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We recommend a marketweight position on KSS’ 4.25% Sr. 
Unsecured notes of 2025. Kohl's Corporation operates as an omnichannel 
retail company in the United States. Its roughly 1,160 namesake 
department stores and website offer apparel, footwear, accessories, beauty, 
and home products. As Covid-19 decimates sales across an already 
struggling industry, retail companies have been under extreme pressure to 
maintain profitability and survive in increasingly competitive 
environments. KSS has implemented initiatives to spur growth in its 
topline. Most notably, its traffic-driving returns partnership with AMZN 
has shown promising results in its pilot which we believe will carry over 
through its nationwide implementation. While we are confident in this 
partnership, as well as KSS’ unique store formats and locations, we are 
wary of its inability to stimulate growth in its women’s segment and offset 
flat & declining comparable sales. Although the market has not realized 
the full potential of the AMZN partnership, its positive effects are not great 
enough to cause KSS’ 25s to tighten significantly moving forward, thus we 
maintain the market’s current valuation of these notes.  
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Figure 1: Capitalization Table 
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Long-Term Outlook Hinges on Turnaround in 
Women’s Segment and Increase in Comparable Sales 
KSS’ women’s category accounts for ~30% of its total net 
sales. Prior to Covid, KSS struggled with innovation in 
Women’s. Sales growth has been largely negative since 
3Q18. Women’s apparel sales have been weak in recent 
years across the industry as consumers shift to online 
shopping and competitively priced fast-fashion brands. 
The pandemic only exacerbated this decline, placing 
renewed pressure on KSS to correct this and remove 
underperforming brands. KSS attempted to fix margin 
pressure through the launch of new brands (Nine West, 
Scott Living). Though these initiatives spurred customer 
interest, they have not offset weakness in women’s, as 
evidenced by declining segment growth. In response to 
this, KSS has developed another turnaround strategy, 
created by a newly appointed leadership team. This 
strategy involves exiting 8 underperforming brands and 
entering new partnerships with Land’s End, and TOMS. 
We are cautiously optimistic about this turnaround 
strategy, as it has great potential, however it is possible 
that with the persistence of Covid & rapidly changing 
consumer interest, its benefits may not increase 
comparable sales.  As a result of the poorly performing 
women’s segment, as well as weaknesses in other 
segments like home and footwear, comparable sales have 
been largely declining or flat. Should the turnaround 
strategy in KSS’ women’s segment result in substantial 
growth in 2H2020, comp sales may show positive growth 
and make its way back to highs of 2018. 
 

Figure 3: KSS Key Performance Metrics Growth 

Traffic Driving Returns Partnership with Amazon 
In 2017, KSS made the surprising move to partner up with e-
commerce giant, Amazon (AMZN). This partnership allows 
KSS to accept AMZN returns in Kohl’s. The overarching goal 
of this initiative is to convert traffic that comes to stores into 
loyal KSS customers over time. The nationwide rollout of this 
program began in 2019 after a pilot of 82 stores showed 
extremely positive results. This is illustrated in sales growth 
from Chicago (pilot location) compared with the rest of the 
U.S. Chicago sales growth tracks closely to the rest of the U.S. 
until the first quarter of 2018 (when AMZN partnership 
launched), where revenue growth tops more than 10%, versus 
5% for the rest of the U.S. Data shows that Chicago sales, 
transactions, and customer growth all outpace the same 
metrics nationwide for 2018.  Most notable is the fact that 
Kohl’s percentage of new customers (customers that did not 
shop at Kohl’s in the prior calendar year) is up 9% versus 1% 
for the rest of the U.S. - this indicates that the Amazon 
initiative has driven new customers to store locations. KSS 
rolled out the nationwide AMZN returns program in 2H 2019. 
Due to a softer than expected Q3 and Q4 2019 holiday period 
as a result of continued poor performance in the women’s 
category (~30% of net sales), the impact of AMZN 
partnership has not been fully realized. While the market’s 
skepticism regarding this partnership was misplaced, we 
recognize that the women’s segment has not shown much 
promise in recent quarters, and a long-awaited turnaround 
strategy has yet to be fully underway, leaving investors 
questioning when the turnaround will materialize. 
 
