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Cherokee Inc. (CHKE: NASDAQ) 
Licensing – Retail Licensing 

Executive Summary 

Company Profile 

Cherokee is a global brand marketer and manager based in 

Sherman Oaks, California. They currently license a portfolio 

consisting of more than twelve fashion and lifestyle brands, 

focusing on domestic and international direct to retail licensing.  

 

Healthy Profit Margins create Growth Opportunities 

With above average profit margins Cherokee has been able to 

experience a continuous flow of cash generation, which 

Management believes will allow for the further acquisition of 

new brands. This is further reinforced by the decision to stop 

paying dividends in order to reinvest cash for future growth. 

The addition of new brands with potential of international 

expansion should provide higher short term returns for the 

shareholders of the firm. Recent licensing agreement with the 

European retail sport giant; Sport direct should benefit 

Cherokee with a broader international reach as a leading retail 

licensing company.  

 

Valuation & Recommendation 

Cherokee is a leading firm in the retail licensing industry. 

Historically, it has been experiencing above average net 

margins when compared to its peers. However, due to the 

discontinuance of a contract accounting for 43% of its revenues 

in 2017 we feel it will be a challenge for Cherokee to recover.  

 

With a 6.98% revenue slippage, and a 32% loss in value 

Cherokee’s management will be challenged to find new 

licensing partners to fulfill the impending loss in revenue and 

cash flow. As such, we edge on the conservative side and rate 

Cherokee as a hold with a target price of $17.94.  

 

 

Equity Research Canada 

Price Target CAD$ 17.94 

Rating Hold 

Current Share Price, close USD$ 14.84 

Total Return 20.89% 

Key Statistics  

52 week H/L $29.72/$13.64 

Market Capitalization $129.5M 

Net Debt $25.6M 

Enterprise Value $149.4M 

Net Debt/Enterprise Value 17.1% 

Diluted Shares Outstanding $8.72M 

Free Float % 90% 

Dividend Yield 0.33% 

LTM P/E 14.85x 

LTM EV/EBITDA 9.98x 

WestPeak’s Forecast  

 2016E 2017E 2018E 

Revenue $34.3M $37.7M $30M 

EBITDA $14.9M $14.3M $11M 

EBIT $14.1M 13.8$M $11M 

Net Income $8.7M $9.2M $7.3M 

Mauricio Lau, Analyst 

Bachelor of Commerce 2017 

 

Source: Bloomberg, StockCharts, WestPeak Research 



Please see legal disclaimer at bottom.                                     Mauricio Lau | Contact@westpeakresearch.com 

Business Overview/Fundamentals 

Company Description 

Cherokee is a global marketer and brand manager. Currently, Cherokee licenses a portfolio consisting of 

more than twelve fashion and lifestyle brands in more than 50 countries and 7,000 retail locations. 

Notable trademarks include: Hawk, Tony Hawk, Liz Lange, Carole Little, and Saint Tropez-West. 

Cherokee’s common shares are traded on the NASDAQ stock exchange under the ticker CHKE and it is 

currently headquartered in Sherman Oaks, California. In addition to licensing their own brands Cherokee 

also acts as an advisor by assisting other brand owners in identifying attractive licensing opportunities. 

Partnership deals have also been realized in the past as seen with Alessandra Ambrosio’s ale by 

alessandra brand.  

Strategic Initiatives 

Cherokee employs Product Design and Development teams in Los Angeles and Minneapolis. These teams 

work with Cherokee’s brand licensees in order to develop innovative seasonal product design concepts. 

This involves introducing new product categories and expanding brands into new regions. Cherokee also 

focuses on organic growth drivers such as: enhanced in-store experiences, a larger online presence, 

partner expansion with more stores, and category expansion into home, footwear, and essentials. 

Direct to Retail Licensing Model (DTR) 

Cherokee employs a direct to retail licensing model. This model is based on the premise that for many 

retailers, business activities such as product development, design, merchandising, sourcing and 

distribution, can be executed more effectively by the retailers themselves who not only command 

economies of scale, but also interact with their customers on a daily basis. This model provides retailers 

the ability to obtain a higher gross margin on sales, and increase consumer traffic due to the flexibility of 

being able to design, source, stock, and sell the licensed products rather than having a fixed set of strictly 

labeled branded goods obtained through a third party vendor.  

DTR has been gaining acceptance among retailers as it offers the licensee or retailer exclusivity in its right 

to market several categories of products; allowing the use of a recognized brand within their territory. 

This offers the retailers the ability to gain competitive advantage through the development of enhanced 

marketing strategies; providing the opportunity of charging a premium over private label price points. 

Notable retailers who use the DTR model include Target, Wal-Mart, Kohl, and Carrefour. 

Royalties 

Royalty payments received through DTR licenses vary depending on the agreement with the retailers. 

These methods include charging a percentage of the retailer’s net sales, charging a fixed percentage of 

product sales, and offering a decreased royalty rate after a certain level of annual sales. Generally, 

Cherokee requires retailers to guarantee a minimum dollar amount of sales, and therefore guaranteeing 
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a minimum amount of royalty payments each year. In the case of Target, they are required to pay a 

minimum royalty rate of $10.5 million per Fiscal year.  

