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EXECUTIVE SUMMARY!
 
•  With as little as 5% of shares publicly traded there are significant 

liquidity issues for all investors to consider. There is a further 
questionable misalignment of interests with Christine Ong, a 
majority shareholder possessing 56.3% of voting rights.  

•  Trading on a P/E ratio of 45.65, more than double that of its 
competitors, its questionable whether the firm can achieve the 
implied growth rate.  

•  The firm is consolidating its strong ‘quintessentially British’ 
heritage through new production facilities and a selective 
distribution channel.  

•   The luxury goods market has suffered through the challenging 
economic times. Chinese demand has not yet stabilised and 
there are concerns volumes will remain supressed.  

!
!
COMPANY BACKGROUND!
!

•  Mulberry was established in Somerset, England in 1971. It 
designs and manufactures luxury accessories, clothing and 
footwear. It started as Britain’s first ‘lifestyle brand’ being popular 
for its English style and personality. After their initial success the 
brand grew throughout the UK and expanded internationally. The 
start of the 21st Century saw the birth of one of its biggest icons, 
the Bayswater, and many years and reincarnations later it is still 
the best selling style.  

•  Mulberry has very strong morals of history, heritage and 
community. ‘The Rookery’ (their factory in Somerset) is the only 
leather goods factory left of its size in the UK and they will 
continue this operation as it is part of their brand history and 
heritage. In fact they have increased manufacturing capacity by 
30% at ‘The Rookery’ and are building a second UK factory, ‘The 
Willows’, to double their UK production capacity. Mulberry founds 
itself on making a positive difference to its people, the 
environment and the communities in which it works (e.g. in 2006 
they launched their apprenticeship programme to encourage 
local youths to learn production skills and gain employment).  

•  Mulberry is listed on the FTSE AIM with a market capitalisation of 
£610.21million  (12/11/12). The ultimate holding company is 
Challice Ltd (engages in the distribution of fashion goods, based 
in Gibraltar.) with a 56.32% holding. 24.46% is held by Banque 
Havilland S.A (private bank based in Luxemburg). 
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VALUE DRIVERS!
 !
•  The company is targeting expansion into China and other East 

Asian markets, where it currently has insignificant brand 
recognition. The Chinese luxury goods market is set to rise 8% 
this year, to €15bn. Promisingly, leather goods sales have 
expanded to 27% of the Chinese luxury goods market.  
Increasing exposure of Mulberry products into East Asian 
markets will primarily be through targeting luxury goods 
wholesalers. This will predominantly be through “Club 21”, a 
luxury goods wholesaler founded and operated by Christina Ong 
(Singaporean business tycoon) who is the majority shareholder in 
Mulberry with 56% of the shares. Whilst the firm has a strong 
foothold in the Korean market, in the rest of Asia it's presence is 
minimal. Hence, this structured entry route could yield significant 
potential for the company within its target market. 

•  Mulberry is on track to open its target of 15-20 stores during 
2012/13. As the brands’ sales rotate from a wholesale dimension 
into more retail focused this will allow for higher margins. 
Currently 60% of sales are retail, and with this proportion set to 
rise the firms’ underlying profit should accordingly respond. The 
development of clothing and other non-bag items is significant in 
generating footfall into the stores. This is acknowledged by the 
firm and is an area of development. The strategy of reducing 
wholesale dependence is aligned with the firms’ aspirations of 
solidifying the brand as a truly luxury retailer. In the short term the 
strategy has caused concern due to its unavoidable negative 
impact on sales. Yet, the longer term advantages of the strategy 
should transpire.  

•  The firm has a small yet strong managerial structure at its core. 
The new CEO, Bruno Guillon, boasts experience from LVMH and 
most recently Hermes. Longstanding CFO, Roger Mather, has 
been present through the firms’ successful transformation to 
date. Pay incentives have recently been altered to ensure correct 
alignment with company and shareholder interests. The 
management is well aware of the overstretch and overconfidence 
risks they face. However it’s the absence of bureaucracy in the 
small hierarchical structure that gives optimism for the firm being 
well managed. 

•  The internet has extended the reach of the luxury brand. Online 
sales grew 58% to £14.5 million; accounting for 9% of Group 
revenues in 2012 and in the first six months of this year online 
revenue is up 44%. They are currently developing a new web 
based platform, designed to enhance greater functionality and 
creative freedom. This is scheduled to be launched at the end of 
the 2012/13 financial year. Whilst traditionally luxury retailing has 
been more high street focused than online based, due to the 
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VALUE DRIVERS!
 luxury retail experience that accompanies the purchase of the item. 
Mulberry however foresee an industry shift and believe having a 
strong mobile platform will complement their store presence and 
they aim to increase the proportion of total revenue from online 
sales.  
 
•  The firms’ production process has been consolidated and the 

brands’ ‘quintessentially British’ heritage strengthened. All 
Chinese production has ceased. A new UK production facility will 
accommodate for this and any further requirements. In the long 
term it is hoped the factory will be producing 2600 bags a week. 
Top line revenue will be strengthened. The supply process will 
become easier to manage and potentially more efficient. Most 
significantly, the brand image will be strengthened.  

