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By Marie Driscoll
contribut ing Writer

New York & Company 
Beats Q2 Estimates on 
Outlet Conversions 

Analysts were looking for break-even results 
at New York & Company, which recently 
converted 50 stores to New York & Company 
Outlet locations. In Q2, the company beat 
sales and earnings expectations on positive 
comps (up 0.3 percent) and omnichannel 
initiatives, and sales growth at the Eva Mendes 
and Jennifer Hudson lines.

   “As we have said previously, we are 
committed to a comprehensive review of  
our entire real estate portfolio to improve 
profitability,” said John Worthington, COO. 
“To that end, in the first half  of  2016, we 
opened one store, closed five and converted 
50 underperforming New York & Company 
stores to our outlet concept. As we move into 
the second half  of  the year and into 2017, we 
will continue our aggressive review of  our real 
estate portfolio to further improve profitability 
through rent reductions, repositions to more 
economical locations and closures of  under-
performing stores.”

The company expects to close 23 to 28 stores 
in the second half  of  2016 and to open one 
store. It will end the year with approximately 
125 New York & Company Outlets and a total 
of  approximately 460 stores. It continues to  
test two Eva Mendes freestanding stores — in 
Fort Lauderdale and San Francisco — and is 
pleased with the initial customer reaction to the 
Eva Mendes test stores. 

Sheamus Toal, CFO, said 
New York & Company is still 
in an evaluation phase with 
some of  its outlets.

 “We are very committed to 
assessing our entire real estate 
portfolio and ensuring that we 
can improve the profitability 
of  all of  our stores as we move 
forward, and our New York & Company 
Outlet stores are certainly a component of  
that,” Toal said. “Our outlets were a big part 
of  our strategy this year in terms of  taking 
50 underperforming stores in 2016 as well 
as 12 underperforming stores in 2015 and 
converting them from our core New York & 
Company portfolio into our outlet concept. 
We saw strong results in those stores that were 
converted in 2015 and we saw a significant 

improvement in the trend of  those stores as 
we moved forward into Q2 this year. So we 
have been pretty pleased with the success of  
the program so far.”

He added that the company’s store count is 
dependent upon how the program rolls out 
and whether we find additional opportunities 
for conversions. 

“Also, we are closing stores and expect that 
the store count will come down as we move 

through the rest of  2016 
and even into 2017,” Toal 
said. “We have taken a 
very aggressive view on 
our real estate portfolio 
and moving all of  our 
stores that were either 
slight losses or marginally 
profitable into signifi-
cantly profitable, thus the 

store mix and store count will depend upon 
the success of  these strategies.”

 On real estate flexibility, Toal noted, “A 
significant percentage of  our store leases are 
relatively short term in nature, which gives us 
tremendous amount of  flexibility in terms of  
being able to either reposition, close or renego-
tiate new terms in those stores. Over the next 
three years about 70 percent of  our leases are 
coming due. It is a significant opportunity and 

provides us some flexibility.” 
New York & Company reported Q2 profits 

of  $945,000 or $0.01 per share, versus a year 
ago loss of  $146,000. Sales declined 1.2 percent 
to $232.8 million. The gross profit margin 
expanded 30 basis points to 28.8 percent of  
sales and the SG&A expense ratio declined 10 
basis points to 28.2 percent of  sales. Operat-
ing income of  $1.3 million increased three-fold 
and represented 0.6 percent of  sales.  For Q3, 
management projects sales and comp store sales 
to be flat to up low-single digit from $219.8 mil-
lion in Q3-2015, gross margin expansion of  50 
to 150 basis points (from 30.1 percent), and an 
operating loss but improvement over the $4.9 
million operating loss reported in Q3-2015.

Cowen and Company: 
More Consumers  
Shopping Outlets

Visits to outlets are increasing, up 4 per-
centage points since March and it continues 
to outpace mall traffic, according to Cowen 
and Company’s Outlet Traffic Tracker. 

Men and Millennials are leading the trend. 
Men of  all age groups showed gains in the 

Shopping Outlets Have  
Huge Impact on Retail Sales

“We have been 
pretty pleased 
with the [outlet] 
program so far.” 