 
 

  

 

Figure 2: KSS Revenue Growth Y/Y 

*Source: Bloomberg, MFIF Analysis 

*Source: Bloomberg, MFIF Analysis 
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Figure 4: Comparable Sales 

*Source: Company Filings 
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Figure 5: Women’s Segment Growth 
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Unique Store Formats and Locations will Serve as a 
Strategic Asset for Navigating Covid Crisis, and 
Capturing Market Share  
According to a 2017 report by Credit Suisse, 20-25% of 
malls are likely to close in the next 5 years due to 
thousands of store closings that have been announced. 
The pandemic has only exacerbated store closures - 
leaving a great deal of revenue and market share to be 
claimed. The J. C. Penney bankruptcy (among others) 
means that there could be a market share of 
approximately 10-15 billion USD or more per year, 
which would be split between KSS, JWN, AMZN, and 
other major players in the retail industry. With a store 
within 10 miles of half of the JC Penney locations slated 
to close, and stores within 15 miles of 80% of 
Americans, KSS is in a solid position to attract new 
customers. KSS’ ability to stay afloat and avoid closure 
during this crisis is partially attributable to its unique 
real estate strategy. KSS stands out from other 
department stores, as 95% of its 1,158 stores are located 
off mall. KSS’ comps, like M and JWN are very heavily 
centered in mall locations. In fact, of the roughly 1,000 
malls open in the US, 6.2% of total square footage is 
occupied by M, and roughly 1.5% is occupied by JWN. 
M and other retail stores have begun to realize the 
negative effects of keeping large stores in malls and 
have followed in the steps of KSS to begin opening 
smaller “off-mall” stores in the next two years. The 
positive effects of this, however, will take quite a bit of 
time to materialize, whereas this strategy has been one 
that KSS has been taking advantage of since its 
inception. We believe that as the pandemic continues, 
KSS’ unique store format will become even more vital, 
as shoppers may be unable or unwilling to return to 
crowded-indoor spaces for some time. Thus, we remain 
confident in KSS’ ability to use its unique advantage to 
survive through the crisis. 
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Figure 7: Occupants of US Mall Space 

*Source: Bloomberg, MFIF Analysis 

 

Figure 8: KSS Locations Nationwide 

*Source: Bloomberg 
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*Source: Company Filings 

Risks 
 

§ AMZN partnership does not lead to new customers 
or increased revenue across the nation as it did in 
Chicago pilot stores, further depressing revenues 
 

§ Turnaround in comparable sales can tighten notes  
 

§ Significant improvement in Women’s segment as 
a result of new turnaround strategy can lead to 
notes tightening 

 
§ As with all bonds that hover above high yield, 

there is a slight fallen angel risk, however we do 
not foresee this coming to fruition 
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Figure 9: Competitor Financial Performance and Health 

*Source: Bloomberg, Company Analysis, MFIF Analysis 
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Figure 10: Z -Spread 
 

Relative Value 
KSS and its comps have traded in relatively similar 
patterns historically. Though most of its comps’ 
25s were issued quite recently as opposed to KSS’ 
25s which were issued in 2016, the trends remain 
the same. Bonds across the retail industry were 
trading extremely wide due to market volatility as 
a result of the Coronavirus pandemic. Slowly 
however, the market began to price in companies’ 
financial health, growth initiatives, and likelihood 
of surviving the pandemic, and their spreads began 
to reflect this. Currently, KSS is trading tighter 
than its comps by at least ~40bps, we believe this 
is justified. Qualitatively, KSS’ unique 
partnerships and store format give it a strategic 
advantage over peers to remain profitable. M & 
JWN’s colossal presence in shopping malls has 
worked against them in recent months, as many 
mall-based stores have been forced to permanently 
close as a result of overall shift by consumers to 
digital platforms. On Sept. 3, Moody’s 
downgraded JWN’s senior unsecured debt ratings 
to BB+ causing an overall negative sentiment 
toward the company by investors, leading to 
increased widening of its 25s. GPS had, for a few 
weeks, traded tighter to KSS, however as the 2Q 
results showed continued underperformance of its 
Banana Republic segment, with drastic declines in 
same store sales, markets corrected and GPS 
widened ~180bps. 
 
KSS’ credit metrics shed further light on its 
superior financial position, despite taking out more 
debt. Its Debt/LTM EBITDA stands at 3.3x while 
comps M, JWN, and GPS’ leverage are 8.9x, 
10.7x, and 3.9x respectively. Additionally, KSS’ 
FCF/Debt percentage stands at 19% while its 
comps are at 12%, -19% and -8% respectively, 
signifying KSS’ superior ability to support its debt 
obligations using its cash flows when compared to 
its peers.  
 
The retail industry is a volatile one and this 
volatility began long before Covid, as the shift to 
digital commerce has left brick & mortar 
companies struggling to remain profitable. Covid-
19 has exacerbated these challenges. We believe 
that the market has accurately priced in these risks, 
while considering KSS’ superior ability to emerge 
from the crisis in a better position than peers. 
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 Figure 11: Summary Model 
 

 
 

*Source: MFIF Analysis, SEC Filings 
 
 
 
 
 
 
 
 


