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-Under Armour’s Tu

Arthur A. Thompson
The University of Alabama

ounded in 1996 by former University of
‘” Maryland football Player Kevin Plank, Under
Armour was the originator of sports appare]
made with E_.a:E:nXE:nEu fabrics—gear
engineered to wick moisture from the body, regulate
body lemperature, and enhance comfort regardless

of weather conditions and activity levels, It started
with a simple plan to .

Strategy in 2018: mmo:mﬁe
Revive North American

KP Sports’ sales grew briskly as it expanded
its product line to include high-tech undergarments
tailored for athletes in different sports and for cold
as well as hot temperatures, plus jerseys, team unj-
forms, socks, and other accessories. Increasingly,
the company was able to secure deals not just to

KP§ 2
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in the United Kingdom in 2005. At yearenq 2005,
in t 90 percent of the company’s revenues came
ik les to some 6,000 retail stores in the United
o nd 2,000 stores in Canada, Japan, and the
mﬁom&mﬁ:mmoa. In addition, sales were being made
Cu_mn rofile athletes and teams, most notably in the
M Em”%_ Football League, Major League Baseball,
Zmﬁﬁwnoum_ Hockey League, and some 400 men’s
z_m women’s sports team s at NCAA Division 1.A
N”__omnm and universities. .- ~
In late 2005, KP Sports nEE,wo its name to
Armour and became a public company with
CE,“_n_q. | public offering of common stock that gen-
- SM _Maw proceeds of nearly $115 million. Under
s ur immediately began pursuing a longterm
it to grow its product line, establish a market
mc.aomﬁ in a growing number of countries across
Enmnzoa and build public awareness of the Under
- &cm c.ms_a and its interlocking “U” and “A” logo.
Z.Bm:an_. Armour quickly earned a reputation as
an chﬁaaoasm company in the sports apparel
business, achieving sales of $1 billion in 2010 and
$3 billion in 2014. Starting in :.o. Seonn.ngnwm _Mq
2010 and continuing z.ndcmr the third-quarter of 3
Under Armour cemented its status as a growth 8~.='
pany by achieving revenue growth .c,.. 20 + percent for
26 consecutive quarters Am.@m Exhibit 1). F.Ebocbn.
ing the company’s 2016 third-quarter financial results,

EXHIBIT1 Growth in Under Armour's Quarterly Revenues, 2010-2017 (in millions)

Chairman and chief executive officer (CEO) Kevin
Plank said:

Over the past 20 years, we have established oEw&ﬁM M“

2 premium global brand with a track record of str it

financial results. Looking back over the past nin
months, it has never been more evident that we are at a
pivotal moment in time, where the .Eﬁmp.BnEm 4onﬂmn.
making today will fuel our growth and drive our indu:
try leadership position for years to come. Asa w—.oiE.
company with an expanding global footprint and Em.m_
nesses like footwear and women's each approaching
2 billion dollars this year, we have never .ann_n more
focused on the long-term success of our Brand.

But despite Plank’s optimism about Under
Armour’s future prospects, management announced
a reduced sales and earnings outlook for the fourth
quarter of 2016 and weakening demand for _cnaw“a
Armour products in North America, The company’s
sales growth in North America during the first nine
months of 2016 dropped from 25.7 percent in D._ to
2L5 percent in Q2 to 15.6 percent in Q3. The prices
of Under Armour’s Class A shares (trading under the
symbol UAA) and Class C shares ﬁﬁwnﬁm under the
symbol UA) dropped nearly 30 percent in the next
three trading days, not only because of the weak out-
look, but also because of investor concerns about
reports of a slowdown in retail sales of sports apparel
products in the United States.

Quarter 3 Quarter .u
D:mﬂ;m« aE July-Sept.) (Oct.—-Dec.)
(Jan.-Marc
Percent
Percent cl :“”m f
Change from P _
Prior Year’s
Revenues Quarter 1 Revenues : S _—
¢ 328 $ 3012 3\5%
2010 $ 2204  147%  § 2048 244%  § 3286 w“,w“ $ 4031 339%
2011 3127 383% . %Mw Co36% 5059 2585%
2012 3844 23.0% 3695 268% 7231 257% 68238 bt
2013 4716 227% 4545  230% 9379  297% 8952 3%
2014 6416  360% 6097  341% Ay