 
 
 



VALUE INHIBITORS!
!
•  The UK remains Mulberry’s main market with revenue of 

£103.3m in 2011. Total revenue for the first half of the year 2012 
is up 6% to £76.5m reflecting the slowdown after a fast 
acceleration of growth over the past few years. These figures are 
lower than expected partly due to the Olympics effect. The 
Olympic games deterred many rich Middle Eastern shoppers 
from visiting London, which is normally a significant revenue 
driver for the company. Whilst this in itself is an idiosyncratic 
event, there are structural concerns about the firms’ over reliance 
on a stagnant UK economy.  

!
•  Globally the luxury goods sector has struggled through the 

depressed conditions the world economy is facing. Particularly, 
negative investor sentiment has focused on the Asian luxury 
market, where spending has been falling. As real disposable 
incomes remain fragile there is a concern for the sector at large. 
This macro factor is the company's’ explanation for the recent 
£10 million reduction in estimated profit for the year, which 
culminated in a share price fall of 23%. 

•  Mulberry has an underlying weakness regarding Shareholder 
concentration. Christine Ong has unquestionable influence as the 
Group’s majority shareholder controlling 56.3% of voting rights, 
whilst her daughter sits on the board. As such, any expansion 
into Asia will have to be met with an agreement to supply Club21 
boutiques, owned by Christine Ong. Furthermore, a decision to 
take the company private could not be stopped by any other 
shareholders. Large institutions hold the majority of other shares, 
leaving as little as 5% actively traded on the market. This results 
in substantial liquidity issues for potential investors and could in 
part explain the apparent divergence in valuation metrics 
between the firm and its competitors. !

!
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GROUP FINANCIAL ANALYSIS!

The divergence between 
revenue and operating growth 
indicate how Mulberry has 
successfully managed costs 
through its rapid expansion 
phase. 

Comparing the liquidity position 
of Mulberry against many luxury 
competitors at the financial year 
end 2012 indicates the firm is in 
a liquid, safe position. This is 
reassuring and indicates the 
concerns of overtrading are not 
material.   

The Pie charts 
demonstrates the 
increasing diversification 
of the company’s revenue 
stream and its’ reducing 
dependency on the UK 
and Europe.  
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GROUP FINANCIAL ANALYSIS!
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Whilst Mulberry’s high share 
price can be indicative of 
strong growth potentials, the 
company looks considerably 
expensive for investors. A P/E 
ratio of double the market 
average can not be 
comfortable for investors. 
Further a decline in earnings 
could result in the company’s 
P/E ratio rising further and 
becoming ever distant from 
that of competitors.  

Mulberry’s Total Shareholder 
Return (TSR) has been 
incredibly volatile, yet 
generally very rewarding for 
investors. In 2011, an 
increase of over 600% was 
evidenced by an increase in 
proposed dividends of 82% 
(to 4p per share) and EPS 
growth of 473%.  



VALUATION!
!
•  Cost of capital: !
•  Estimation modelled on the assumption that the firm will continue to 

operate without debt.!
•  UK 10 year gilt yield = 1.8% (assumed Risk Free Rate)!
•  Equity Risk Premium = 5% (based on academic survey research) !
•  Company Beta = 1.4 (based on FT and Reuters Estimates)!
•  Cost of Capital derived from CAPM!
•   !
•  Er = Rf + Beta*(Risk Premium)!
•  Er = 1.8 + 1.4*5 = 8.8%!
•   !
•  DCF!

•  Mulberry’s cash flows have been historically volatile with occasional 
periods of depressed free cash flow. This make modelling future cash 
flows complicated. !

•  In 2011 and 2012 Maintenance Capital expenditure are estimated at 
approximately 50% of Operating Cash Flow. This proportion will be 
maintained throughout the model because the firm’s growth efforts are 
likely to require capital intensity.!

•  Based on latest half year results, negative cash flow is expected for the 
FY2013. The model assumes strong recovery in FY2014 with free cash 
flow at level higher than the one achieved in 2011 and 2012.!

•  For the following years 3 cases are evaluated:!
•  Base – solid growth of 25% in Cash from Operations and Maintenance 

CAPEX for the next 3 years. Medium-term growth rate half this level 
(12.5%) and long term terminal growth rate of 3%.   !

•  Bull – strong growth of 30% in Cash from Operations and Maintenance 
CAPEX for the next 3 years. Medium-term growth rate half this level 
(15%) and long term terminal growth rate of 3%.   !

•  Bear – moderate growth of 20% in Cash from Operations and 
Maintenance CAPEX for the next 3 years. Medium-term growth rate half 
this level (10%) and long term terminal growth rate of 3%.   !

•  The model assumes that the high growth rates achievable short- to 
medium-term are unsustainable in perpetuity. !