Macro Environment/Industry Overview 

Licensing Business 

Firms in this industry assign rights to 

intangible assets such as patents, 

trademarks, brand names and franchise 

agreements for a royalty payment or 

licensing fee. Although the ascribing firm 

owns the rights of the original asset it 

does not mean they are the creators of 

such assets. Primary activities in this 

sector include assigning rights to 

intangible assets, brand purchasing, and 

licensing. 

Profit and industry size 

Industry profit margins are generally high as the sale of licenses are intangible and have no incremental 

costs. Profitability around the industry has increased since its lowest base in 2010. The increase in 

business investment and consumer demand has provided consumers with the capital necessary to license 

intellectual property, allowing an increase in licensing rates. Firm restructuring and the shedding of 

excess costs during the recession has allowed firms in the sector to further increase its profit margins. IBIS 

estimates that number of firms in the industry are expected to grow by an average annual rate of 1.4% 

over 5 years.  

Business investment 

Investment in the industry has been on the rise over the past 5 years. The licensing sector has 

experienced an 11.4% increase in corporate profits since 2012; recovering off the effects of the financial 

crisis. As previously noted, an increase in consumer demand as well as lower costs due to restructuring 

has driven demand for licensing.   

Outlook 

Over the next 5 years, the economy will experience stronger macroeconomic conditions. Consumer 

spending will surge due to improving consumer conditions as well as falling unemployment rates. This in 

exchange, will cause an increase in advertising expenditures, which will drive consumers towards branded 

products. Over the next 5 years consumer spending is also forecasted to grow at an annualized rate of 

2.6%. This is driven by lower unemployment rates boosting disposable income per capita. Consumer 

confidence is also on the rise, although interest rates are being raised, the Federal Reserve is being 
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extremely cautious of raising the cost of capital too high. The recent hike in interest rates might create a 

downward push on consumer spending due to the increase in saving opportunities.  

 

Catalysts 

Per capita disposable income 

Disposable income measures the dollar amount individuals have at their availability to purchase goods 

and services. An increase in the per capita disposable income allows individuals to spend and purchase a 

greater amount of products, including branded products that the sector holds. 

Consumer Confidence Index 

The Consumer Confidence Index is calculated on a 

monthly basis, measuring consumer sentiment over a 

variety of issues such as unemployment, household 

finances, inflation, income, business conditions, and 

government economic policy. The CCI also asks 

consumers whether it is a good time to purchase or sell 

an automobile, house, or a major household item. As 

consumer sentiment rises, consumer spending follows 

through, especially on branded items; thereby 

increasing industry revenue.  

 

Acquisitions of Brands 

 

Cherokee’s strategic platform for future growth involves the acquisition and representation of new 

brands. Targeting style-focused lifestyle brands such as Tony Hawk, Liz Lange, and recent acquisition Flip 

Flop Shops. In the past, the acquisition of brands that fit the company’s long term goals has allowed 

Cherokee to expand and sustain its revenue trend. In FY 2014, through the acquisition of the Tony Hawk 

brand, Cherokee was able to increase revenue levels by 18%.  
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Management Team 

Key Executive Compensation 

Henry Stupp  

Title: CEO & Director                                     Basic Compensation: $1,271,000                                       Since: 

2010 

Mr. Stupp became Chief Executive Officer in August 2010. Prior to joining Cherokee, Mr. Stupp was the 

co-founder of Montreal based Novel Teez Designs, later known as NTD Apparel USA LLC, a licensee of 

entertainment, sport, and branded apparel. Mr. Stupp served as President of NTD Apparel USA LLC from 

2005 until 2010. Mr. Stupp is currently serving a two year term as a Director of International Licensing 

Industry Merchandiser’s Association. Mr. Stupp has a bachelor’s degree in Economics, through Concordia 

University.  

Howard Siegel  

Title: President & COO                                  Basic Compensation: $709,000                                          Since: 

2010 

Mr. Siegel has been working for Cherokee since January 1996 as VP of Operations and Administration and 

became President on June 1, 1998. As of January 2010, Mr. Siegel was appointed as the Chief Operating 

Officer. Prior to January 1996, Mr. Siegel worked as a senior executive for Federated Department stores 

and Carter Hawley Hale Broadway stores. Mr. Siegel attended University of Florida where he received his 

Bachelors of Science degree. 

Jason Boiling 

Title: CFO                                                         Basic Compensation: $509,000                                         Since: 

2013 

Mr. Boling became Chief Financial Officer in March 2013. Prior to joining Cherokee, Mr. Boling was VP of 

Finance and Accounting at DTS Inc., a high-definition audio technologies and audio enhancement solution 

company. Mr. Boling has domestic and international experience in M&A, acquisition integration, strategic 

planning, budgeting, compliance and controls, investor relations, and tax planning. Mr. Boiling is a 

Californian CPA, and earned his bachelor’s degree in Business administration from California State 

University Northridge.  
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Risks 

Brand & Trademark vulnerabilities 

The main risk for licensing companies is a revenue slip due to unprotected copyrights, as well as 

vulnerabilities in their brands and trademarks. This includes, pirating, copycat products, selling of 

products without permission or selling rights. 