. ol . Rt .= .a
2015 8049 255% 7836  285% 1,204

®a% 11707 30m%

2016 10478  302% 10008 277% 14718  224% 13053 1S

(Y L

2017 1,117.3 29%

loss2  en

o UA0eE  AER .. 19658 . AN

Source: Company 10-K reports, 2017, 2016, 2015, 2013, 2012,

and 2010,
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IN UNDER ARMOUR’S $498 bilion.: 4Ten, BIowing AL 8 Compondyrapls (as of April 2017), his supervote Class B shares :
27.3 percent from ~9.~ .8 .uo_m. Operating i, him about 65 percent of the total shareholder <M..._<n execution of its longterm growth plan. Kevin Plank
FINANCIAL PERFORMANCE dropped from $417.5 million in 2016 to $27.8 miljigy En power on every shareholder vote taken, Lo S_nm_tnwwonmﬁwawn of the Board and CEO.
AND GROWTH PROSPECTS 2017 Net income fell from a record high of $257, mil. Since the stock split, Plank had sold some of his 33:&8 a.o!ﬁk voluntarily reduced his salary
lion to a net loss of $48.3 million, The prices of th, Class C shares to fund the creation of Plank Industries,  mate 00i8 426,000 guhich wan s Do
Under Armour's report of its 2016 fourth quarter company’s Qmwm A shares and Class C shareg sEom a unéﬁﬁ.noa investment company with ownership UAs WW_NM m,,.sﬁmmw _“M nowbaoa Under WHBoE.n.Wm
and full:year results in January 2017 rang alarm bells, 2820 2017 trading at $29.34 and $25.49, respecti interests in commercial real estate, hospitality, food ¢ older, Flank believed he should be
Total fourth-quarter revenues rose 11.7 percent: _.9_“ closed at $14.43 and $13.32 on the last HB. n_.zgomnm y, and beverage, venture capital, and thoroughbred horse owwww_wwm”ﬁ »,o_HE his services based primarily on the
.M_M_ A Enzo:__ America were up only 5.9 percent;  December 2017. These declines in Under gowmm raing, Plaok's critics EnnoEE& the new venture  ny's RMRHHS hm«%ﬁwu Wﬁhﬂsﬁ%ﬁ%ﬂ
ome from operations dropped 6.1 percent com-  5t0ck prices were all the more di i § was absorbing too much of his time. Plank’s time in i , KO
panywide and 15.0 percent in North America. .ﬂo pany’s shareholders because Qmw“n_:ﬁ to the com- dealing with UA’s operating issues and sales slowdown wnﬂmwh,wwﬁm. o i e e
make matters worse, the company’s outlook for ful.  ©nthe NYSEand Nasdaq stock exc e stocks listed had also been constrained by his involvement in help- )
v_.ﬂ_u 2017 was gloomy—expected revenue growth of Y more than §7 trillion i hanges had climbed ing spearhead a 25-year, $5.5 billion project (being 1% Under Armour’s 2017 Sales Performance in
Ens 12 percent (the lowest annual growth rate since 2016 presidential election, in the 16 months since the partially financed with bonds issued by the City of North America Compared Against Its Two Biggest
ity Moﬂwﬂ< became a “C” corporation in 2002) The big drops in .c Baltimore’s Baltimore Development Corp.) to develop Rivals Under Armour's 5.1 percent decline in
$320 million, "€ income o approximately  income and the net Joss an der Armour's operating waterfront property in South Baltimore intoa minicity 201/ S2leS in the North American market compared
bk e partly because of “strategic invest-  9ue to managemeny 0f $48.3 million were partially called Port Covington that would create thousands of ~ UnMaVorebly with longtime industry leader Nike,
Nonetheless, 8%5«51@: V' fastest growing businesses”?  that it would pursye . mEE ouncement in August 2017 jobs and drive demand for office buildings, houses,  1°5¢ sales of $15.2 billion in North America dur-
resources and gy 2k elieved the companys  in8 planto address opu e <. 130 Million restructur: shops and restaurants. Plank Industries’ Sycamore "6 December 1, 2016 through November 30, 2017
i capabilities would enab]e it = operating inefficienci o 1 t Co. was the lead pri i were essentially unchanged from the $15.1 billion in
e challenges aheag: 3 1ttocope !0 mongas&s@oésgwmnsoﬂ =3 ©s, transition Ua<m ovﬂaw—uﬁw b & wo E.wmﬁﬁ hmuan > sales Nike reported for December 1, 2015 through
gineer the cture, and reen- the Port Covington project. So far, Sycamore had com- »
We com
€ are incredibly proug thay i 2016 N Pa0Y’s go-to-market prvicia g leted a mmber of propertics’ in'the project: Inb RGeS0 2016.° But the real threat to Under
posted record reye, , W once again n and design. ve ] (product p e % X 5
e 8 nue and carnings; howeyer, times of seasong] ndor relationships, delivery ing a $24 million renovation of a former Sam’s Club et e sancig m theiNortySmenican
€nges and disruptions i N > flumer- i 3 products, inyento, - B market going into 2018 came from Germany-based The
