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NOTE: FOR INFORMATIONAL PURPOSES ONLY
• This presentation is for informational and educational use only.  Sullimar 

Capital Group (“S.C.G.”) is NOT a registered investment advisor.  S.C.G. is 
merely a trade name that one family invests under.  This presentation is a 
not an investment recommendation.  Nothing in this presentation is 
investment advice.  Investment decisions should be made only after talking 
to an investment advisor and determining the investment is suitable for a 
particular portfolio.  An investment in Restoration Hardware (“RH”) 
carries a substantial amount of risk.  

• All information in this presentation is opinion based, biased, and requires 
verification. The intended audience is a group of investment professionals; 
specifically members of  The Manual of Ideas.  
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NOTE: NOT ADVICE OR SOLICITATION
• S.C.G. makes no representation, warranty or undertaking, express or implied, as to the 

accuracy, reliability, completeness or reasonableness of the information contained in this 
presentation. Any assumptions, opinions and estimates expressed in this presentation 
constitute S.C.G’s judgment as of the date thereof and are subject to change without 
notice. Any projections contained in the Information are based on a number of 
assumptions as to market conditions and there can be no guarantee that any projected 
outcomes will be achieved. S.C.G. does not accept any liability for any direct, 
consequential or other loss arising from reliance on the contents of this presentation.

• S.C.G. is not acting as your financial, legal, accounting, tax or other adviser or in any 
fiduciary capacity.

• THIS PRESENTATION DOES NOT CONSTITUTE AN OFFER TO SELL OR 
THE SOLICITATION OF AN OFFER TO BUY ANY SECURITIES OF RH OR 
ANY OTHER COMPANY.
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Mental Model: 

“I look for opportunity in things that don’t make sense and/or things that 
are obvious.”

-Adam Robinson

Adam’s interviews with Shane Parrish and Tim Ferris are worth listening to.

4



"All the best luxury brands, whether it's Hermès, Louis Vuitton, Chanel, you 
name it, on and on, Christian Dior and all the others, they were all born at 
the top of the luxury mountain," Friedman (CEO of RH) said.
"We're one of the few that is trying to make the climb," he continued. "The 
people at the top of the luxury mountain quite frankly don't really want you 
to make that climb. They don't really invite you to their party. You're not 
from the neighborhood. You don't have the background."
"To make that climb up the luxury mountain you have to do things that 
create a forced reconsideration," he added.

https://markets.businessinsider.com/news/stocks/warren-buffett-restoration-
hardware-bets-luxury-guesthouse-lift-brand-manhattan-2019-12-1028741918

RH is not Hermes! 
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And Twitter is the Best Place For Unvetted Takes…
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Luxury is a culture, which means you have to understand it to be able to 
practice it with flair and spontaneity.  The reason why marketing – the child 
of the industrial society and the father of consumer power – doesn’t seem to 
work with luxury goods the same way it does with everyday consumer 
goods, even top-of-the-range consumer goods, is because the two are 
fundamentally quite different.

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (p. 5). Kogan 
Page. Kindle Edition. 

But, What is Actually Luxury?
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“Money is society’s language, luxury is its grammar…Money fuels the luxury 
engine but is not the engine; the engine is the recreation of vertical 
hierarchy or social stratification. Luxury converts the raw material that is 
money into a culturally sophisticated product that is social stratification.”

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (p. 27; 28). Kogan 
Page. Kindle Edition.

What is Luxury?
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What is Luxury?

• Authentic
• Status Associated
• Scarce
• Produced in its country of origin
• Undiscounted 
• Quality
• Unique

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy. Kogan Page. 
Kindle Edition.
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This is American Luxury!

“My goal is to bring a tradition of quality and good taste to all the places we call home.”
https://tgr.com.ph/style-of-luxury-get-your-condo-the-look-of-a-ralph-lauren-home/
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This is Luxury Furniture Distribution

Distribution through 
designers 

Pictured: Chicago Merchandise Mart
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Note: Designers are offered discounts off MSRP.  They negotiate price with their client.  There is almost no 
price transparency.  Delivery is usually executed by third party firms.  Can be quite painful and expensive. 



This Isn’t Luxury….

https://laurelberninteriors.com/2016/08/10/shocking-truth-restoration-hardware/
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But Stories are Important to Americans!

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury 
Strategy (p. 125). Kogan Page. Kindle Edition.

