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PVH's Undervalued Brand Renaissance at 5.6x PE

Price $64.79 Growth Holding March 25, 2025

e Trading at just 5.6x PE following a 38.7% YTD decline.

e PVH's strategic consolidation of its Tommy Hilfiger and Calvin Klein brands
aims to restore pricing power and improve brand control, driving longer-
term earnings power.

e Despite operational challenges, PVH maintains robust free cash flow of
$715.3 million over the trailing twelve months, and a healthy balance sheet
of 2.6x debt to EBITDA.

e While China represents 6% of revenue and 16% of EBT, PVH's addition to
China's "unreliable entity list" appears to be priced in.

e PVH's strategic initiatives including organic e-commerce growth and
manufacturing consolidation position the company for potential margin
improvement toward its long-term 15% operating margin target.

Investment Thesis

PVH Corp (PVH) is a US-based retailer and wholesaler of the Tommy Hilfiger and Calvin
Klein brands. Since 2022, PVH has entered a program of cost savings, e-commerce
investments, and brand consolidation to improve control over its brands to accelerate
organic growth in targeted channels like e-commerce. The program has the long-term
goal of restoring pricing power and brand reputation globally.

Between a weak macroeconomic environment harming sales, a weaker Euro harming the
top line, risks to Chinese operations, and potential margin compression from bringing
more operations in-house, the stock has collapsed 38.7% YTD. While we agree some
risks are present, we also believe they are more than sufficiently priced into the stock.
In our view, PVH is a long-term play, and the recent sharp downward price move at just
5.6x PE marks an attractive entry point.

Estimated Fair Value
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times P/E (Price/EPS)
EFV = E27 EPS X P/E = $13.00 X 11.3x = $147

Historically, PVH has had a P/E around 10x. However, given it is attempting to
consolidate control over its brands which should provide additional pricing power, we
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expect earnings power to increase in tandem which should justify a P/E similar to peers
like VF Corp (North Face, Vans), UnderArmor, or Kontoor Brands (Wrangler and Lee).

Price-to-Sales

Price-to-Earnings

SeekingAlpha Analyst Consensus

China Risks

In October 2024, the MOFCOM (Chinese Ministry of Commerce) announced it was
launching an investigation into unfair business practices by PVH. The issue largely stems
from PVH boycotting cotton suppliers sourcing from the Xinjiang province, both to
comply with US sanctions and consumer boycotts stemming from allegations that
several cotton enterprises in the province were utilizing slave labor. In February 2025,
MOFCOM announced it had found that PVH had engaged in anti-Chinese business
practices and would be added to the ‘unreliable entity list’. The list sat dormant since its
creation in 2020, but renewed trade tensions between the US and China have caused its
use for the first time.

PVH joins defense contractors operating in Taiwan and a biotech company on the list,
making odd company. The list itself is a simple designation, but it does grant MOFCOM
the ability to levy sanctions it deems to be ‘necessary’ which could include restricting
operations, an outright ban, prohibitions on expansion, or fines. To be removed from the
list, entities must take actions which MOFCOM deems to be ‘corrective’.

In our view, this is simple collateral damage. China sought a firm that was active in
China and would have the brand recognition for it to be notable, but not so large that it
would impact Chinese economic activity or Chinese consumers.

China represents only 6% of PVH’s revenue, and around 20% of its manufacturing base.
While PVH doesn’t geographically break down individual countries where retail locations
are located, it is likely that of the 4,000 retail stores in Asia pacific, it is likely around
1,400 are in China. While we do not expect PVH to be fully prohibited from conducting
business in China, the impact of being on the list will likely dull Chinese consumer
sentiment toward the brands. China is an important growth engine for PVH, growing 7%
year over year in the quarter ending October 2024. Additionally, given China represents
16% of EBT (earnings before taxes) it is likely their operating costs in the area are much
lower than average. While losing this business would slow growth and compress
margins, we think the risk of an outright ban is unlikely, and the risk of a worst case has
already been priced in.
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https://www.winston.com/en/blogs-and-podcasts/notes-from-the-china-desk/china-issues-provisions-on-unreliable-entity-list
https://www.winston.com/en/blogs-and-podcasts/notes-from-the-china-desk/china-issues-provisions-on-unreliable-entity-list
https://www.forbes.com/sites/pamdanziger/2025/02/14/pvhs-calvin-klein-and-tommy-hilfiger-are-first-fashion-victims-of-us-china-trade-war/
https://careers.pvh.com/apac

