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Childrens Place, Inc. (PLCE)

$62.22 (As of 01/03/20)

Price Target (6-12 Months): $53.00

Summary

Shares of Children’s Place have declined and
underperformed the industry in the past six months. Notably,
the company posted mixed third-quarter fiscal 2019 results,
wherein earnings beat estimates but sales lagged the same.
Also, earnings continued to decline year over year. Results
were hurt by soft sales, owing to weak traffic, transactions and
conversions in the third quarter. Moreover, weak margins in
the past few quarters have been a concern. Further, the
company provided soft view for fourth-quarter fiscal 2019 due
to weaker-than-planned mall traffic. Based on soft fourth-
quarter view, it also slashed its guidance for fiscal 2019.
However, Children’'s Place’s multi-year growth initiatives,
comprising product, alternate channels of distribution, digital
transformation, fleet optimization and international expansion,
bode well.
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$116.84 - $53.62

20 Day Average Volume (sh) 1,668,991
Market Cap $937.3 M
YTD Price Change -0.5%
Beta 0.68
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Industry

Zacks Industry Rank

$2.2413.6%

Retail - Apparel and Shoes

Top 22% (55 out of 252)

Last EPS Surprise 0.3%
Last Sales Surprise -1.8%
EPS F1 Est- 4 week change -8.7%
Expected Report Date NA
Earnings ESP 0.0%
P/ETTM 13.3
P/E F1 12.2
PEG F1 15
P/STTM 0.5
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EPS Estimates
Q1 Q2 Q3 Q4  Annual*
2021 $0.72 E $0.39E $3.53 E $2.16 E $6.39 E
2020 $0.36 A $0.19 A $3.03 A $1.56 E $5.11 E
2019 $1.87 A $0.70 A $3.07 A $1.10 A $6.75 A

*Quarterly figures may not add up to annual.

The data in the charts and tables, including the Zacks Consensus EPS and Sales estimates, is as of 01/03/2020. The reports text is as of

01/06/2020.
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Overview

Based in Secaucus, NJ, The Children's Place, Inc. (PLCE) is a pure-play
children's specialty apparel retailer. The company sells apparel,
footwear, accessories and other items for children; and designs,
contracts to manufacture, and sells merchandise under the brand names
“The Children's Place”, "Place" and "Baby Place”. It operates through
two segments — The Children's Place U.S. and The Children's Place
International.

The Children's Place U.S. comprises stores in the United States and
Puerto Rico and revenues from United States-based wholesale
business. The Children's Place International (accounted for the rest)
consists of Canada-based stores as well as revenues from the
company's Canada wholesale business and international franchisees.

As of Nov 2, there were 955 stores across the United States, Canada
and Puerto Rico as well as the e-commerce business at
www.childrensplace.com in the United States and Canada. The
company also has 260 international points of distribution in 19 countries,
open and operated by eight franchise partners.
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Reasons To Sell:

W Dismal Y/Y Performance, Stock Down: Children’s Place reported mixed third-quarter fiscal The company’s dismal
2019 results, wherein earnings beat estimates, but sales lagged the same. This marked the year-over-year
second straight quarter of sales miss. Notably, the company’s sales were impacted by performance and weak
warmer weather into late October compared with last year. As a result, it withessed decline in margin trend are concerns.
store traffic, transactions and conversions in the third quarter. The company’s seasonal Also, it provided soft view
carryover inventory declined in double-digit at the end of the fiscal third quarter. Also, earnings for fourth quarter and
declined on a year-over-year basis while sales improved. slashed its earnings view

for fiscal 2019.

The company provided a soft view for fourth-quarter fiscal 2019 due to weaker-than-planned

mall traffic so far in the year. Based on the soft fourth-quarter guidance, the company slashed

its view for fiscal 2019. We note that shares of this company have lost 35.2% in the past six months, wider than the industry’s decline of
9.1%.

W FY19 View Still Not Encouraging: The company now envisions net sales of $1,862-$1,867 million for fiscal 2019 compared with $1,910-
$1,925 million guided previously. The guidance is also lower than sales of $1,938.1 million reported in fiscal 2018. The company forecasted
comparable retail sales to decrease around 3%. Earlier, the company had guided comparable retail sales to be flat with the fiscal 2018 level.