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury 
Strategy (p. 153). Kogan Page. Kindle Edition.
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While History is Less Important

For Europeans and many Chinese too, there is not authenticity without 
[history]...A brand that has a true history draws an absolute prestige from it, 
which does not mean that it communicates only in a passéiste, traditional 
form…However, young people and most Americans do not have the same 
relationship with time: the authentic, for them, does not require vintage or 
historicity. It is enough to tell exciting stories, to make us dream, to give 
status through the people who testify to the brand’s rank. Having said this, 
the product must be judged to be without equal.

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (p. 123). Kogan 
Page. Kindle Edition. 
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How did Ralph Do it?
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“If there is no history, it must be invented.  This is what modern US …brands do, 
since history inverts the relationship with the object and with the client: it is not a 
case of immediacy, but of lineage, of inheritance. Visiting any Ralph Lauren shop, 
you are struck by all the black-and-white photos outlining the US way of life of 
the 1950s…this lifestyle, these characters, these cars, these houses, these pastimes 
(for example polo) are themselves highly typified: a pure emanation of the closed 
world of the white Anglo-Saxon Protestant (WASP), far removed from that of 
Ralph Lifschitz, but from which he borrowed the mythology in order to create a 
brand and change his own name.”

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (pp. 93-94). Kogan 
Page. Kindle Edition. 



We're often asked by investors and analysts, how do you think about the threat of online retailers? Why do you believe 
your strategy of opening larger stores will succeed? …We believe the right question to ask is this one: how many 
online-only retailers have reached $1 billion in revenues and have positive net income? For the 2014 fiscal year, the 
answer would be two, and just barely. 

Many investors and analysts are seduced by the notion of a capital-light retail strategy, and completely overlook the fact 
that the ongoing advertising expense to market an invisible online store is an unproven, and we believe, unsustainable 
model.  Also interesting is when investors or companies tout their online growth rates…We know of no store-based 
retailer that significantly increased their operating margins by growing online faster than retail. 

As we said before, it's not about physical versus digital.  As A.T. Kearney eloquently put it, it's about physical with 
digital...Unless you’re positioning yourself to be the low-price leader or you're selling replenishable commodity 
products, like laundry detergent, paper towels, groceries, and thousands of things that we don't sell. That's why we 
believe when the dust settles, our strategy of undertaking what is arguably the most significant retail store 
transformation in history, will prove to be the right one. 

That the physical manifestation of an aspirational brand in an inspiring, three-dimensional environment, will prove to 
be more important than an invisible, one-dimensional online store. 

-Gary Friedman 2q15 Earnings Call; 9/10/2015.

RH’s Version of Changing the Story
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The Physical Manifestation of RH:
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We say, we're obsessed with great architecture, that 
we either find it and re-adapt it or we build it, right. 
But why do we care about great architecture, why 
do we care about great buildings? Because it renders 
the product more valuable, it renders the product
more valuable.

Gary Friedman 2017 Investor Day 



The Physical Manifestation of RH:
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“There are people now that are coming to our
platform that three years ago, four years ago someone who 
had told us they will never design for you, they will never 
put their product on your platform. But what's happened 
over the last four or five years here is we are building the 
most magnificent physical spaces for the best product in 
the world…[Now they want to work with us].”

Gary Friedman 2017 Investor Day



The Physical Manifestation of RH:
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“We are planting a flag. We are claiming a market. It's not 
about just year one or two or three, it is about what's 
going to happen in the next 10 years, how this brand is 
going to be perceived.”

Gary Friedman 2017 Investor Day



The Physical Manifestation of RH:
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Scott Galloway’s Take:
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https://youtu.be/QNUPyBOx7Yg?t=472

“I think RH is an incredible company.  Talk about vision, the CEO and team 
there do really crazy things.  As someone who knows a lot about retail, if 
they had toured me around the [NYC] store I would have said ‘This is 
fantastic and it’s never going to work.’ It’s just too expensive; too crazy.  And 
it’s crazy until it works.  The little things.  Gary Friedman decided he didn’t 
want [liquor] in the restaurant because he didn’t want guys hitting on 
women because he wants women to feel like they are in a safe place.  Those 
observations and risks [matter].”



RH is Becoming a “Whole” Rather Than a Furniture Shop
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The identity of the luxury brand thus contributes to building the 
identity of its clients themselves. This is why the brand must be 
analyzed as a holistic whole: it is a cultural prism for reading the 
world, for creation. The identity prism (Kapferer, 2012) breaks down 
the symbolic dimension of brands into their six essential facets, 
while linking them together (see Figure 6.1).

