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NASDAQ: ULTA BUY 

John Gomez 
Equity Analyst 

johngomez77@csu.fullerton.edu 
29 August 2020 

Recommendation: BUY, 7 shares 

Intrinsic Value: $281.72, 25.80% discount 

Executive Summary 

By reallocating capital from the sale of 7 shares of our VONG ETF, we recommend initiating a 3% or a 7 share 

position in Ulta Beauty. To be poised for the economic recovery, I believe we should build our position in 

consumer discretionary stocks such as Ulta Beauty. Ulta is trading at a 25.80% discount due to the demand 

shifts in the cosmetic industry and temporary store closures caused by the COVID-19 pandemic. As the 

economy starts to reopen, Ulta Beauty will have a strong recovery where it continues to take market share 

from competitors. Ulta Beauty remains a quality company that will deliver strong growth and profitability while 

maintaining a leadership position within the industry.
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Company Overview 

Ulta is the largest beauty retailer in the US, with over 1,250 stores located, 25,000 products, 500 brands, and an 8% 

market share. Ulta operates in several segments, including cosmetics, skincare, haircare, and services. Ulta, additionally, 

offers a branded credit card and loyalty program that has garnered 34 million users. Ulta’s main competitors include 

Sephora, Sally Beauty, Regis Corp., JCPenney’s, Nordstrom, Walmart, and Amazon.

 

Ulta Beauty's strong brand image is one competitive advantage that enables the company to sustain a leadership 

position and long-term growth. Ulta's brand name has made the retailer a top choice for celebrities to partner with and 

continues to provide an effective marketing strategy, strengthening Ulta's reputation and sales. As Ulta continuously 

expands its product reach, the brand has shown a rapid expansion in the brands and products offered, such as Chanel, 

L'Oreal, and Estee Lauder. Ulta's competitive advantage is well pronounced, as demonstrated by its capture of 25% of US 

women in its rewards program. Moreover, Ulta doubles top competitors like Sephora in terms of stores, square footage, 

products, and brands. Ulta Beauty will continue to strengthen their competitive advantage as they continue to grow 

their market share both domestically and internationally. 

Investment Thesis 

The CSUF SMIF team plans to reallocate capital from our VONG ETF holding to fund a 3% or a 7 share position in Ulta 

Beauty. Headwinds such as the COVID-19 pandemic and economic recession are temporary issues that have provided an 

opportunity to purchase Ulta Beauty at 25.80% discount. Ulta continues to boast double-digit revenue growth while 

maintaining extraordinary profitability proven by its 3-year average ROE and ROIC at 30%. Ulta Beauty remains a high-

quality business with an unparalleled size compared to its competitors in terms of products, brands, and square footage. 

Ulta Beauty can sustain robust growth and profitability as they leverage data from their loyalty program, strengthen 

their omnichannel, and begin opening international retail locations.  

Catalysts 

Catalyst 1: As the beauty market demand shifted away from cosmetics to skincare, Ulta's revenue growth was cut in half, 

and sentiment dramatically became bearish. Despite the revenue downfall, Ulta continues to grow at a double-digit rate. 

Ulta's same-store sales also continue to grow when compared to market competitors. As Ulta continues to take market 

share from the department store industry, a continued trend may be further accelerated due to COVID-19 store 

closures. If Ulta continues their double-digit growth, investor sentiment should dramatically improve, pushing its stock 

price higher. 
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Catalyst 2: New growth opportunities will arise as Ulta Beauty expands internationally for the first time. Ulta's current 

portfolio showcases 1,250 stores in the US with plans for continued expansion of 200-500 domestic stores. As Ulta's US 

market saturation begins to mature, CEO Mary Dillon, has announced the company's plan to expand into Canada. The 

Canadian cosmetic industry has been growing at a healthy 4.3% over the last 5 years, supplying Ulta Beauty with the 

opportunity for long-term sustainable growth within international markets. 

