
 
 

 

 
 

 

Starbucks Corp.- SBUX (6/21/19) 

 
Description: Starbucks Corporation 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. 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 Reserve, Princi, Starbucks Doubleshot, 
Starbucks Refreshers, and Starbucks VIA brand names. As of April 25, 2019, the company 
operated approximately 30,000 stores. Starbucks Corporation was founded in 1971 and is 
based in Seattle, Washington. 
 
 
Ticker: SBUX 
Price: $84.69 
Market Cap: $102.5B 
Performance: +32.4% YTD 
 
 
Analysis 
 
After trading sideways from mid-2015 to mid-2018, shares of Starbucks have surged to all-
time highs.  
 
The question surrounding SBUX isn’t whether the company is the top brand in its industry 
or whether coffee will remain in demand as the answer to those two questions is 
unequivocally, yes. With over 30,000 locations and revenues exceeding $25B it is no doubt 
that SBUX is the king of the space and studies commissioned by the National Coffee 
Association found that 64% of Americans drink a cup of coffee every day, up from 62% in 
2017, and the highest percentage since 2012. Furthermore, in the United States alone 
Americans are spending on average $1,110 a year on it, which amounts to an average of 3.1 



 
 

cups a day. The question instead should be asking here is more so: Does SBUX still have 
room to run? 
 
 
 

 
 
 
Shares of SBUX are up 141.83% over the last 5 years with half of the gain coming over the 
last twelve months (72%). 
 
 

 
 



 
 

Fundamental Analysis 
 
Examining SBUX from a fundamental perspective, the stock appears to be pretty expensive 
historically for the company.  
 
Let’s start with one of the more important metrics: earnings. In 2018, SBUX generated non-
GAAP EPS of $2.42, which was up 17% over FY17.  
 
For FY19, analyst estimate earnings will come in at $2.78 per share which would be an 
increase of 14.8% Y/Y. Going out to 2020 and 2021, estimates for EPS are $3.09 and $3.49 
which would be an increase of around 11% for the next couple years. 
 
Given these numbers, that places SBUX at around 29x FY19 earnings and 36.2x the last 
twelve months earnings. Over the last 3 years, this is the most expensive SBUX has ever 
been on a P/E basis. The last time we saw these levels was back in mid-2017.  
  
 

 
 
 
This was in comparison to their historical P/E, how about compared to other consumer 
discretionary stocks like that of McDonalds (MCD), Dunkin Brands (DNKN), Nike (NKE), 
and Disney (DIS)? 
 
In comparison, SBUX is more expensive than the others. With regards to SBUX’s direct 
competitor, DNKN, trades about 9.5% cheaper on a forward P/E basis and 20.4% cheaper 
on a trailing 12-month P/E basis. 
 



 
 

Compared to SBUX, which is expected to grow earnings about 15% this year, DNKN is 
expected to grow 10.5% which probably justifies the steeper valuation.  
 
 

 
 

When taking into account the price-to-earnings to growth ratio (PEG), we also see that 
SBUX is entering new highs. Generally speaking, a PEG under 1 is considered undervalued, 
1-2 is fairly valued, and over 2 is overvalued. At this moment, SBUX has officially moved 
above the 2.0 mark – the first time in nearly 13 years. 
 
 

 



 
 

Moving along, something we want to highlight that caught my attention was the growing 
debt pile SBUX has created.  
 
As of the latest quarterly report, SBUX had $9.1B in debt, more than double what it was in 
Q1 2018. At the same time, cash and cash equivalents has fallen by around 50% during that 
same time span of Q1 2018 to around $2.05B.   
 
 

 
 
 
What has this cash been mostly used for? It appears to be share repurchases actually.  
 

• In 2016, SBUX purchased roughly $2.1B of stock 
• In 2017, SBUX purchased roughly $2.2B of stock 
• In 2018, SBUX purchased roughly $7.1B of stock 
• Halfway through 2019, SBUX has already purchased over $7.8B of stock 

 
Could this be what’s been driving shares higher? Quite possibly. Back in 2017, there was 
roughly 1.5B shares outstanding vs. today’s 1.25B.  
 