The company now anticipates adjusted earnings to be $5.00-$5.20 per share for fiscal 2019 compared with $5.40-$5.75 stated earlier. This
also indicates a decline from earnings of $6.75 reported in fiscal 2018. The guidance includes an impact of nearly 13 cents from the recently
implemented tariffs.

For fourth-quarter fiscal 2019, the company expects net sales of $504-$509 million. Comparable retail sales are expected to decrease in mid-
single digits compared with the prior-year period.

W Margins Remain Under Pressure: Children’s Place has been grappling with dismal margins for a while now. In the third quarter, adjusted
operating margin contracted 40 basis points to 12.1% of net sales. Prior to this, operating margin shrank 210 basis points and 420 basis
points in the second and first quarters of fiscal 2019, respectively. Meanwhile, adjusted gross margin contracted 130 basis points to 37.8%,
owing to increased penetration of ecommerce business, which is a lower-margin business.

For fiscal 2019, it envisions adjusted operating margin of 5.7-5.9% compared with the prior guidance of 6.1-6.4%. The company recorded
6.6% in fiscal 2018. For fourth quarter, adjusted operating margin is projected to be 6.1-6.8%.

W Stiff Competition May Hurt Results: The children's apparel, footwear, and accessories retail landscape has been witnessing a sea of
change with the focus gradually shifting to online shopping. The company faces stiff competition from bigwigs like Target, J.C. Penney and
Kohl's in specialty stores and mass merchandising industry. Further, it faces competition from department stores as well as other discount
stores such as Walmart. We believe that unhealthy price competition to gain market share and drive footfall might weigh on the company’s
results.



Risks

e Strategic Initiatives: Children's Place is leaving no stone unturned to improve its top-line performance and expand customer base. In an
effort to provide a hassle-free shopping experience, the company is focusing on digital transformation. It entered into an Asset Purchase
Agreement with Gymboree Group, Inc. and related entities to buy intellectual property assets of Gymboree and Crazy 8 (the “Gymboree
Assets”) for $76 million. Additionally, the company is on track to relaunch this iconic brand in early 2020 with an enhanced and
personalized, online shopping experience at gymboree.com. Also, the brand is expected to have more than 200 shop-in-shop locations in
certain Children’s Place stores across the United States and Canada.

Recently, the company showcased spring 2020 Gymboree collections at a media event supporting the relaunch of the brand. It received
positive response along with appreciation from Gymboree fans. Apart from this, the company expects to continue gaining traction from the
abandoned Crazy 8 and Gymboree customers.

e Digital Endeavors: The company had delivered customer database and rolled out Wi-Fi, "BOPIS" (Buy Online, Pick Up in Store), Ship
from Store, mobile POS to all its U.S. stores. Further, it launched SMS texting capabilities and implemented everyday free shipping with no
minimum purchase. Children's Place has rolled out “BOSS” (Buy Online, Ship to Store) in the second quarter of fiscal 2019, the response
of which appears to be encouraging. The company is developing a new state-of-the-art pricing and promotional system as well as a new
state-of-the-art loyalty system. Its relationship with Amazon is also progressing well. E-commerce penetration surged 650 basis points to
35% of net sales during the third quarter of fiscal 2019. E-commerce penetration is now projected to increase to 31% of net sales from
approximately 28% in the prior year. Earlier, the company had projected e-commerce penetration to increase to more than 30% of net
sales.

« International Expansion: The company is taking steps not only to gain traction in the U.S. market but also expand globally. This is evident
from its license agreement with Zhejiang Semir Garment Co. Ltd (“Semir”) for the Greater China market, which covers Mainland China,
Taiwan, Hong Kong and Macau. Semir is the parent company of Balabala, one of the prominent names in China’s specialty children’s
apparel retail industry. In collaboration with Semir, the company plans to open roughly 15 stores in fiscal 2019.

o Fleet Optimization: The company’s store fleet optimization plan focuses on striking the right balance between digital and physical stores.
As part of store fleet optimization endeavors, the company opened six stores and closed 12 in third-quarter fiscal 2019, thereby ending the
quarter with 955 stores. The six stores opened in the reported quarter are in sync with its target of opening about 25 stores in highly
productive centers in the next two years. Year to date, the company opened 10 stores that were highly productive centers. Further, it has
closed 238 stores since 2013, while it closed nearly 27 stores till the end of the third quarter of fiscal 2019.