•  Even though growth assumptions may seem conservative they still see 
Mulberry delivering in 10 years’ time between 3.5x and 5x the Free Cash 
Flow it delivered in 2011 and 2012.!

•  Under the base case scenario the intrinsic price is £7.45 (£5.99 (Bear) 
£9.20 (Bull)).!

•  Based on mean FY13 EPS estimates (40.2p) this would result in P/E = 
18.5, a comfortable premium to sector average to account for Mulberry’s 
capable management team and growth opportunities.     !

•  Note!
•  The stock’s low free float (approximately 5-10%) which results in 

relatively low liquidity means that discrepancies between price and value 
may persist over long time periods. !

!
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VALUATION!
!
!
!
Base case!

Solid growth of 25% in 
Cash from Operations 
a n d M a i n t e n a n c e 
CAPEX for the next 3 
years. !
!
Medium-term growth 
ra te ha l f th is leve l 
(12.5%) and long-term 
terminal growth rate of 
3%. !
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VALUATION!

Bull case 
 

Figures(in(
£'000 Year (Growth(

Rate)
Cash(from(
Operations

(Growth(
Rate)

Maintenance(
CAPEX Free(Cash(Flow Discount(

Factor
Discounted(

Value
2013 Etimate 6000.00 Etimate 20300.00 26300.00 0.9191 24172.79
2014 Etimate 26000.00 Etimate 13000.00 13000.00 0.8448 10982.10
2015 0.30 33800.00 0.30 16900.00 16900.00 0.7764 13122.00
2016 0.30 43940.00 0.30 21970.00 21970.00 0.7136 15678.86
2017 0.30 57122.00 0.30 28561.00 28561.00 0.6559 18733.93
2018 0.15 65690.30 0.15 32845.15 32845.15 0.6029 19801.49
2019 0.15 75543.85 0.15 37771.92 37771.92 0.5541 20929.88
2020 0.15 86875.42 0.15 43437.71 43437.71 0.5093 22122.58
2021 0.15 99906.74 0.15 49953.37 49953.37 0.4681 23383.24
2022 0.15 114892.75 0.15 57446.37 57446.37 0.4302 24715.74

Terminal 0.03 118339.53 0.03 59169.76 59169.76 0.3954 23398.18

Strong growth of 30% in 
Cash from Operations 
a n d M a i n t e n a n c e 
CAPEX for the next 3 
years.  
 
Medium-term growth 
rate half this level (15%) 
and long-term terminal 
growth rate of 3%.    
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VALUATION!

Bear case 
 

Figures(in(
£'000 Year (Growth(

Rate)
Cash(from(
Operations

(Growth(
Rate)

Maintenance(
CAPEX Free(Cash(Flow Discount(

Factor
Discounted(

Value
2013 Etimate 6000.00 Etimate 20300.00 26300.00 0.9191 24172.79
2014 Etimate 26000.00 Etimate 13000.00 13000.00 0.8448 10982.10
2015 0.20 31200.00 0.20 15600.00 15600.00 0.7764 12112.61
2016 0.20 37440.00 0.20 18720.00 18720.00 0.7136 13359.50
2017 0.20 44928.00 0.20 22464.00 22464.00 0.6559 14734.74
2018 0.10 49420.80 0.10 24710.40 24710.40 0.6029 14897.26
2019 0.10 54362.88 0.10 27181.44 27181.44 0.5541 15061.57
2020 0.10 59799.17 0.10 29899.58 29899.58 0.5093 15227.69
2021 0.10 65779.08 0.10 32889.54 32889.54 0.4681 15395.64
2022 0.10 72356.99 0.10 36178.50 36178.50 0.4302 15565.45

Terminal 0.03 74527.70 0.03 37263.85 37263.85 0.3954 14735.67

Moderate growth of 20% 
in Cash from Operations 
a n d M a i n t e n a n c e 
CAPEX for the next 3 
years. !
!
Medium-term growth 
rate half this level (10%) 
and long-term terminal 
growth rate of 3%.!
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About Us!
Students of Bath Investment Club is a student-run society based at the University 
of Bath investing in listed companies on the London Stock Exchange.!
!
SOBIC aims to drive an active learning experience to complement our academic 
studies: researching, visiting and investing real capital into firms in the South West 
and London.!
!
Join SOBIC!
We offer a fantastic opportunity to gain a real competitive advantage for both 
placements and graduation, as well as developing investment skills through 
analysing and meeting real LSE traded firms.!
!
Find out more at www.sobic.co.uk/join !
!
Disclaimer!
This report has been prepared by SOBIC, an unregistered investment club 
comprised of a collection of students studying at the University of Bath, who bear 
no contractual obligation to any third party that is directly related to this report. As 
potential investors ourselves, this report can not be considered independent, and 
considering our lack of experience or any certification, the facts and interpretations 
herein may be inaccurate. Any decisions, representations or interpretations made 
by anyone on the basis of information herein contained are made entirely at their 
own risk.!
!
This report has been prepared for the sole purpose of aiding our own analysts in 
making investment decisions, and stimulating student learning as a whole.!
!