Sheamus Toal
New York & Company

in the first half of  2016, New York & Company converted 50 units into outlet stores.
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June/July period. Forty four percent of  Mil-
lennial male survey respondents visited an 
outlet during July. Cowen believes athleisure on 
promotion is driving male outlet visits across 
all age groups. 

Among women across all age groups, 22 
percent visited outlets in July, with the 18-34 
year-old contingent leading outlet visits at 31 
percent.

“With outlet product potentially more weight-
ed towards clearance than ‘made for product,’ 
a challenging environment for handbags and 
watches, and competition from highly promo-
tional full-price stores, better values and treasure 
hunt could perhaps be found closer to home,” 
Cowen noted. Twenty six percent of  the total 
survey population visited an outlet in July. 

The Cowen Outlet Tracker doesn’t capture 
international shoppers, a weak link in outlet 
traffic (as well as international U.S. flagship 
locations and destination malls/shopping 
centers) for the past 12 months. During its 
Q2 conference call, Macy’s noted that sales 
trends in major tourist stores improved in 
Q2 and as the U.S. dollar laps its steep year 
ago rise, currency is less likely to be a factor 
in U.S. retail. Driscoll Advisors concurs with 
Cowen that any easing of  the U.S. dollar 
versus the world’s major currencies would be 
bullish. Moreover, we believe many retail-
ers exited Q2 with clean inventories, and 
thus promotional activity in the second half  
could return to a more rational pace and 
thereby accentuate the value proposition of  
the outlet channel.  

Millennials are a highly value-focused demo-
graphic, coming of  age during the Great Re-
cession with huge student debt burdens and a 

muted job market for nearly a decade. It is no 
wonder they are attracted to H&M, Primark, 
fast fashion and outlets. 

 

Nordstrom’s  
Anniversary Sale Shift 
Impacts Q2 Results

Despite a later start to Nordstrom’s  
Anniversary Sale — it’s biggest promotional 
event of  the year — the company significantly 
beat the SPCapIQ consensus Q2 EPS estimate 
of  $0.55, and reported $0.67 versus $1.11. 
Sales were $25 million short of  the consensus 
estimate at $3.6 billion and declined 0.2 percent 
year over year. The consolidated comp declined 
1.2 percent as the late start to the Anniversary 
Sale reduced the comp metric an estimated 250 
basis points (or 2.5 percentage points).

At Nordstrom full-line stores, Nordstrom.
com and Trunk Club, the combined comp was 
a decrease of  2.3 percent; this was offset by 
momentum at Nordstrom Rack, in store and 
online, where the comp rose 5.3 percent, on top 
of  the 6.5 percent comp gain in the comparable 
year ago period. Gross margin contracted 101 
basis points to 34.3 percent of  sales. 

“Our overall merchandise margins in our 
Nordstrom brand, our full-price business, 
were roughly equal to last year,” said Michael 
Koppel, CFO. “Most of  the impact we had in 
negative merchandise margins came through 
the off-price business. We also had some  
deterioration in the gross profit due to increased 
occupancy costs related to the opening of  new 
Nordstrom Rack stores. Basically, the regular-
priced business was better than expectations 
but equal to last year.”

Blake Nordstrom, co-president, responded 
to a question on merchandise mix at Nord-
strom Racks, stating, “Merchandise from our 
full-line Nordstrom stores has been fairly con-
sistent for some time. Where it does change 
very slightly is if  we change, in any material 
way, the amount of  Nordstrom Racks we have 
because the number of  full-line stores have 
been fairly consistent. Presently, approximately 
15 percent of  the merchandise comes from the 
full-line stores and the rest of  Nordstrom Rack 
merchandise comes from close-outs at our 
top vendors, and this merchandise allows us 
to be very current, have good offerings, sizes 
and balance. In terms of  the margin, different 
components affect the markdowns, and part 
of  it is the merchandise that comes from our 
full-line stores. 