The summit of the identity prism is that which defines the 
constructed source, or at least the representation thereof: what are its 
physical and personality traits? First, the physical aspect of the brand 
is the facet that makes it possible to define the family resemblance 
necessary within the brand: what are the codes, signs, gestures, 
postures, colours or traits that make up this resemblance?

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (p. 148). 
Kogan Page. Kindle Edition. 



By Meaningfully Expanding its Footprint:
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Retail Galleries Opened Year Ended Sq. Ft Retail Galleries Closed Year Ended Sq. Ft.

New York Design Gallery 2/4/2019 50,500 NY Flatiron Legacy Gallery 2/2/2019 21,400
Las Vegas Next Gen Design Gallery 1/31/2017 47,600 Kansas City Legacy Gallery 1/28/2017 9,900
West Palm Design Gallery 2/3/2018 46,500 Toronto (Yonge Street) Legacy Gallery 2/3/2018 8,600
Denver Next Generation Design Gallery 2/3/2018 46,400 Chicago (Lincoln Park) Legacy Gallery 2/1/2016 8,400
Nashville Design Gallery 2/3/2019 45,600 Seattle Legacy Gallery 1/31/2017 8,100
Chicago Next Generation Design Gallery 2/3/2019 44,800 Denver Legacy Gallery 2/2/2016 7,500
Toronto (Yorkdale) Design Gallery 2/3/2018 43,300 West Palm Legacy Gallery 2/3/2018 7,100
Austin Next Gen Design Gallery 1/30/2017 39,600 Nashville Legacy Gallery 2/2/2019 7,100
Tampa Next Generation Design Gallery 1/30/2017 36,100 San Diego Legacy Gallery 2/4/2016 6,800
Seattle Next Gen Design Gallery 2/1/2017 35,700 Austin Legacy Gallery 1/30/2017 6,200
Leawood Next Gen Gallery 1/28/2017 33,500 Tampa Legacy Gallery 1/30/2016 6,100
Portland Design Gallery 2/2/2019 26,000 Chicago (Deer Park) Legacy Gallery 1/31/2016 6,100
Los Angeles RH Modern 2/2/2019 12,800 Toronto (Bayview) Gallery 2/3/2018 6,000
Dallas RH Modern Gallery 2/6/2019 8,200 Pittsburg Legacy Gallery 2/1/2017 5,700
Yountville Design Gallery 2/5/2019 6,700 Washington DC Legacy Gallery 2/2/2019 5,600
Pittsburg Gallery 2/2/2017 6,000 Portland Legacy Gallery 2/2/2019 4,700
Waterworks San Francisco 1/29/2017 5,800 Tampa Legacy Gallery 2/3/2016 4,300
San Diego Temporary Gallery 1/29/2017 5,700 West Palm Baby & Child Gallery 2/3/2018 2,500
Waterworks Boston Showroom 2/3/2018 5,000 Waterworks Boston Gallery 2/3/2018 2,100
Portland RH Baby & Child Gallery 2/7/2019 4,700 Waterworks San Francisco 1/29/2017 2,000
Tampa Temporary Gallery 1/30/2016 4,300 Scottsdale Waterworks 2/2/2019 1,100
Greenwich RH Baby & Child 1/30/2016 4,200
Dallas RH Baby & Child Gallery 2/8/2019 3,700
West Palm RH Baby & Child 2/8/2019 2,500

Total Sq. Ft. Opened 565,200 Total Sq. Ft. Closed 137,300



RH Economics Per Sq. Ft. (FYE) 1/28/2012 2/2/2013 2/1/2014 1/31/2015 1/30/2016 1/30/2017 2/3/2018 2/2/2019
Avg Store Count 74 72 71 68 68 77 85 83
Average Leased Selling Square Footage 589,000 508,000 526,000 572,000 641,000 802,000 930,000 1,047,000
Square Feet Per Store 7,959 7,056 7,408 8,412 9,426 10,416 10,941 12,614
Retail Sales per Leased Selling Square Footage 832.0$          1,161.0$       1,386.0$       1,413.0$       1,463.0$       1,285.0$       1,252.0$       1,177.0$       
Gross Profit per Selling Square Foot 605.0$          859.2$          1,058.7$       1,207.6$       1,174.2$       847.6$          913.0$          955.9$          
SG&A per Selling Square Foot 559.4$          995.0$          954.4$          917.9$          884.8$          781.5$          771.8$          679.7$          
EBIT per Selling Square Foot 45.6$           (135.9)$         104.3$          289.7$          289.5$          66.1$           141.2$          276.2$          

Scale Changes Brought SG&A Efficiency and Gross Margin:
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Note: During the fiscal year ended 1/30/2017 RH embarked on an inventory reduction program in order to 
avoid the need to build another distribution center.  Gross margins declined ~400bps resulting from 
discounting. The company also incurred $20mm of “non-recurring” costs associated remedying customer 
experiences associated with rolling out RH Modern.