Something worth noting as well: 
 
In Q2 2019, non-GAAP EPS was $0.60, up 13% Y/Y. The thing is net income was $663M vs. 
Q2 2018’s $660M, an increase of 0.45% Y/Y, or $3M, but because there are that many less 
shares outstanding (1.25B vs. 1.41B, a decrease of over 11%) it looked a lot better from an 
EPS perspective than it did from a true business performance perspective. 



 
 

Now this isn’t necessarily a bad thing but it is something I always look out for. The problem 
is more around the fact of whether shares can continue higher without the help of 
management and if this level of share buybacks can continue with cash on hand at $2B and 
debt piling up over $9B.  
 
Levered free cash flow generated this year so far is around $1.7B which definitely helps but 
we also have to keep in mind that SBUX does pay a dividend and investors do expect that to 
grow. In fact, SBUX has been growing the dividend at a pretty significant pace and now 
currently distributes roughly $450M a quarter in dividends. So of that $1.7B so far 
generated in free cash flow this year, nearly $1B has already been paid via dividends and 
another roughly $8B has been used to buy back stock; hence why the amount of cash on 
hand has depleted from $8.75B in Q4 2018 to $2.05B in Q2 2019. This level of capital 
contribution to shareholder simply isn’t sustainable in my eyes.  
 
If we look at SBUX’s current ratio (current assets/current liabilities), we see it has now 
fallen under 1.0x to 0.94x. Current assets sits at $4.95B while current liabilities stands at 
$5.3B. This is still a healthy measure but it’s worth mentioning this ratio was at 1.4x last 
quarter and 2.2x in Q4 2018. 
 
The quick ratio (adding cash, cash equivalents, short-term investments, and current 
receivables together then dividing them by current liabilities) stands at 0.6x. This is a little 
more worrisome as last quarter it was 1.1x and the quarter before it was 1.9x.  
 
Let’s also make something clear. We are not saying SBUX is becoming insolvent by any 
means. Instead we are saying that it’s going to be difficult for management to continue 
buying back these shares at this pace. We see more of a stabilization and then maybe a 
continuation of share buybacks in the future after a few quarters of strong cash flow to 
regain their cash balance. 
 
Perhaps future growth can help out, specifically in China and the greater Asia region? 
Looking at a little closer, growth isn’t anything out of this world. 
 
In their Q2 report, global comparable store sales increased 3%, driven by a 3% increase in 
average ticket 

• Americas and U.S. comparable store sales increased 4%, driven by a 4% increase in 
average ticket 

• China/Asia Pacific comparable store sales increased 2%, driven by a 2% increase in 
average ticket 

• China comparable store sales increased 3%, with comparable transactions down 1% 
 
U.S. comp sales are actually growing faster than China/Asia Pacific and increasing prices 
appear to be the only thing growing sales organically outside of additional store openings. 
In fact, comp transactions were down 1% Y/Y in China.  
 



 
 

 
 
While SBUX does have one of the most recognized brands and loyal customers in the world, 
competition is and has been growing. According to the image above, Luckin Coffee (LK), 
which just IPO’d, has been making great efforts to steal market share. The company plans 
on growing stores by more than 2x from 2000 to 4500 by end of this year. It must be noted 
that LK and SBUX do not provide the same setting or experience. Luckin Coffee has three 
different kinds of stores: 1) actual cafes where you can sit and sip your coffee, 2) pick-up 
stores, where you can collect your pre-ordered coffee, and 3) stores that prepare coffee just 
for delivery. That’s also a way to save money – for the two latter kinds of stores, the rent is 
much lower. 
 
Looking at a different area of the market, SBUX and others are also facing competition from 
ready-made coffees. The ready-to-drink coffee market is forecast to show 67% sales 
growth from 2017-2022, according to Mintel. It also said the ready-to-drink coffee market 
is the fastest growing segment within the retail coffee market. This is something that can’t 
be overlooked. Starbucks does have a presence on these shelves but similar to your favorite 
pack of gum or candy bar, it’s very competitive. 
 