“We are dealing with immediate impact to 
date, but there’s also a tail to it. So as we adjust 
merchandise over the second half, it has to 
go through our ecosystem, both the full-line 
stores and online and then to our Racks. Some 
of  the product that didn’t sell well at full-price 
has been challenged at off-price too, and we 
are taking the necessary markdowns in all of  
our businesses upfront to try to address what 
is the right price to clear these goods. Overall 
the most important thing, whether it’s Nor-
dstrom Rack or our full-price stores, is that 
we are in one of  the best inventory positions 
we have been in in many years. We are able 
to respond to the customer, partner with our 
vendors and have good product flow. A lot of  
good things come from that.” 
 On Nordstrom Rack expansion Koppel said, 
“We have made a modest reduction to our 
Rack store expansion plans, given the growth 
of  our online business, which has doubled 
since the launch of  Nordstromrack.com a 
couple years ago.” 

Blake Nordstrom elaborated, “We shared 
a couple of  quarters back that we thought 
we could be around 300 stores by 2020. Our 
Nordstrom Rack stores have been a good 
return on the shareholders’ investment and at 
the same time, we are mindful of  the terrific 
growth online that’s coming. When we talked 
about 300 Nordstrom Rack locations, that 
included Canada. We think Canada could have 
roughly 15 Nordstrom Racks when we’re done. 
We will start with our first Canadian Nord-
strom Rack in 2018. When we add the 15 with 
a reduced number, we are just shy of  300. It is 
not a linear thing. When opportunities come 
forward in key locations, we will take advan-
tage of  that. And that 300 could go up a little 
bit or could come down. But to the best of  
our knowledge today, we think the number of  
Nordstrom Racks is just under 300 by 2020.”  
With the better-than-expected Q2 results,  
Nordstrom management modestly increased 
fiscal 2016 (ending January 2017) guidance, 
raising the outlook for EPS to a range of  $2.60 
to $2.75, from $2.50 to $2.70 while reiterating 
its expectation for sales growth of  2.5 per-
cent to 4.5 percent and comps of  a 1 percent Nordstrom expects to have just under 300 Nordstrom Rack stores by 2020.

(Continued from page 23)        
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(Continued on page 26)

decrease to a 1 percent increase.   
Nordstrom’s store fleet on July 30 consisted of  

118 U.S.-based and three Canadian Nordstrom 
full-line stores; 200 Nordstrom Racks and eight 
other stores, consisting of  Trunk Club clubhous-
es, Jeffrey boutiques and a Last Chance store.

Coach Returns  
to Positive Comps on 
Stuart Vevers’ Product 

Coach achieved positive comps in North 
America in the final quarter of  FY 16 ended 
June 30, with a nod for its acumen in an 
increasingly difficult (read promotional and 
value-focused) selling environment. 

Stuart Vevers has brought renewed rigor and 
passion to Coach product. His design spans 
all brand touchpoints and he has captured the 
imagination of  a new modern luxury shopper 
with whimsical iconography along with impec-
cable design execution. 

Victor Luis, CEO, spoke to Vevers’ impact, 
“At our Coach Factory Stores, Q4 marked the 
introduction of  a new Stuart-designed silhouette, 
the Harley, which is performing very well,” said 
Coach CEO Victor Luis. “In addition, Stuart in-
troduced an expanded breadth of  novelty prints 
and styles like the reversible tote and MINI Ben-
nett. These prints clearly signaled summer and 
delivered strong storytelling in our stores. The 
consumer response to the expansion of  men’s 
product to all outlet centers was exceptional. 
While backpacks continued to be a top perform-
er, we were especially pleased by the performance 
of  men’s novelty prints, which underscored that 
our men’s customer is willing to invest in fashion 
pieces as well as modern classics.” 

Looking ahead in the outlet channel, Luis 
noted, “You will see a product and pricing 

architecture similar to Coach full-price retail. 
Starting with our value product, such as the 
reversible tote; essentials, such as Phoebe; and 
fashion, including collaborations and sophis-
ticated handbags, such as Blake. Pinnacle 
product continues to be very important as 
our most elevated offering with the highest 
amounts of  novelty. In FY 2017, you will see 
some standalone disruptive Coach Factory 
Outlet collaborations unique to this channel, 
such as Pac-Man this fall. Finally, men’s is 
going to be a major focus in outlet, and we 
expect it to be over 20 percent of  the busi-
ness by the end of  the fiscal year.”