Revenue Breakdown by Geography
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Brands

The two primary brands of PVH are Tommy Hilfiger and Calvin Klein. While PVH has
divested from its historical core brands such as Izod, Arrow and Van Heusen it licenses
back some product lines reported as “heritage brands”.

. Calvin Klein
Revenue by Origin Royalties/Advertizing Revenue By Brand
Revenue
3% Heritage Brands

2%

Operated E
commerce
8%

Tommy
Royalties/Advertizing
Revenue

2%

Quarter ending October 2024

A plurality of PVH revenue comes from wholesale with retail partners such as Macy’s.
Operated retails includes the 1,400 corporate operated stores, 1,450 store-in-store
locations and approximately 1,800 franchised locations. A small but growing component
comes from operated e-commerce channels, namely the flagship websites for each
brand. Management has stated that e-commerce is a channel they are targeting for
organic growth, as e-commerce tends to have fewer promotional pressures given the
high control over inventory and product availability.

Both Calvin Klein and Tommy Hilfiger have struggled with brand consistency due to their
heavily licensed histories. For example, in the annual report for 2015, PVH reported 27
major licensing partners across its brands, sometimes overlapping with one another in
supply areas and geographies. As of the end of 2023, PVH had cut down the list of its
major licensing partners to just 12.
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During 2022, PVH added several industry veterans to its brand teams, including several
from Zara at Calvin Klein, and a Global Brand President from H&M at Tommy Hilfiger.
While unlikely to mirror H&M and Zara exactly, we believe that this is the beginning of
an effort to consolidate and bring major lines of procurement in-house, like H&M, while
still maintaining fast-fashion flexibility.

In November 2022, PVH announced it would terminate its long-term relationship with G-
ITI. Most roll offs would begin in 2025 and end in 2027. G-III has historically been a
major North American partner of PVH, being the primary supplier and wholesaler of
outerwear, activewear, and 20% of the women’s wholesale portfolio including
formalwear. During 2025, PVH expects to execute on the North American side of the
women’s wholesale portfolio. Over time, we expect PVH to execute on other lines where
G-III is a primary licensee, such as activewear, and eventually transition out the
remaining apparel licenses.

In the non-clothing area, given PVH lacks the execution experience, we do not see a
reason for them to bring things like leather goods, accessories, or fragrances in-house
and will likely continue to be a license-only business.

Risk

One of the largest uncertainties surrounding PVH is currency effect. With US tariffs being
implemented slowly, the US dollar has strengthened against most global currencies,
including the Euro where PVH realizes most of its revenues. However, the balance could
shift the other way. In mid-March, weaker than expected retail sales in the US,
uncertainty about the Fed’s policymaking, and a German mega-spending program sent
the euro to five-month highs. For the year ending January 2025, PVH expects currency
effect to weigh down earnings only by around 2%, though the revenue effect will likely
be more pronounced.