Investment Years



Why Doesn’t All That Square Feet Mean More Rent?
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RH claims iconic locations, combined with a hospitality experience, enables the 
company to obtain control of locations without much capital investment via:

• Development Deals

• JVs

• “Capital light” leases

In our view, the explanations are plausible because we view RH as today’s 
version of the anchor stores of past years.  Those stores extracted sweet heart 
deals in exchange for traffic.  Traffic is hard to generate these days and RH is 
one of the few truly desirable current retail concepts.



Development Model – Excerpts From 2018 Investor Day
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Potential concern:  Is this sustainable long term 
or is it a function of yield chasing?  Regardless, 
it’s a creative way to take advantage of the 
market’s willingness to “pay up” to have a 
stabilized RH property.



Joint Venture Model – Excerpts From 2018 Investor Day
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Question:  Why is RH able to 
pull this off?  Is it because they 
have become a desirable tenant 
as hospitality drives traffic to a 
location?  Why don’t all firms do 
this? 



Capital Light Model – Excerpts From 2018 Investor Day
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Thought:  The addition of a 
creative, and excellent, use of 
underutilized space may have
turned RH into today’s 
version of the highly desirable 
anchor department stores of 
the past.  As stated, those all 
got huge breaks on rent and 
sweetheart development deals.  
This isn’t unprecedented. 
Further, Scuttlebutt suggests 
this thought may be accurate. 



The Grey Card:  A Strategy, Not Simply a Membership Program

Grey Card…our strategy of moving from…[a] retail business with a primary focus of 
creating and selling products to an interior design platform that is conceptualizing and 
selling spaces.  
Second, the previous promotional approach was built on a vocabulary of discounting and 
price, not taste, design, quality or style, and it's virtually impossible to differentiate our 
brand from anyone else…
The promotion activities we ran historically skewed consumer behavior and created peaks 
and troughs of volume from being on and off event.  By smoothing out our business, we 
can operate in a more efficient and cost-effective manner, in our galleries, call centers, 
DCs, delivery hubs, throughout our supply chain and organization.
March 29, 2016, Earnings Call.

-So, RH did things like trim inventory (drop things you can get elsewhere) and focus on 
key product categories that drive profitable sales and enhance/distinguish the brand.
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Note: The Grey Card is now “RH Members Program” but is referred to as the Grey Card in this 
presentation for historical context.



Luxury purchase needs time and effort to be deserved, true price and no 
discounts on excessive prices, one-to-one relationships with the salespeople and 
not with a machine, feeling of belonging to a ‘club’ of selected people and not 
being part of an anonymous crowd.

Kapferer, Jean-Noël; Bastien, Vincent. The Luxury Strategy (p. 83). Kogan Page. 
Kindle Edition. 

The Grey Card:  A Strategy, Not Simply a Membership Program
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“I think another important point to note is the vast majority of our revenues 
are driven by customers who spend more than $500 with RH.  And we believe 
that $100 cost to the program is set to maximize conversion. Our goal here is 
not to create a traditional membership program …but to establish the best 
relationship with our customer and align our behavior with our brand ethos 
and optimize our business model. 
We don't think that's possible with the old promotional cadence and it's been 
greatly marginalized. And while there [are] a lot of questions about how do you 
think about this…it is akin to the high end to the trade showrooms, who offers 
that discount to interior designers into the trade. And we believe the Grey Card 
program brings the best…experience directly to the customer…”

RH – 4Q15 Earnings Call;  March 19, 2016.

The Grey Card:  A Strategy, Not Simply a Membership Program
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“‘[Gary Friedman] identified a customer who appreciates good design and 
doesn’t have the budget to go to an interior designer and spend $15,000 on a 
couch,” said Warren Shoulberg, who covers the retail and trade furniture 
business…’More importantly, he’s created a physical environment that nobody 
else is doing in the home business that takes people off their computers and 
into a store where they buy more stuff.’”

Recommended Article: https://www.forbes.com/sites/warrenshoulberg/2018/06/13/the-rh-factor-the-restorative-
power-of-real-retailing/#5a236fc62535

Fixation on a Specific Definition of Luxury Made Us Miss Change!
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And We Remained Uninterested As RH Materially Improved
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And We Remained Uninterested As RH Materially Improved
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Curiosity Could Have Been Much More Lucrative :
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Because Gary Friedman told everyone what was happening on the 3/28/17 
earnings call.