Retail Industry 

Because Cherokee is in the retail licensing industry, it is exposed to the risks associated with the retail 

sector. These risks can impact the sale of products that bear their brands, adversely affecting revenues. 

Such risks include consumer preferences regarding trends and styles, consumer preferences regarding 

where to shop, shifts in the seasonality of shopping patterns, declining retail prices, and changes in cost 

of capital. 

Reliance on Target 

Royalty revenues from Cherokee’s brands at Target accounted for 43% of consolidated revenues in fiscal 

2015. This leaves Cherokee vulnerable to a substantial decrease in both its revenues and cash flow if 

Target were to reduce or discontinue its sales of Cherokee’s brands. Target recently announced that it 

will not renew its contract pertaining the sale of Cherokee’s branded products. The contract which 

expires in January 31 of 2017 will severely reduce the sales and royalty payments of Cherokee. Currently, 

the reliance in Target means Cherokee’s success is dependent on several factors affecting Target’s 

business.  

Dependency on Kohl 

In January 2014, after the acquisition of the Hawk and Tony Hawk brands, Cherokee entered a retail 

licensing agreement with Kohl’s, granting Kohl’s the exclusive right to sell Tony Hawk, and Hawk branded 

apparel in the United States. Therefore, revenues from Kohl’s that surpass the $4.8 million minimum 

annual royalty are subject to the growth of the aforementioned brands in future periods.   

Geopolitical Risk 

Geopolitical risk showcases the possibility of investment returns suffering as a result of political changes 

or instability in a region or country. This could arise from a change in government, legislative bodies, 

other foreign policy makers, or military control. Cherokee licenses its brands in more than 50 countries, 

as such it is subject to geopolitical risk in several regions.  
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Shareholder Base 

Ownership Summary 

 

Valuation 

Comparable Company Analysis (CCA) 

Our selection criteria is based on similar business and financial profiles as well as susceptibility to similar 

risks and opportunities. Growth profiles tend to be similar, driven by inorganic growth opportunities such 

as the acquisition of brands, as well as organic growth stemming from the development of new brand 

products through retailers. Currently, Cherokee is trading below its peers on a 2015E EV/EBITDA basis of 

9.98x compared to the comparable universe average of 16.88x.  

Discounted Cash Flow Analysis (DCF) 

Cherokee’s unlevered free cash flow was projected over a 5 year period based on historical data as well 

as qualitative analysis. Due to the discontinuance of Target’s contract pertaining the sale of Cherokee 

branded products in 2017, and due to the lack of an appropriate comparable multiple range, we decided 

that the Gordons Growth Model in order to calculate the terminal value was the most appropriate in this 

scenario. The Weighted Average Cost of Capital (WACC) was calculated at 6.30%. Enterprise Value is 

calculated as $176,393 giving an Equity value of $156,464. Equity value was then divided by total number 

of shares outstanding giving a target price per share of $17.94. 
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Appendix 

Comparable Company Analysis (CCA) 
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Discounted Cash Flow Analysis (DCF) 
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Legal Disclaimer 

The content, opinions, estimates, and projections contained in this report are those of WestPeak 
Research Association (known as “WestPeak” or “WestPeak Research”) and its directors, analysts, and 
affiliates and are subject to change without notice. The content, opinions, estimates, and projections on 
this report may not have been updated directly by WestPeak and its directors, analysts, and affiliates and 
may also have been altered or without your or our knowledge. WestPeak and its directors, analysts, and 
affiliates, without exception, do not accept any liability for factual, typographical, and grammatical errors, 
omissions, or content in this report. WestPeak and its directors, analysts, and affiliates do not accept any 
liability for damages arising from the use of or reliance on any of the content, opinions, estimates, and 

projections on this report. WestPeak and its directors, analysts, and affiliates endeavor to ensure that the 
content, opinions, estimates, and projections have been compiled or derived from sources that we 
believe are reliable and contain information and opinions that are accurate and complete. Information 
may be available to WestPeak and its directors, analysts, and affiliates that is not reflected in this report. 
The information in this report is not intended to be used as the primary basis of investment decisions, 
and because of individual client objectives, should not be construed as advice designed to meet the 
particular investment needs of any investor. This report is for information purposes only and is not an 
offer to sell or the solicitation of an offer to buy any security. WestPeak and its directors, analysts, and 
affiliates may have a personal long or short position in any of the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. The reader should assume 
that WestPeak and its directors, analysts, and affiliates may have a conflict of interest and should not rely 
solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein. The 
reader, by the viewing of and use of the content, opinions, estimates, and projections contained in this 
report is assumed by WestPeak and its directors, analysts, and affiliates to have fully read, understood, 
and unconditionally agreed to all the terms and conditions set forth in this legal disclaimer. 
  

Mauricio Lau 

Analyst 
 

WestPeak Research Association 

contact@westpeakresearch.com 