In fact, it is on track to close about 300 stores by 2020 as part of the program. Moreover, it now plans to close around 60 stores in fiscal
2019 compared with the previous plan of closure of 40-45 stores. This will bring the total store closure count to 271 toward the company’s
plan to close 300 stores by the end of 2020. The company has also planned 1000 lease renewals over the next three years. As pointed
earlier, this fleet optimization initiative will help Children’s Place to achieve a 200-basis point improvement in operating margin from 2013
to 2020. In this regard, three stores have been opened year to date.



Last Earnings Report

Children's Place Beats on Q3 Earnings, View Soft Quarter Ending 10/2019
The Children’s Place, Inc. reported mixed third-quarter fiscal 2019 results, wherein earnings beat Report Date Dec 11, 2019
estimates but sales lagged the same. However, the company’s earnings declined on a year-over- Sales Surprise -1.76%
year basis while sales improved. Further, it provided soft view for fourth-quarter fiscal 2019 due to EPS Surprise 0.33%
weaker-than-planned mall traffic so far in the year. Based on the soft fourth-quarter guidance, the :
panned r . y 9 9 Quarterly EPS 3.03
company slashed its view for fiscal 2019.
Annual EPS (TTM) 4.68

Though the company’s bottom line beat estimates in the reported quarter, investors were not
pleased with bleak view for fiscal 2019.

A Look at Guidance

The company now envisions net sales of $1,862-$1,867 million compared with $1,910-$1,925 million guided previously. The guidance is also
lower than sales of $1,938.1 million reported in fiscal 2018.

The company forecast comparable retail sales to decrease around 3%. Earlier, it had guided comparable retail sales to be flat with the fiscal 2018
level. E-commerce penetration is now projected to increase to 31% of net sales from approximately 28% in the prior year. Further, it envisions
adjusted operating margin of 5.7-5.9% compared with the prior guidance of 6.1-6.4%. The company recorded 6.6% in fiscal 2018.

The company now anticipates adjusted earnings to be $5.00-$5.20 per share for fiscal 2019 compared with $5.40-$5.75 stated earlier. This
indicates a decline from earnings of $6.75 reported in fiscal 2018. The guidance includes an impact of nearly 13 cents from the recently
implemented tariffs.

For fourth-quarter fiscal 2019, the company expects net sales of $504-$509 million. Comparable retail sales are expected to decrease in mid
single digit compared with the prior-year period. Meanwhile, adjusted operating margin is projected to be 6.1-6.8%.

Adjusted earnings are anticipated to be $1.48-$1.68 in the fiscal fourth quarter, suggesting growth from $1.10 in the prior-year period.
Q3 Details

The children's specialty apparel retailer reported adjusted earnings of $3.03 a share, outpacing the Zacks Consensus Estimate of $3.02.
However, the bottom line declined 1.3% from the year-ago period’s figure of $3.07. This marked the company’s second straight quarter of
earnings beat.

Children’s Place generated net sales of $524.8 million that lagged the Zacks Consensus Estimate of $534.2 million, marking the second
consecutive quarter of miss. Nevertheless, the company’s top line inched up 0.4% on a year-over-year basis. The increase in net sales was
driven by 0.8% increase in comparable retail sales. However, comparable retail sales came below its guided range of 3-4%.

Comparable retail sales increased 1.2% in the United States while the same declined 2.8% in Canada. E-commerce penetration improved 650
basis points to 35% of net sales in the quarter under review.

Following a strong back-to-school season, the company’s sales were impacted by warmer weather into late October compared with last year. As
a result, the company witnessed decline in store traffic, transactions and conversions in the third quarter. Its seasonal carryover inventory
declined in double digit at the end of the fiscal third quarter.

Coming back to the reported quarter's results, adjusted gross profit was $198.1 million, down 3.1% year over year. Meanwhile, adjusted gross
margin contracted 130 basis points to 37.8%, owing to increased penetration of ecommerce business, which is a lower-margin business.

