments, Retail/ E- 
commerce has the highest profit margin just under 60% while the other two segments each have approximately 40% 
profit margins. All three segments contribute roughly equal amounts of gross profit to the company, and going 
forward we are expecting the international wholesale segment to continue being the highest growing segment.  

2013 2014 2015 

Revenue breakdown by segment 
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Management 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

The executive management team of Skechers has extensive experience within the footwear industry. Most notably, 
Robert and Michael Greenberg, along with David Weinberg, all served many years in management positions ranging 
from President and Chairman of the Board to VP, Credit and Collections at LA Gear, an athletic and casual footwear 
company. This experience is evident as management continues to improve the Skechers brand with innovation of its 
lifestyle and performance product lines. Management believes the Skechers styles resonate with customers 
worldwide and the growing team of brand ambassadors, such as Sugar Ray Leonard, Ringo Star, Demi Lovato, and 
Matt  Kuchar, gives a broad appeal for the product. 

Robert Greenberg – Chairman of the Board and CEO 

Robert Greenberg has served as the Chairman of the Board and Chief Executive Officer of Skechers 
since October 1993. Prior to joining Skechers, Mr. Greenberg served as Chairman and President of 
an athletic and casual footwear company. 

Michael Greenberg – President and Director 

Michael Greenberg has served as the President and a member of the Board of Directors of 
Skechers since its inception in 1992, and briefly served as the Chairman of the Board from June 
1992 to October 1993. 

David Weinberg – Executive VP, COO, CFO, and Director 

Mark Nason – Executive VP, Production Development 

Weinberg has served as the Chief Operating Officer of Skechers since January 2006 and has 
been an Executive VP and member of the Board of Directors of the Company since July 1998; 
also, from October 1993 to January 2006, Weinberg served as Chief Financial Officer of 
Skechers 

Nason has served as Executive VP, Product Development of Skechers since March 2002. From 
January 1998 to March 2002, Mr. Nason served as Skechers VP, Retail and Merchandising, and 
from December 1993 to January 1998, he served as the Director, Merchandising and Retail 
Development. 
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Valuation 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Above is a Free Cash Flow to Equity Valuation model. We found a 2020 

terminal value of $62.98 using an EV/EBITDA model. We used an EV/EBITDA 

2020 exit multiple of 11x. This multiple is the same multiple that Skechers is 

currently trading at. We looked at historical multiples and found that 

Skechers’ EV/EBITDA multiple has been relatively stable. 

Our terminal value accounts for our assumptions of large revenue growth as Skechers takes market share from its 

major competitors and expands into international markets. Our 2020 terminal value also includes margin expansion 

as Skechers starts to receive benefits from economies of scale as it increases sales volume. We also held share count 

constant because we have not seen evidence of share buybacks or the issuance of new shares in the future. 

Our terminal value was discounted back to 2016 from 2020 using the forecasted future cash flows. We used a 

discount rate of 10% because we believe this company to be of similar risk compared to the market. We found this to 

be reasonable because Skechers already has an established brand name and is growing organically. Skechers does not 

have a substantial amount of debt so the company will face less headwinds than the overall economy if it goes 

through a downturn. 

Below is a sensitivity analysis that shows what our intrinsic value would be if the discount rate or terminal value is 

changed. In our sensitivity analysis, there is not a discount rate or terminal value that would result in the company to 

be valued at the current market price. 
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Valuation 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Using an EV/EBITDA model we maintained a 

constant multiple throughout the five year 

investment horizon. We expect the market will 

offer higher or lower multiples based on earnings 

performance going forward but we expect the 

multiple to be relatively range bound between its 

historical bounds. The base case scenario has a 

2020 price target of approximately $63 using a 

constant EV/EBITDA multiple of 11x. 

The bull case suggests a 10% increase in sales, a 

3% expansion of the operating margin and an 

adjustment of the EV/EBITDA multiple increase of 

one for each year. The bear case illustrates a  

revenue reduction of 10%, operating margin contraction of 3%, and a reduction in the EV/EBITDA multiple by one 

per year. We expect the 3-5 year range of Skechers price performance between $44 and $87 with certainty. 

We also conducted a P/E model to capture a price target for 2020 to compare alongside the results of the EV/

EBITDA model. The base case for the P/E model maintains a multiple of 18x throughout the five year investment 

horizon. Multiple expansion and contraction scenarios were also used to illustrate the range of possible margin 

movements in our investment horizon. The P/E scenarios resulted in a range of price targets in 2020 from 

approximately $51 to $68. The base case P/E model resulted in a price target in 2020 of $63. 

 

The EV/EBITDA and P/E base case scenarios 2020 price targets converged at approximately $63. 
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Valuation 

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       

Our 2020 Price Target of $63 is based on our earnings forecast of $3.50 EPS in 2020 and a terminal P/E 
multiple of 18x. The sensitivity analysis above shows that even if Skechers earn 20% less than we are 
forecasting over our holding period, the Student Managed Investment Fund should see more than a 
40% return over the next five years. 
  
 

The chart above shows our sensitivity analysis on our EV/EBITDA multiple analysis of Skechers. Our 

base case EBITDA of $740 million with an EV/EBITDA exit multiple of 11x gives us a price target of 

about $63 in 2020. Our sensitivity analysis shows that if Skechers actual 2020 EBITDA comes in 20% 

lower than our forecasted amount of $740 million, the firm is still substantially undervalued. Due to 

the large margin of safety in our P/E multiple and EV/EBITDA multiple we are comfortable with our 

valuation of Skechers.  
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Auxiliary files  

Analysts:  Austin Boyle, Bradley Gordon, Dylan Kesterson, Brandon Reagan       
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