Luis added, “Comp trends in both Coach 
full-price retail and Coach Factory Outlet 
stores accelerated while 
the Internet contributed 
approximately one per-
centage point to aggre-
gate comp this quarter. 
Overall, our aggregate 
comp was up 2 percent 
lead, as expected, by retail, 
while the Coach Factory 
Outlet comp was essen-
tially flat. Higher ticket 
drove overall comp while 
very slight changes in traffic and conversion 
netted to a flat overall number of  transactions. 
Most importantly, Q4 marked a return to posi-
tive North America comp for the first time 
since the Q3 of  ’13, and the seventh sequential 
improvement since our transformation began 
two years ago, representing a 26 percent comp 
swing since Q1 of  FY 2015.”

Andre Cohen, president North America 
Retail, responded to a question on the strength 
of  the outlet, “We are really pleased with the 
sequential improvement we have seen in the 
outlet channel over the last several quarters. It 

remains a very productive, important chan-
nel for Coach, as you know. For FY ’17 going 
forward, we’re really looking at comps being 
sort of  either side of  a flat and over time, as 
conditions in the market improve, we’re hop-
ing to be able to reduce our promotional activ-
ity at Coach Factory Outlet locations. For fiscal 
2017, we are expecting comps to be positive 
across all quarters.”

Regarding tourism, Luis said the company 
has not seen a dramatic shift quarter-to-quarter.

“In fact, what we have seen is a slight de-
crease in Chinese tourists, which has been made 
up by increases in our Japanese and Korean 
tourists here in the U.S.,” Luis said. “Overall, 
global flows have remained pretty consistent to 

the trends that we have seen 
in the past. France being 
negatively impacted, of  
course, by terrorist attacks; 
continued softness in Hong 
Kong and Macau, and now 
Japan is anniversary-ing the 
massive increase last year 
of  PRC tourists; South 
East Asia continues to see 
tremendous benefits from 
PRC tourists.” 

Coach’s sales rose 15 percent in the final quar-
ter of  fiscal 2016, ended July 2, to $1.15 billion 
and sales at Coach brand totaled $1.07 billion, 
up 11 percent. North America Coach brand 
sales rose 9 percent to $606 million including 
$44 million due to the extra week in the period. 
North American Coach brand comps increased 
2 percent, with half  of  the gain propelled by 
e-commerce, while point of  sale at North 
American department stores declined at a mid-
teens rate in tandem with Coach’s strategy to 
exit approximately 25 percent of  its department 
store doors while reducing markdown allow-
ances in an effort to support pricing consistency 
across channels and elevate the brand. Gross 
margin contracted 70 basis points while gross 
margin at Coach brand expanded 40 basis 
points excluding currency. On a non-GAAP 
basis, operating income increased 39 percent 
to $175 million and represented 15.1 percent 
of  sales (exhibiting 250 basis points operating 
margin expansion). Non-GAAP FQ4 EPS were 
$0.45 versus $0.31 and GAAP EPS were $0.29 
versus $0.04.  For fiscal 2016 sales were $4.5 bil-
lion and GAAP EPS were $1.65. The 53rd week 
contributed about $84 million to 2016 fourth 
quarter sales and $0.07 to EPS.

Guidance for fiscal 2017 includes a low-to-
mid single digit increase in net sales and an 
operating margin in the range of  18.5 percent 
to 19 percent of  sales for Coach Inc., and an 
operating margin of  20 percent for Coach 
brand. Net income and EPS are projected to 
accrete at a double digit pace. 

Coach enters fiscal 2017 with a global store 
fleet of  954 Coach stores including 432 North 
American locations: 204 Coach Factory Outlet 
stores, including 26 Coach Factory Men stores 

The factory outlet 
channel “remains 
a very productive, 
important channel 
for coach.”

Andre Cohen
Coach

coach ceo Victor Luis said the company has not seen a dramatic shift in tourists.
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and 228 Coach full-price retail stores; 195 in 
Japan, 185 in Greater China (PRC, Hong Kong 
and Macau), 103 in other areas of  Asia and 39 
stores in Europe. 

Express Sales Impacted 
by Shift to GenZ

Sales at Express declined 6 percent in Q2 
to $505 million along with an 8 percent comp 
store sales decline, which included a 7 percent 
decline in e-commerce sales.  