Adjusted SG&A expenses fell 4.4% from the year-ago period to $116.6 million while as a percentage of net sales, the same decreased 110 basis
points to 22.2%. The decrease in SG&A expenses primarily resulted from better expense management and lower incentive compensations.

Adjusted operating income was $63.4 million, down from $65.5 million reported a year ago, while adjusted operating margin shriveled 40 basis
points to 12.1% of net sales.

Store Update

As part of store fleet optimization endeavors, the company opened six stores and closed 12 in third-quarter fiscal 2019, thereby ending the
quarter with 955 stores. The six stores opened in the reported quarter are in sync with its target of opening about 25 stores in highly productive
centers in the next two years. Year to date, the company opened 10 stores that were highly productive centers.

Since the announcement of the store fleet optimization program in 2013, it has shuttered 238 stores. In fact, the company is on track to close
about 300 stores by 2020 as part of the program. Further, it has closed nearly 27 stores year to date. Moreover, it now plans to close around 60

stores in 2019 compared with the previous plan of closure of 40-45 stores.

Additionally, its international franchise partners opened 34 net new points of distribution in third-quarter fiscal 2019. Consequently, the company
had 260 international points of distribution open and operated by its eight franchise partners in 19 countries, as of Nov 2, 2019.

Other Financial Details

Children's Place ended the quarter under review with cash and cash equivalents of $66.1 million compared with $93 million a year ago. The
company exited the quarter with inventories of $389.8 million, up 3.4% year over year. Shareholders’ equity totaled $254.4 million as of Nov 2,



2019. Management incurred capital expenditure of about $21 million in the reported quarter. Further, the company now expects capital spending
of approximately $60-$65 million in fiscal 2019 compared with the prior view of $65-$75 million.

During the fiscal third quarter, the company bought back 414 thousand shares for roughly $33 million and paid out a quarterly dividend worth
nearly $9 million. As of Nov 2, 2019, it had about $146 million remaining under existing share repurchase program.

Concurrent to the earnings release, it also declared a quarterly cash dividend of 56 cents per share, which is payable Dec 27 to shareholders of
record as of Dec 16.

Plans for Gymboree

With respect to Gymboree, Children’s Place is on track to relaunch this iconic brand in early 2020 with an enhanced, personalized, online
shopping experience at gymboree.com, and with over 200 shop-in-shop locations in selected The Children’s Place stores across the United
States and Canada.

Recently, the company showcased spring 2020 Gymboree collections at a media event supporting the relaunch of the brand. It received positive
response along with appreciation from Gymboree fans. Apart from this, the company expects to continue gaining traction from the abandoned
Crazy 8 and Gymboree customers.



Recent News

Children’s Place Declares Dividend — Dec 11, 2019

Children’s Place announced a quarterly cash dividend of 56 cents per share, which is payable Dec 27 to shareholders of record as of Dec 16.

Iconic Gymboree Brand Relaunch Planned for Next Year — Oct 15, 2019

Children’s Place announced that Gymboree will relaunch in early 2020 on an enhanced website, Gymboree.com, and in shop-in-shop locations
in over 200 select The Children’s Place stores in the U.S. and Canada.

Valuation

Children's Place shares are down 32.7% over the trailing 12-month period. Stocks in the Zacks sub-industry is down 24.4% but in the Zacks

Retail-Wholesale sector is up 20.8% over the past year.

The S&P 500 index is up 25.7% in the past year.

The stock is currently trading at 9.87X forward 12-month earnings, which compares to 11.51X for the Zacks sub-industry, 25.28X for the Zacks

sector and 18.71X for the S&P 500 index.

Over the past five years, the stock has traded as high as 20.4X and as low as 7.92X, with a 5-year median of 15.72X. Our Underperform
recommendation indicates that the stock will perform worse than the market. Our $53 price target reflects 8.39X forward 12-month earnings.