PVH's "PVH+" plan released in 2022 outlined ambitious 2025 goals including $12.5
billion in revenue, 15% operating margins and $1+ billion in free cash flow. While falling
short of their lofty goals in the short term, over the trailing twelve months posting $8.7
billion in revenue, 9.2% operating margin and $715.3 million in free cash, PVH is making
steady progress along a backdrop of sluggish global economic growth. While
consumption is expected to continue to make up an above-the-norm component of
economic growth globally, we do expect there to be a slowdown in domestic US
consumption, at least partially offset by a Chinese recovery in the latter part of the year.
As previously discussed though, PVH may not be able to take part in a Chinese recovery
if MOFCOM implements the harshest penalties available.
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https://money.yahoo.com/pvh-bringing-women-licenses-back-213907694.html
https://www.fxstreet.com/news/eur-usd-shows-resilience-ahead-of-german-debt-vote-us-russia-peace-talks-202503180756
https://www.fxstreet.com/news/eur-usd-shows-resilience-ahead-of-german-debt-vote-us-russia-peace-talks-202503180756
https://pvh.com/news/press-releases/PVH-Corp-Reports-2024-Third-Quarter-Revenue-and-Earnings-Above-Guidance
https://www2.deloitte.com/us/en/insights/economy/global-economic-outlook-2025.html#:~:text=Consumption%20is%20expected%20to%20be,by%20services%20and%20manufacturing%20growth.
https://www2.deloitte.com/us/en/insights/economy/global-economic-outlook-2025.html#:~:text=Consumption%20is%20expected%20to%20be,by%20services%20and%20manufacturing%20growth.
https://www.census.gov/retail/marts/www/marts_current.pdf
https://www.census.gov/retail/marts/www/marts_current.pdf

Financials and Outlook

For the year ending January 2024, PVH expects to report a revenue decrease of 6-7%,
with 5% due to currency effect and having a 53 week in their 2023 financial year. PVH
issued a down-revision on its EPS (earnings per share) guidance by a similar 6% to
$10.63 at the midpoint. The declines expected for the full year 2024, outside of currency
and 53 week effect, are due to increased promotional activity in the US and China amid

a hard macro environment. During the quarter ending October 2024, management
commented that inventories were up 9% year over year due to the holiday season
beginning earlier than normal in the US.

Brand Revenue Growth EBT Margin EBT Margin
Expansion
(contraction)
Tommy Hilfiger -4.8% 8.9% -110bps
Calvin Klein -1.4% 13.2% +100bps
Heritage Brands -59.8% 20.5% +1510bps
Company Wide -6.6% 8.9% +40bps

9 Months ending October 2024

We expect the final quarter of 2024 to report compressed margins amid the higher
promotional activity. During 2025, we expect a small compression of operating margins
due to the movement of another large component of operations to internal control.
Depending on macroeconomic conditions playing out during 2025, promotional activity
may again see a large spike during the last quarter of the year and holiday season which
could weigh down full year margins.

We feel that excluding elevated inventory levels, the balance sheet is healthy. Over the
trailing twelve months PVH has a net debt to EBITDA of 2.6x, which is within the range
of its peers. Over the trailing twelve months PVH generated $715.3 million in free cash
flow, which is ahead of peers, and maintains a strong cash position of $560 million.

The dividend yield is a token $0.15 annually, or 0.23% vyield. However, PVH has
authorization to repurchase 53% of its shares through 2028, and repurchased
approximately $400 million through the end of 2024 or 10.5% of outstanding shares.
Given the stock declined 38.7% YTD, we expect the volume of share repurchases to
increase during the year if macroeconomic conditions hold up.

Conclusion

Overall, PVH has laid a solid foundation for brand control, which should restore pricing
power. Additionally, continued growth of e-commerce, which traditionally has lower
promotional pressure, will also add to unlocking earnings potential. While there are
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https://pvh.gcs-web.com/static-files/c7cf3a48-e4d7-45bf-9b96-ba365cdbf768

some risks present around China and currency translation, the 5.6x PE is an attractive
entry point in our view.

Peer Comparisons

PVH Corp Kontoor ST Under Armor

Sportswe
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Price-to-Earnings
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EBITDA Margin

Dividend Yield
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Disclaimer and Related Information

This report was written by Julie Brown and reviewed and edited by Benjamin C.
Halliburton.

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, Economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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