Catalyst 3: As the economy begins to reopen, pent up demand for cosmetic products should bolster sales as more than 

80% of Ulta's shoppers buy products in-store. Ulta's Q1 results reported a 32% decline in sales, but as half of its stores 

reopened last month, Ulta experienced pent up demand that will likely continue as more stores reopen. Economic 

recovery will also foster sales as customers will have more disposable income to spend on discretionary products like 

cosmetics. 

Risks 

Risk 1: The retail industry faces low to minimal barriers to entry; hence, new players can take market share. Ulta Beauty 

faces intense competition from online and in-store competitors such as Kohl's, Macy's, Walmart, CVS, Amazon, and 

Sephora. Although there are low entry barriers, Ulta operates solely in the beauty industry with specialized expertise 

and an unmatchable breadth of products. Ulta can also fend off competitors as they continue expanding their e-

commerce sales, which has grown at an average of 50% over the past 5 years.   

Risk 2: As COVID-19 cases continue to rise, there is a possibility of another economic shutdown. A second shutdown will 

likely cause more damage to the economy, where discretionary products like cosmetics will face less demand. Although 

a second shutdown will hurt Ulta Beauty in the short-term, Ulta has a strong cash balance to cover all current liabilities. 

Moreover, Ulta has invested additional capital into its e-commerce platform and curbside pickup. Cosmetics also appear 

to be an essential consumer discretionary item among women. For example, Ulta's same-store sales grew 0.2% during 

the great recession, providing evidence that Ulta has a strong ability to weather current market headwinds.  

Risk 3: Consumer preferences are unpredictable and may cause further damage to the cosmetic industry. Ulta's stock 

has experienced dramatic falls over the past year due to a shift in consumer preference from cosmetic to skincare 

products. This shift caused Ulta's growth rates to be cut in half, which initially altered future prospects. Ulta is no longer 

valued as a high growth company as it trades at 16 times earnings compared to years prior at 30 times earnings. Despite 

the industry and Ulta selling the new trend of "self-care products," this shift reduces the demand for cosmetics as 

consumers focus on their natural beauty. 

Valuation 

I applied a revenue growth rate of 6% to 10% based off Ulta’s last two years of revenue growth. The growth rate 

decreases thereafter towards the terminal growth rate. I applied an operating margin of 12.0% for the first 5 years 

based off historical averages that drops to 11.5% due to expansion of their e-commerce platform. The cost of equity is 

8.55% based on an implied equity risk premium of 5.23%, the 10-year treasury rate of 0.65%, and an equity beta of 1.51. 

The cost of debt is 1.01% based on the risk-free rate of 0.65% and a credit spread of 0.63% derived from Damodaran’s 

synthetic rating. The terminal growth rate is 0.65% and the WACC is 5.8%. The WACC decreases to reflect the leverage 

dropping towards Ulta’s pre-pandemic D/E ratio of 102%. Ulta Beauty’s intrinsic value is $281.72, presenting an upside 

of 25.80% 
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 

enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 

report is prepared for general circulation. It does not have regard to the specific investment objectives, 

financial situation and the particular needs of any recipient hereof. You should independently evaluate 

particular investments and consult an independent financial adviser before dealing in any securities 

mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 

believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 

completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 

or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 

have issued other reports expressing views different from the Information and all views expressed in all 

reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 

to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 

representatives may, to the extent permitted by law, transact with, perform or provide broking, 

underwriting, corporate finance-related or other services for or solicit business from, the subject 

corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 

representatives may also, to the extent permitted by law, transact with, perform or provide broking or 

other services for or solicit business from, other persons in respect of dealings in the securities referred 

to in this report or other investments related thereto; and (3) the officers, employees and representatives 

of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 

“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 

(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 

make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 

this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 

in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 

carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 

Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 

(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 

related or linked to the recommendations or views expressed in this report or to any sales, trading, 

dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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