STARBUCKS CORPORATION (SBUX)
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$51.88 - BUY
Valuation Methodology
Method #1
Stock Price
Method #2
EBITDA Multiple
Method #3
DCF Analysis

Market Data

Average of Methods

Market Cap (intraday):

$51.88
$54.20
$93.54
$66.54

$69,991M

Enterprise Value (Aug 9, 2018): $74,898M
Enterprise Value/EBITDA (ttm):

14.97x

Financial Summary (7/1/2018)
Revenues:

$24,114.1 Million

EBITDA:

$5,002.2 Million

Net Income:

$4,551.3 Million

Financial Analysis
Solvency Ratios
LTD/Total Capitalization:

63.0%

EBITDA/Interest Expense:

38.9x

LTD/EBITDA:

1.4x

Profitability Ratios
Gross Margin:

29.8%

EBITDA Margin:

20.7%

EBIT Margin:

15.9%

Return on Assets (ROA):

28.9%

Return on Equity (ROE):

96.4%

Short Term Liquidity
Current Ratio:
Accounts Receivable Turnover:
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1.0x
28.0x

Profile
Starbucks Corporation, together with its
subsidiaries, operates as a roaster, marketer,
and retailer of specialty coffee worldwide.
The company operates in four segments:
Americas; China/Asia Pacific; Europe,
Middle East, and Africa; and Channel
Development. Its stores offer coffee and tea
beverages, roasted whole bean and ground
coffees, single-serve and ready-to-drink
coffee and tea products, and food and
snacks; and various food products, such as
pastries, breakfast sandwiches, and lunch
items. The company also licenses its
trademarks through licensed stores, and
grocery and foodservice accounts. It offers
its products under the Starbucks, Teavana,
Tazo, Seattle’s Best Coffee, Evolution
Fresh, La Boulange, Ethos, Frappuccino,
Starbucks Doubleshot, Starbucks
Refreshers, premium Tazo, and Starbucks
VIA brand names. As of April 26, 2018, the
company operated 28,209 stores. Starbucks
Corporation was founded in 1971 and is
based in Seattle, Washington.

Financial Analysis
FY17 vs. FY16

Operations:
•

•
•

•

•

Total net revenues increased 5% to $22.4 billion in FY17 compared to $21.3 billion in FY16.
This increase was primarily driven by incremental revenues from 2,320 net new store openings
over the past 12 months and a 3% growth in global comparable store sales. (Excluding $412.4
million from extra week of FY16, net revenues grew 7 %.)
Global comparable store sales grew 3% driven by a 3% increase in average ticket.
Consolidated operating income decreased to $4.1 billion in FY17 compared to operating income
of $4.2 billion in FY16. FY17 operating margin was 18.5% compared to 19.6% in FY16.
Operating margin compression in FY17 was primarily driven by increased partner (employee)
and digital investments, largely in the Americas segment, restructuring and impairment charges
and the absence of the 53rd week, partially offset by sales leverage.
Restructuring and impairment charges for FY17 were $153.5 million and primarily related to
strategic changes in the Teavana business including a partial goodwill impairment, store asset
impairments, costs associated with early closure of stores and severance. Additional amounts
incurred related to an impairment of the Switzerland retail business and asset impairments of
certain Starbucks® company-operated stores in Canada.
Earnings per share (“EPS”) for FY17 increased to $1.97, compared to EPS of $1.90 in FY16,
which benefited $0.06 per share from the extra week in FY16. The increase was primarily driven
by growth in comparable store sales, improved sales leverage and the gain on the sale of
Singapore retail operations, partially offset by restructuring and impairment charges.

Cash Flow:
•
•

•

•

Cash flows from operations were $4.2 billion in FY17 compared to $4.6 billion in FY16. The
change was primarily due to the timing of cash payments for income taxes.
Cash used by investing activities totaled $0.9 billion for FY17, compared to $2.2 billion for
FY16. The change was primarily due to the liquidation of a significant portion of offshore
investment portfolio in anticipation of the acquisition of the remaining 50% ownership share of
the East China joint venture.
Cash used by financing activities for FY17 totaled $3.0 billion, compared to $1.8 billion for
FY16. The change was primarily due to lower proceeds from the issuance of long-term debt, the
repayment of the 2016 notes and an increase in cash returned to shareholders through dividend
payments and share repurchases.
Capital expenditures were $1.5 billion in FY17 compared to $1.4 billion in FY16.