To be sure, there’s a lot of hindsight bias concluding that paying attention 
would have resulted in seeing RH’s transformation clearly.  The point, however, 
is a closed mind never has the chance to see the world change.



Stock History:
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Berkshire buy zone.

Bill Miller buy zone.



Short Interest History:
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Share Count Reduction:
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June 2014 – Issue $350mm of 0.00% convertible notes due 2019.* (Now Retired).
June 2015 – Issue $300mm of 0.00% convertible notes due 2020.*
February 2017 – Authorize $300mm Repurchase Plan and used authorization to purchase 7.8mm shares @ $38.24/sh. By April 
29.

May 2017 – Authorize $700mm Repurchase Plan and used authorization to purchase 12.4mm shares @ $56.60/sh. by July 29.

July 2017 – Refinance credit facilities.  Obtain $600mm revolving line of credit, with a $200mm accordion.  Also obtain $80mm
 last out, delayed draw term loan.  Springing FCCR covenant based on liquidity test.
July 2017 – Enter 2nd Lien Term Loan for $100mm.  Contains leverage covenant of 5x debt/EBITDA.  Creditor is Apollo
 Capital Management.  Rate of LIBOR + 8.25%.  (Now Retired).
June 2018 – Enter $300mm of 0.0% convertible notes due 2023.
October 2018 – Authorized $700mm of Share Repurchases and Repurchased $250mm by end of 2018.
March 2019 – Replenished $700mm Share Repurchase Authorization and Repurchased $250mm by end of 1q20.
June 2019 – Retired June 2014 Notes in cash.
September 2019 – Retired June 2014 Notes by issuing and 42 shares  and $350mm of 0.00% convertible notes due 2024. 

*Includes subsequent overallotment issues

Share Count Reduction – How?
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2015 Note Description from 6/23/15 8-K
• $300 million of 0% convertible senior notes due 2020 at a 25% conversion premium to 

yesterday’s closing stock price of $94.50;
• Initial conversion rate is 8.4656 shares of common stock…which is equivalent to an initial 

conversion price of approximately $118.13 per share representing a premium of 25% over 
yesterday’s closing stock price

• Enter into convertible note hedge and warrant transactions on terms that have the effect of 
limiting earnings dilution... the Company’s shareholders are not expected to experience 
earnings dilution until the Company’s stock price is above approximately $189; 

• Mature on July 15, 2020, unless earlier purchased or converted; 
• The notes will be convertible into cash, shares of Restoration Hardware’s common stock, or a 

combination thereof, at Restoration Hardware’s election.
• Company has no right to redeem the Notes before the Maturity Date. See Section 3.01 of 

Indenture. 

Typical Note Structure
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(1) during any calendar quarter… if, for at least 20 trading days (whether or not consecutive) during the 
30 consecutive trading day period ending on the last trading day of the immediately preceding calendar 
quarter, the last reported sale price of the Company’s common stock on such trading day is greater than 
or equal to 130% of the applicable conversion price on such trading day; 

(2) during the five consecutive business day period after any ten consecutive trading day period in 
which, for each day of that period, the trading price per $1,000 principal amount of Notes for such 
trading day was less than 98% of the product of the last reported sale price of the Company’s common 
stock and the applicable Conversion Rate (See Section 10.5 of Indenture) on such trading day; or

(3) upon the occurrence of specified corporate transactions. 

Upon conversion, the Notes will be settled, at our election, in cash, shares of the Company’s common 
stock, or a combination of cash and shares of the Company’s common stock.

See 6/24/15 8-K filing and Exhibit 41 of filing.

Note Conversion Conditions
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Potential Dilution: Convertible Bond Transactions

Maturity Date Amount Conversion Rate
Initial Potential 
Dilutive Shares

Initial 
Conversion Price

Hedged Conversion 
Price

Hedged Potential 
Dilutive Shares

Cash Cost 

7/15/2020 300,000,000 8.4656sh/$1,000 par 2,539,680 118.13$            189.00$                 5,100,000 44,000,000$       
6/15/2023 300,000,000 5.1640sh/$1,000 par 1,549,200 193.65$            309.84$                 3,500,000 47,200,000$       
9/15/2024 350,000,000 4.7304sh/$1,000 par 1,655,640 211.40$            338.24$                 3,300,000 46,000,000$       

SCG Calculations based on filings
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Potential Dilution: 2020 Notes

http://ir.restorationhardware.com/static-files/ffc9898e-8b4d-474b-a733-1eec197428fd