By region 
 
Net revenues for the Americas segment grew 8% over Q2 FY18 to $4.3 billion in Q2 FY19, 
primarily driven by 686 net new store openings, or 4% store growth, over the past 12 
months and 4% growth in comparable store sales. Operating income grew 12% to $899.0 
million in Q2 FY19, up from $801.3 million in Q2 FY18. Operating margin of 20.9% 
increased 80 basis points, primarily due to sales leverage, cost savings initiatives 
 
For SBUX, net revenues for the China/Asia Pacific segment grew 9% over Q2 FY18 to $1.3 
billion in Q2 FY19, primarily driven by 998 net new store openings, or 12% store growth 
Y/Y. Q2 FY19 operating income of $231.7 million grew 13% over Q2 FY18 operating 



 
 

income of $204.6 million. Operating margin increased 80 basis points to 18.0%, primarily 
due to sales leverage and cost savings initiatives. 
 
Net revenues for the EMEA segment declined 9% from Q2 FY18 to $227.5 million in Q2 
FY19 due to unfavorable foreign currency translation and the conversion of our France and 
Netherlands retail businesses to fully licensed operations in Q2 FY19, partially offset by 
307 net new store openings, or 10% store growth Y/Y. The company is facing headwinds in 
EMEA as their other regions are exceptionally profitable but experienced operating losses 
of $2.8 million in Q2 FY19 which was 74% lower versus an operating loss of $10.9 million 
in Q2 FY18. Operating margin increased 310 basis points to (1.2)%, primarily due to the 
shift in the portfolio towards more licensed stores and the closure of certain company-
operated stores. At least the business in EMEA is improving but still has a ways to go. 
 
All things aside, you have to give it up to SBUX. Even after all of these years the company 
continues to grow and is able to charge more with little-to-zero backlash from its 
customers. In addition, the company has been able to grow margins which is vital to adding 
to the bottom line. GAAP operating margin, inclusive of restructuring and impairment 
charges, increased 80 basis points Y/Y to 13.6%. The company also painted a pretty nice 
picture for the rest of the year. 
 
Looking ahead for FY19: 
 

• Americas operating margin up slightly (previously down slightly) 
• GAAP EPS in the range of $2.40 to $2.44 (previously $2.32 to $2.37) 
• Non-GAAP EPS in the range of $2.75 to $2.79 (previously $2.68 to $2.73) 
• Global comparable store sales growth between 3% and 4% 
• Approximately 2,100 net new Starbucks stores globally 

o Americas over 600 
o CAP ~1,100 (nearly 600 in China) 
o EMEA ~400 (virtually all licensed) 

• Consolidated GAAP revenue growth of 5% to 7% 
• Consolidated operating margin down moderately 
• CAP operating margin roughly flat 
• EMEA operating margin improving over the course of 2019 
• Capital expenditures ~$2.0 billion 

 
 
Overall, our stance is this. Love the company, don’t really love the price. We don’t think it’s 
a coincidence that the stock all of a sudden started skyrocketing after management began 
their generous share buyback program. If they can find a way to keep it going, then the 
stock will most likely continue on its way but we think management is going to cool off a bit 
on that front as the cash balance has hit a point where they like to generally keep it. If you 
look at the chart below, management has a history of keeping cash on its balance sheet 



 
 

around $2B (the spike was because of the debt they took on which pumped up the cash 
balance before it was spent on share buy backs). 
 
 

 
 
 
If shares do pullback, the company could use the remainder of their buyback program to 
keep shares afloat as the company repurchased 37.4 million shares of common stock in Q2 
FY19 and approximately 59.5 million shares remain available for purchase under current 
authorizations.  
 
 
Before moving onto the charts, we think SBUX is running a great business, has a solid moat, 
brand, customer loyalty, and unique experience. The company is still ramping up stores 
and has shown they can charge more without much, if any, backlash. This is simply a case of 
us believing the shares have run a bit too much for our liking and that the share buybacks 
will cool off after the couple of quarters of aggressive buying. Looking ahead, I think shares 
will start to match the overall market more. 
 
 
 
 
 
 
 
 
 



 
 

Technical Analysis 
 

 
 
 
From a chart perspective, SBUX has been hitting overbought levels on many major 
indicators I like to use. The thing is that it hasn’t made a difference at all as the stock has 
continued to push higher. Here at all-time highs, the next resistance level is $86.87 and the 
closest area of support is the middle of the Bollinger band of $80.18, then the 50 day 
moving average of $78.18 and then the lower Bollinger band of $73.49. For now, the trend 
is your friend but looking medium to long term, I think SBUX trades a bit more sideways. 
 