The table below shows summary valuation data for PLCE

P/E F12M

P/S F12M

EV/EBITDA TTM

Valuation Multiples - PLCE

Stock Sub-industry Sector S&P 500

Current 9.87 11.51 2528 1871
5-Year High 20.4 18.38 26.13 19.34
5-Year Low 7.62 10.23 1899 1517
5-Year Median 15.72 14.26 229 17.44
Current 0.49 0.6 1.07 3.47
5-Year High 1.48 1.31 11 3.47
5-Year Low 0.43 0.55 08 254
5-Year Median 0.85 0.82 09 3

Current 9.27 874 1528 1199
5-Year High 13.74 9.29 153 12.86
5-Year Low 4.95 4.76 10.27 8.48
5-Year Median 7.52 6.92 1232 1067

As of 01/03/2020




Industry Analysis zacks Industry Rank: Top 22% (55 out of 252)

B Industry Price

Top Peers

500 | Industry = Price 1;3 Buckle, Inc. (The) (BKE) Outperform
450 150 American Eagle Ouftfitters, Inc. (AEO) Neutral
140 i )
400 130 Abercrombie & Fitch Company (ANF) Neutral
120 Boot Barn Holdings, Inc. (BOOT) Neutral
350 110 .
100 Chicos FAS, Inc. (CHS) Neutral
300 90 Guess?, Inc. (GES) Neutral
250 gg Urban Outfitters, Inc. (URBN) Neutral
200 B0 The Gap, Inc. (GPS) Underperform
50
150 40
2016 2017 2018 2019 2020
Industry Comparison Industry: Retail - Apparel And Shoes Industry Peers
PLCE uUnderperform X Industry S&P 500 ANF Neutral BOOT Neutral CHS Neutral
VGM Score - - D] B
Market Cap 937.34 M 872.92 M 23.66 B 1.09B 1.30B 450.76 M
# of Analysts 5 3 13 10 7 5
Dividend Yield 3.60% 0.00% 1.79% 4.60% 0.00% 9.21%
Value Score (A] - -
Cash/Price 0.07 0.12 0.04 0.38 0.01 0.28
EV/EBITDA 6.65 8.30 13.88 7.59 18.25 7.03
PEG Ratio 1.53 1.52 1.99 1.70 1.51 NA
Price/Book (P/B) 3.68 1.73 3.36 1.10 4.54 0.83
Price/Cash Flow (P/CF) 5.53 7.11 13.62 4.84 22.95 3.67
P/E (F1) 12.28 13.10 18.74 25.90 25.73 NA
Price/Sales (P/S) 0.50 0.50 2.67 0.30 1.58 0.22
Earnings Yield 8.21% 6.88% 5.32% 3.86% 3.88% -3.68%
Debt/Equity 1.30 1.11 0.72 1.48 0.91 1.15
Cash Flow ($/share) 11.26 1.60 6.94 3.59 1.98 1.04
Growth Score (A) - - (F) (D]
Hist. EPS Growth (3-5 yrs) 17.16% -0.46% 10.56% -3.52% 14.07% -28.91%
Proj. EPS Growth (F1/F0) -24.30% 4.51% 7.41% -41.65% 30.59% -145.16%
Curr. Cash Flow Growth -13.90% 9.92% 14.83% 8.78% 49.02% -29.00%
Hist. Cash Flow Growth (3-5 yrs) 5.54% 0.23% 9.00% -7.00% 27.11% -16.86%
Current Ratio 0.78 1.44 1.23 141 1.14 1.09
Debt/Capital 56.58% 53.55% 42.92% 59.75% 47.66% 53.51%
Net Margin 3.23% 2.74% 11.08% 1.52% 5.51% -1.23%
Return on Equity 26.84% 10.96% 17.10% 5.30% 16.61% -1.37%
Sales/Assets 1.64 1.33 0.55 1.13 1.11 1.37
Proj. Sales Growth (F1/F0) -2.90% 1.01% 4.20% 0.39% 11.60% -5.01%
Momentum Score - - (D] (D)
Daily Price Chg 0.00% 0.00% -0.61% -0.57% 0.35% 2.98%
1 Week Price Chg -1.60% 0.00% 0.13% 4.04% -0.48% -7.97%
4 Week Price Chg -9.60% 3.33% 2.60% 4.20% 10.21% -8.21%
12 Week Price Chg -15.74% 10.92% 8.87% 18.96% 33.70% 15.15%
52 Week Price Chg -29.68% -9.32% 29.34% -12.09% 160.18% -35.15%
20 Day Average Volume 1,668,991 342,901 1,603,615 1,713,175 510,600 2,067,195
(F1) EPS Est 1 week change 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
(F1) EPS Est 4 week change -8.68% 0.00% 0.00% 0.00% 0.00% 4.11%
(F1) EPS Est 12 week change -9.07% -0.07% -0.57% -10.65% 5.88% 5.41%
(Q1) EPS Est Mthly Chg -26.83% 0.00% 0.00% 0.00% 0.00% 0.00%