Hypothetical Quarterly 
Average Share Price

Net Shares From 
Notes

Net Shares from 
Warrants

Total Dilutive Potential 
Shares for EPS

Net Shares From 
Bond Hedge

Total Expected Dilution on 
Maturity of Notes (in MM)

$120 0.040 0.040 -0.040 0.000
$130 0.232 0.232 -0.232 0.000
$140 0.397 0.397 -0.397 0.000
$150 0.540 0.540 -0.540 0.000
$160 0.665 0.665 -0.665 0.000
$170 0.775 0.775 -0.775 0.000
$180 0.873 0.873 -0.873 0.000
$190 0.961 0.013 0.974 -0.961 0.013
$200 1.040 0.140 1.180 -1.040 0.140
$210 1.111 0.254 1.365 -1.111 0.254
$220 1.176 0.358 1.534 -1.176 0.358
$230 1.235 0.453 1.688 -1.235 0.453
$240 1.290 0.540 1.830 -1.290 0.540
$250 1.340 0.620 1.960 -1.340 0.620
$260 1.386 0.694 2.080 -1.386 0.694
$270 1.429 0.762 2.191 -1.429 0.762
$280 1.468 0.825 2.293 -1.468 0.825
$290 1.505 0.885 2.390 -1.505 0.885
$300 1.540 0.940 2.480 -1.540 0.940
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Potential Dilution: 2020 Notes

Per the 12/5/19 10-Q, RH had $38.3mm of cash on the balance sheet and 
$345.5mm of availability under its revolving credit facility.  Moreover, in 
September, the company refinanced the notes due 2019 with similarly 
structured notes.  Given the company’s option to elect to settle the notes in 
cash or stock, combined with open capital markets, SCG suspects the realized 
dilution will prove lower than the potential dilution shown in the chart 
immediately preceding this slide.
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Potential Dilution: 2023 Notes

http://ir.restorationhardware.com/static-files/67f59fb8-9624-45d8-92e4-ff96f72a1edd

Hypothetical Quarterly 
Average Share Price

Net Shares From 
Notes

Net Shares from 
Warrants

Total Dilutive Potential 
Shares for EPS

Net Shares From 
Bond Hedge

Total Expected Dilution on 
Maturity of Notes (in MM)

$190 0.000 0.000
$200 0.055 0.055 -0.055 0.000
$210 0.135 0.135 -0.135 0.000
$220 0.207 0.207 -0.207 0.000
$230 0.273 0.273 -0.273 0.000
$240 0.334 0.334 -0.334 0.000
$250 0.390 0.390 -0.390 0.000
$260 0.441 0.441 -0.441 0.000
$270 0.489 0.489 -0.489 0.000
$280 0.534 0.534 -0.534 0.000
$290 0.575 0.575 -0.575 0.000
$300 0.613 0.613 -0.613 0.000
$310 0.649 0.001 0.650 -0.649 0.001
$320 0.683 0.055 0.738 -0.683 0.055
$330 0.715 0.106 0.821 -0.715 0.106
$340 0.745 0.153 0.898 -0.745 0.153
$350 0.773 0.198 0.971 -0.773 0.198
$360 0.799 0.241 1.040 -0.799 0.241
$370 0.825 0.281 1.106 -0.825 0.281
$380 0.848 0.319 1.167 -0.848 0.319
$390 0.871 0.356 1.227 -0.871 0.356
$400 0.892 0.390 1.282 -0.892 0.390

45



Potential Dilution: 2024 Notes

http://ir.restorationhardware.com/static-files/548423d0-c30f-4b9e-b97e-43debb85d4d6

Hypothetical Quarterly 
Average Share Price

Net Shares From 
Notes

Net Shares from 
Warrants

Total Dilutive Potential 
Shares for EPS

Net Shares From 
Bond Hedge

Total Expected Dilution on 
Maturity of Notes (in MM)