“Sales and earnings were below our guid-
ance, reflecting challenging store traffic 
compounded by a lack of  clarity across the 
assortment,” said CEO David Kornberg. “We 
believe we have identified the necessary actions 
to position Express to regain momentum and 
we are moving on them. Our fall assortment is 
more cohesive across our wearing occasions, 
clearly identifying the important trends, and 
we are aggressively pursuing several marketing 
initiatives focused on driving new customer 
acquisition and retention. In addition, we are 
pleased with our overall inventory position as 
we begin the fall season.”

Kornberg said Express is optimistic about its 
merchandise strategy since it has “rationalized 
our choice counts so that we clearly identify, 
curate and communicate the important trends. 
This will be reflected in Q4 receipts and should 
be optimized by the beginning of  2017. Begin-
ning with the fall season, we have adjusted the 
merchandising and marketing projection of  
the brand to be more closely aligned with our 
target-customer demographic. Going forward, 
we will continue to deliver frequent newness, 
but will tell fewer stories to ensure our offer-
ings are clear and cohesive across lifestyles. A 
great example of  this will be with studio pants. 
We are relaunching pants for September with 
strong in-store navigation and marketing. As 
you know, women are very loyal to brands that 
offer superb fits in pants, 
and we’re pleased to be 
building upon our strength 
in this category with our 
new studio pant offering. 
We expect newness in fab-
ric, silhouettes and rise to 
allow us to drive UPTs.” 

Kornberg addressed 
store fleet optimization, 
stating, “We are making 
considerable progress 
toward our store closing initiative. In fact, 
during the first half  of  2016, we closed 15 
stores on top of  the 27 stores closed in 
2015, bringing us to 42 closures, just eight 
shy of  our 50-store target. We continue to 
have regular real estate reviews to assess 
whether any incremental closures might be 
warranted. While we do not intend to go 
beyond 50 store closings at this point, we are 
continuing to add flexibility to our B&C level 

lease terms as renewals are negotiated. We 
also continue to see opportunity to expand 
our Express Factory Outlet, broadening 
our reach to new customers at an attractive 
ROI. During the quarter, we opened six new 

Express Factory Outlet 
locations and converted 
three existing stores into 
outlets. We operated a total 
of  94 Express Factory 
Outlet stores at the end 
of  Q2 and during Q3, we 
will open five additional 
outlets. We expect to end 
2016 with 104 Express 
Factory Outlet locations 
and are well on our way to 

reach our target of  140 to 150 stores within 
the next few years.”  

Periclis Pericleous, CFO, spoke to store-traf-
fic declines and same-store-sales comparisons. 

“From an Express Factory Outlet stand-
point, we have seen a similar decline in the 
outlet business as we have seen in the retail 
business from a store standpoint, mainly driv-
en by traffic in the outlet location,” Pericleous 
said. “Overall, we are pleased with the outlet 

performance as a channel.” 
The 6 percent Q2 sales decline was ac-

companied by a 320 basis point contraction in 
gross margin to 29.1 percent of  sales, reflect-
ing reduced merchandise margin (down 200 
basis points) as Express cleared inventory 
for the fall season and exited Q2 in a healthy 
inventory position. Inventory levels were down 
6 percent year over year and include approxi-
mately $49 million in Express Factory Outlet 
product, much of  it for new locations. Oper-
ating income of  $17.9 million declined 50.1 
percent and represented 3.5 percent of  sales 
(down 320 basis points).

Express management is not looking for an 
improvement in store traffic and projects FY 
2016 (ending January 2017) comparable sales to 
be in the negative high single-digit range; sees ap-
proximately 250 basis points of  operating margin 
contraction, adjusted net income to range from 
$79 million to $90 million; and adjusted EPS in 
the range of  $1.00 to $1.14 versus $1.45. 

The Express store fleet numbered 648 loca-
tions as the company enters the second half  of  
fiscal 2016; 537 Express full-price retail loca-
tions in the U.S., 17 in Canada and 94 Express 
Factory Outlet stores in the U.S. v 

“We continue to 
see opportunity 
to expand our  
Express Factory 
Outlet.”

David Kornberg
Express

express will end the year with 104 Express Factory Outlet locations.
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