Zacks Stock Rating System

We offer two rating systems that take into account investors' holding horizons: Zacks Rank and Zacks Recommendation. Each provides valuable
insights into the future profitability of the stock and can be used separately or in combination with each other depending on your investment style.

Zacks Recommendation

The Zacks Recommendation aims to predict performance over the next 6 to 12 months. The foundation for the quantitatively determined Zacks
Recommendation is trends in the company's estimate revisions and earnings outlook. The Zacks Recommendation is broken down into 3 Levels;
Outperform, Neutral and Underperform. Unlike many Wall Street firms, we have an excellent balance between the number of Outperform and
Neutral recommendations. Our team of 70 analysts are fully versed in the benefits of earnings estimate revisions and how that is harnessed
through the Zacks quantitative rating system. But we have given our analysts the ability to override the Zacks Recommendation for the 1200
stocks that they follow. The reason for the analyst over-rides is that there are often factors such as valuation, industry conditions and
management effectiveness that a trained investment professional can spot better than a quantitative model.

Zacks Rank

The Zacks Rank is our short-term rating system that is most effective over the one- to three-month holding horizon. The underlying driver for the
guantitatively-determined Zacks Rank is the same as the Zacks Recommendation, and reflects trends in earnings estimate revisions.

Zacks Style Scores

The Zacks Style Score is as a complementary indicator to the Zacks rating system, giving investors a way

’ : . . Value Score
to focus on the highest rated stocks that best fit their own stock picking preferences. u

Academic research has proven that stocks with the best Value, Growth and Momentum characteristics
outperform the market. The Zacks Style Scores rate stocks on each of these individual styles and assigns
a rating of A, B, C, D and F. We also produce the VGM Score (V for Value, G for Growth and M for
Momentum), which combines the weighted average of the individual Style Scores into one score. This is VGM Score
perfectly suited for those who want their stocks to have the best scores across the board.

Momentum Score

(a)
Growth Score [E
B

As an investor, you want to buy stocks with the highest probability of success. That means buying stocks with a Zacks Recommendation of
Outperform, which also has a Style Score of an A or a B.

Disclosures

This report contains independent commentary to be used for informational purposes only. The analysts contributing to this report do
not hold any shares of this stock. The analysts contributing to this report do not serve on the board of the company that issued this
stock.The EPS and revenue forecasts are the Zacks Consensus estimates, unless indicated otherwise on the reports first page.
Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts personal views as to the
subject securities and issuers. ZIR certifies that no part of the analysts compensation was, is, or will be, directly or indirectly, related to the
specific recommendation or views expressed by the analyst in the report.

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. Any opinions expressed herein are subject to
change.

ZIR is not an investment advisor and the report should not be construed as advice designed to meet the particular investment needs of any
investor. Prior to making any investment decision, you are advised to consult with your broker, investment advisor, or other appropriate tax or
financial professional to determine the suitability of any investment.This report and others like it are published regularly and not in response to
episodic market activity or events affecting the securities industry.

This report is not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned. ZIR or its officers,
employees or customers may have a position long or short in the securities mentioned and buy or sell the securities from time to time.ZIR is not a
broker-dealer.ZIR may enter into arms-length agreements with broker-dealers to provide this research to their clients.Zacks and its staff are not
involved in investment banking activities for the stock issuer covered in this report.

ZIR uses the following rating system for the securities it covers. Outperform- ZIR expects that the subject company will outperform the broader
U.S. equities markets over the next six to twelve months. Neutral- ZIR expects that the company will perform in line with the broader U.S.
equities markets over the next six to twelve months. Underperform- ZIR expects the company will underperform the broader U.S. equities
markets over the next six to twelve months.

No part of this report can be reprinted, republished or transmitted electronically without the prior written authorization of ZIR.