$240 0.197 0.197 -0.197 0.000
$250 0.256 0.256 -0.256 0.000
$260 0.309 0.309 -0.309 0.000
$270 0.359 0.359 -0.359 0.000
$280 0.406 0.406 -0.406 0.000
$290 0.449 0.449 -0.449 0.000
$300 0.489 0.489 -0.489 0.000
$310 0.527 0.527 -0.527 0.000
$320 0.562 0.562 -0.562 0.000
$330 0.595 0.595 -0.595 0.000
$340 0.626 0.009 0.635 -0.626 0.009
$350 0.656 0.056 0.712 -0.656 0.056
$360 0.683 0.100 0.783 -0.683 0.100
$370 0.710 0.142 0.852 -0.710 0.142
$380 0.735 0.182 0.917 -0.735 0.182
$390 0.758 0.220 0.978 -0.758 0.220
$400 0.781 0.256 1.037 -0.781 0.256
$410 0.802 0.290 1.092 -0.802 0.290
$420 0.822 0.322 1.144 -0.822 0.322
$430 0.842 0.353 1.195 -0.842 0.353
$440 0.860 0.383 1.243 -0.860 0.383
$450 0.878 0.411 1.289 -0.878 0.411
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Incentives: CEO Pay, Options, and Anticipated Dilution

On May 2, 2017, the compensation committee granted a stock option to Mr. Friedman under the 2012 Stock 
Incentive Plan to purchase 1,000,000 shares of the Company’s common stock (the “2017 Stock Option Award”), 
with a ten year term and an exercise price of $50 per share, a premium to the market price for the common stock 
on the date of the grant.

The primary performance measure that the committee focused on for the 2017 Stock Option Award was stock 
price performance, which the committee determined to be a transparent and accessible measure of overall value that 
is easily understood by the Company’s stockholders and aligns Mr. Friedman’s compensation with returns 
experienced by investors.

The committee determined to grant the 2017 Stock Option Award as a multi-year grant to be structured as a four-
year service arrangement…The compensation committee believes that the combination of time-based restrictions and 
performance-based restrictions tied to stock price appreciation creates a strong alignment between Mr. Friedman and the 
objectives of the Company’s stockholders.

47



Incentives: CEO Pay, Options, and Anticipated Dilution

“Mr. Friedman beneficially owns 6,730,158 shares of Common Stock of the Issuer, representing 
beneficial ownership of 28.1% of the shares of Common Stock outstanding as of December 12, 
2019, assuming 19,044,856 shares outstanding, representing (i) 1,853,332 shares outstanding as 
of December 12, 2019, and (ii) 4,876,826 shares subject to options to purchase Common Stock 
exercisable within 60 days of December 12, 2019.”

Source:  Sec 13D/A filed 12/12/19.

Gary Friedman Current 
Option Dilution

Exercisable Exercise Price
Stock Price At 

1/6/2020
Cash Received From 
Exercising Options

Value of Stock 
Issued

Dilution

Options Owned 2,976,826 46.50$                  212.77$             138,422,409$               633,379,268$       494,956,859$     

1,000,000 75.43$                  212.77$             75,430,000$                212,770,000$       137,340,000$     

1,000,000 50.00$                  212.77$             50,000,000$                212,770,000$       162,770,000$     

Totals 4,976,826 53.02$                  212.77$             263,852,409$               1,058,919,268$     795,066,859$     

Mkt Cap. 4,042,000,000$    

Dilution 795,066,859$       

% Dilution 16.4%

Note: Exercisable options of 4,976,826 differ from most recent SEC Filing citing 4,876,826 options owned.
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Incentives:  Gary Lived The Dark Days of RH; He Loves RH

“I put $4.5 million of my own money into [RH when] everybody said 
[it]…was going to go bankrupt and it was the dumbest decision I could ever 
make…we came from that with no capital, that's where we came from, till we 
got to here…I actually had to sit with the accounts payable department, right, 
every two weeks to have them review the checks that we're going to be paid, 
right, the checks that we're going to be paid that pay period either to our 
people, our vendors, suppliers, the electric bill and then show me how much 
cash we brought in. And I made them add it up twice and I added it up on my 
calculator, because I had something that I still have today called an asset based 
loan. And if somebody miscalculated and had a couple checks too much go out 
and didn't do the math right, the whole company was going to go bankrupt, 
right.”
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Incentives: Board Compensation
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September 10, 2015  
“We remain on track to reach $4 to 5 billion in revenue with a mid-teens operating 
margin once our North American real estate transformation is complete...Let me 
remind you how we'd get there. In addition to the continued expansion of our 
product offer, the key to unlocking the value of our company is the transformation of 
our real estate. Our next-generation galleries will present six to eight times the square 
footage of our legacy stores, and we expect retail sales to increase two to four times in 
each market. The incremental square footage will allow us to fully monetize the 
dominate assortments we've built, and also capitalize on future category expansions 
and new businesses…In addition to sales growth in each market, we believe there are 
opportunities for significant operating margin expansion, as we experience leverage of 
our occupancy, advertising, and fixed corporate expenses, as well as improvement in 
our product and shipping margins. By the end of our real estate transformation, we see 
a clear path to achieving mid-teens operating margins, above our home furnishings 
industry peers.”