Leverage:
•

Returned $3.5 billion to the shareholders in FY17 through share repurchases and dividends
compared to $3.2 billion in FY16.
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Ratio Analysis

LTM

Annual

For the Fiscal Period Ending
Jul-01-2018

12 months
Oct-01-2017

12 months
Oct-02-2016

12 months
Sep-27-2015

Solvency Ratios
LTD / Total Capitalization
EBITDA / Interest Expense
LTD / EBITDA

63.0%
38.9x
1.4x

41.9%
53.1x
0.8x

37.9%
59.5x
0.7x

28.7%
60.2x
0.6x

Profitability Ratios
Gross Margin
EBITDA Margin
EBIT Margin
Return on Assets (ROA)
Return on Equity (ROE)

29.8%
20.7%
15.9%
28.9%
96.4%

30.6%
21.9%
17.4%
20.1%
50.9%

31.6%
22.7%
18.1%
21.1%
48.2%

31.1%
22.2%
17.5%
22.2%
47.4%

Trend Analysis Ratios
Revenue Growth

7.7%

5.0%

11.2%

Peer Analysis
Direct Competitor Comparison
SBUX

DNKN

WEN

MCD

Industry

Market Cap:

$69,991M

$5,963M

$4,248M

$123,515M

$5,307M

Employees:

277,000

1,148

121,000

235,000

41,094

Revenue:

$24,114M

$860M

$1,223M

$22,820M

$2,629M

SBUX = Starbucks Corporation

DNKN = Dunkin’ Brands Group, Inc.
WEN = The Wendy’s Company
MCD = McDonald’s Corporation
Industry = Restaurants/Cafes/Fast Food Places
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Projection Analysis Assumptions & Results
Revenue
•

Annual revenue growth continues to fluctuate between 5% and 11% each year and
averages 8.0% in the past three years. Assume that revenue growth will reflect historical
average:
o Overall, Starbucks net revenue grew 11% to $6.3 billion in its third quarter of
fiscal 2018. This was primarily driven by incremental revenues from the
ownership change in East China, incremental revenues from 2,015 net new
Starbucks store openings over the last 12 months, favorable foreign currency
translation and global comparable store sales growth of 1%.
o These increases were partially offset by the closure of Teavana retail stores.
Consolidated operating income decreased $6.0 million, or 0.6%, to $1.0 billion.
Operating margin declined 190 basis points to 16.5%. This is primarily due to
higher investments in Starbucks’ partners (employees), largely in the Americas,
product mix shift that is mainly food-related, the impact of ownership change in
East China, and the anti-bias training costs, partially offset by lower restructuring
and impairment expenses.

EBITDA:
•

EBITDA Margin will improve from 20.74% in July 2018 to 24.50% over the next few
years. EBITDA expected to increase from $5 Billion to $6 Billion.
o Gross Margin expected to remain at 30% consistent with past performance.
o Operating expenses expected to remain at 10% of revenue.

CAPEX:
•

Capital expenditures to remain consistent with historical levels at approximately 7.0% of
revenues. Capital Expenditures expected to grow to approximately $2.0 billion, primarily
for investments in new and existing stores and developing Siren Retail business, the
supply chain, and corporate facilities.
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Valuation Analysis

Valuation Analysis Discussion
Comparing Starbucks’ current trading Enterprise Value (EV) with the trading EV of their peers,
Starbucks is undervalued at EBITDA multiple of 14.97x versus the average of 15.60x.
Additionally, Starbucks’ current stock price trades under most of its direct competitors as
illustrated in Method #2 (above).
Furthermore, Valuation Method #3 – Discount Cash Flow Analysis (see chart below) implies
that Starbucks’ is undervalued. Based on the projections discussed above, the DCF analysis
proposes that the value of Starbucks is significantly higher than current market trading levels.
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Valuation Results
As one of the largest coffee shop chains in the world, Starbucks’ continues to thrive with global
expansions and digital innovations. Based on all three methods, we can conclude that Starbucks’
current trading level is undervalued.
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