Consistent Financial Guidance/Targets
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June 29, 2016  

“When you think about this, the opportunity to take this company to $4 
billion to $5 billion in North America with mid-teens operating margin, that 
part of our strategy is fundamental, and it is working exceptionally 
well…There'll be some timing moves here and there. And I think that our sense 
is probably to be less ambitious with how fast we go...We think asset values will 
come down, there's going to be more and more of an opportunity for us to 
capitalize on that and get better deals.”

Consistent Financial Guidance/Targets
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November 11, 2017  
“We…remain confident in long-term goal of $4 billion to $5 billion in North 
American revenues with industry-leading operating margins and return on invested 
capital. We believe, long term, we can grow the revenues of this company 8% to 12% a 
year and grow our earnings by 15% to 20% a year, and we believe we can do that for 
the next 10 years.”

“We also believe and believe really strongly…that the long-term opportunity for 
international expansion we believe is huge…We are exploring locations to open our 
first gallery in London. We know the location we want….It's the only one we want. 
It's the one we've got to get. It'll be amazing and introduce the brand in London. 
Terrific. It's a few years away, take us awhile just to get the real estate deal. But we 
think we can – the brand is highly accepted.”

Consistent Financial Guidance/Targets
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September 4, 2019  
We clearly see $4 billion to $5 billion opportunity, maybe greater, in North America. 
But if you stand back and you look at the distribution of wealth globally…about one-
third of the billionaires live in America, I think it's 15% to 20%, whichever report you 
look at percent of the millionaires live in the United States. And if you look at 
somebody's business like LVMH, right, so they have a collection of luxury brands, 
very large business that is well distributed globally, 25% of their business is in North 
America.
So, as we've been focused more on the global opportunity, we think the opportunity 
for RH is very, very big and it gives the confidence to put out an initial number of $7 
billion to $10 billion.And that number is, from my point of view, very conservative, 
but as we look about the long-term runway and long-term sustainable growth on 
what we believe will be the best operating model in the industry that will be super-
efficient from a capital point of view. We like where we're going, so nothing's 
changed.

Consistent Financial Guidance/Targets
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There is a way to find RH an attractive investment at these levels.  SCG 
believes that requires believing the following:
• RH has a successful luxury strategy that will enable them to persistently raise 

prices in excess of COGS inflation.  Said differently, gross margin expansion.
• The membership model and real estate strategy result in further SG&A and 

working capital efficiencies.
• The convertible notes can be rolled/refinanced and/or settled with minimal 

shares.
• RH’s brand is well received internationally.

NOTE: Not Investment Advice! See Slide 2 and 3.

Valuation Conclusions
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• Is RH a fad?  Perhaps, but unlikely.  Gary telegraphed everything he was going to do and 
then executed.  The stores are objectively incredible.  The “physical manifestation of the 
brand” almost certainly permanently elevated the company.  That said,  the stores may be 
experiencing temporary, not permanent, results (especially the restaurants).

• Leverage and cyclicality. SCG believes these risks could result in significant dilution.  While 
the probability of that outcome may be small, it is not insignificant and should be carefully 
considered.  Note: Robb & Stucky, a specialty furniture retailer, went BK in the last cycle. 

• Will the brand travel?  Europeans value history and traditional luxury.  In our view, there 
will likely be some hiccups in the international expansion but success is more likely than 
failure. 

• “Promotional CEO.”  While Gary may be promotional, he backs up his talk.  Or has so 
far…

Investment Concerns
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Close mindedness precluded the ability to see something going on around me.  
I live in Chicago.  I’ve been to RH’s store.  I saw the change.  Yet, I 
predetermined the brand image and didn’t allow myself to see what was 
potentially happening.  While avoiding change may be a decent evolutionary 
skill, it is not a lucrative skill.  That said, there’s no guarantee change is 
successful.  At a minimum, I missed the enjoyment of watching and following a 
true transformation.  It may also have cost my stakeholders a lot of money.

-Bill

Takeaway:  Search for ideas in places that (a) are blatantly obvious and/or (b) 
make no sense.  Remember to be open minded.

Concluding Thoughts
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Email: WilliamBrewster.SCG@outlook.com

Twitter: @BillBrewsterSCG

Blog: SullimarCapital.Group

Podcast:  Value After Hours with Tobias Carlilse and Jake Taylor. 
https://greenbackd.com/2019/12/02/s01-e01-the-value-after-hours-podcast/

Contact Info
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