retai tempered our fouryy e in North Americgn ~ PrOfit margin control, ang ¢ ntory management, into a 170,000 square-foot facility for Under Armour, T e e S o ;
of our Brand, an unpargliejeg . s T srength 108 CONSUMEr preferences o1 e-o Ok [°SPONSE (o shift: tentatively named Building 37 (Plank’s number on s second-ranking company
mmﬂuso_.-. and the continuatiog %ﬁgﬁ S__u our m.%EoP the plag callod . and market conditions); in his University of Maryland football jersey was 37). _muﬁas of woaa it L pUOLE nvuﬁor.uﬁacn
.hﬁ.ﬂsu businesses—footyear, %ﬂﬂnﬁ. inour tion of aboyr 300 e Or a global workforce reduc- . Building 37 was on acreage Under Armour had pur- S.S.M.Emu ﬂomw BEuBnupuwu% mnﬂ””ﬂ? u&ﬁ
gty SO s great congppee A0 VOGO, ang gt IVERLOTY reductions and : chased for $70.3 million in 2014 and was being leased u.%a R | o Tyt
sgainst our 3&.85255% environment, execny, _.H.W._ and lease terminatiopg, E_Muws impairments, facil- by Sycamore to Under Armour for $1.1 million annu- Wwoawn it anire ﬂﬂ“n wnﬂMo”.Eﬁﬁ foot-
10 our shareholders strategy, and =) i contract terminations. ] ally. Building 37 was the first phase of Under Armour's " O SPOTiS appare : ;
Iders, Create value  in cagh efforts resujteq Y, P wear in North America® However, top executives at
A oEE rﬁo_.eﬁ.punumo >d in $39 million plan to create a 50-acre global headquarters campus o Lo psually : R itte
rel s following the fuj. charges ags; million in noncash that would includ head i ool e e
¢ase and the 2017 year 2016 earnings But 2gainst fullyeqy 20 Lwould include § pe headquariety bulidiog o e tiatives at the beginning of 2017 to increase its
ment, the prices of Enﬂﬂnoow Presented by mangge. tion of - the stock price declines 17 results. site of Building 37, additional Under Armour facili- M”“»H_ of the sports apparel, active wear, and athletic
Class C shares—whioh . Pany’s Class A shares Armoys 1 e2OF Concerng Were also a reflec- ties and manufacturing space, a man-made lake, and : § 3 :
30 hich were alreqq and Ur brang yag 1 1> 200Ut Whether the U footwear market in North America from an estimated
- porcent below their highs eapijey Y \rading aboyy  the aGﬂBRui»- ! trouble in Norih .p.nu s a small stadium—a layout designed to house as My 1, poreent 1o around 15 to 20 percent. The results were
other 28 percent, In 2016~droppeq ~ Onstrateq c....on Other troubleq prands ww%ﬂoawl as 10,000 Under Armour employees (UA employed o' ive considering stagnant market demand for
2017 Turned Out o Be a Terrbl year oy c_gaﬁa.,%._ﬁ hag mﬂﬁ% dilicult o rebuild a %eém%ﬁm@ S 88% Esws.aﬂmmnﬁuo% 2018, s apparel and products in North America—sales of
Overall, Under Armour, " Under Armour ™S had a5, Of favor with the bL) ol Wivchiere housea In - L adidasbranded products in North America grew by a
OUL 0 be Worse thay pr OPANCE in 2017 typeq  “PASIS at 2477 &W__upnua:& weeks oﬁ:o_.uwc%n. To compensate for the time he was spending . c o 34 percent in the first nine months of 2017.
tions. In its "management's eajoy s No. 4 op St. had 0 , on outside i i the appoint-
core eXpec| ts % ranked de interests, Plank engineered PPo!
North Amerions th: =iy list of 57 Kevin Plank 2 e k for 2018 In February
Armout found itself on the defensiyg g < UMEr g cogror ik Bad beep y, OISt CEOS in America ment of Patrik Frisk, formerly CEO of the ALDO  Under Armour's Oullook for B0 "0 "*30
year after growing North American sqjee 10"t 2017 2016 iroversial spjy ona._“ﬁa T the microscope since Group, a global footwear and accessories company, 2018, top executives at Under Armout ¢1€ o Jore
f & into ; v : 2 . 00) of seea quick turnaround. Their 2018 outlook for North
; as President and Chief Operating Officer (COO) 1 £ A ] it dealine,
Under Armour in June 2017, Frisk had 30 years of  Americhn, Fes !saaiaaasﬁseai G e
experience in the appare, footwear, and retall nChEEy i . mﬂaﬁu margins were expected to improve
for such brands as The North Face®, Timberland®, 5 -_ oo_u:n uBE&BE activity, anticipated sav-
TunSpon. lucy®, and SmartWool®, As preadel LT o, ol il n seles o is
and COO, Frisk was assigned responsibility for and favorable
Armour's gotomarket sirategy and the successful  tribution chaancls with better margins,
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changes in foreign currency. Operating income Was
projected to be $20 million to $30 million (versus
$28.7 million in 2017). Management explained the
projections of operating income were low because,
after additional review, a decision had been made to
pursue a second restructuring plan in 2018 to further
optimize operations, This plan entailed:

+ Up to $105 million in cash-related charges, con-
sisting of up to $55 million in facility and lease
terminations and up to $50 million in contract
termination and other restructuring charges; and

» Up to $25 million in non-cash charges, comprised
of up to $10 million of inventory related charges
and up to $15 million of asset-related impairments.

ment Data

EXHIBIT 2 Selected Financial Data for Under Armour, Inc., 2014-2017 (in millions)

Management said it expected the 2017 and
2018 restructuring efforts to produce a minimum op
$75 million in savings annually in 2019 and beyong,

The two restructuring Programs were partjy
necessitated by 2015 management efforts to begjy
scaling the company’s infrastructure to accommyg.
date expected sales of $7.5 billion in 2018. Whey
it became apparent to top executives that Under
Armour would not achieve that level of sales ungj|
several years later, then scaling back internal operg.
tions, budgets, and workforce sizes accordingly wag
necessary to transform Under Armour into a leaner,
more cost-efficient operation.

Exhibit 2 shows selected financial statement
data for Under Armour for 2014 through 2017.
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UNDER ARMOUR’S STRATEGY
IN 2018

Until 2018, Under Armour’s mission was “to make
all athletes better through passion, design, and
the relentless pursuit of innovation.” A reworded
mission—"Under Armour Makes You Better"—was
publicly announced in early 2018. Kevin Plank said
the new wording was meant to better convey that “in
every way we connect, through the products we cre-
ate, the experience we deliver and the inspiration we
provide, we simply make you better.”’

The company’s principal business activities in
2018 were the development, marketing, and distri-
bution of branded performance apparel, footwear,
and related sports accessories for men, women, and
youth. The brand’s moisture-wicking apparel prod-
ucts were engineered in many designs and styles
for wear in nearly every climate to provide a per-
formance alternative to traditional products. Under
Armour sports apparel was worn by athletes at all
levels, from youth to professional, and by consum-
ers with active lifestyles. Sales of these products were
made through two primary channels—wholesale
sales to retailers and direct-to-consumer sales (sales
at the company’s websites in various geographic
regions and at its rapidly growing number of
company-owned brick-and-mortar Brand Houses and
factory outlet stores). In the company’s earlier years,
revenue growth was achieved primarily by growing
wholesale sales to retailers of sports apparel, athletic
footwear, and sports equipment and accessories.
More recently, however, sales at the company’s web-
sites and company-owned retail stores had become
the company’s biggest growth engine in North
America. Starting in 2010, Under Armour had
steadily mounted greater efforts to increase its global
footprint and increase its wholesale and online sales
outside North America, most especially in countries
in Europe, the Middle East, and Africa (EMEA), the
Asia-Pacific, and Latin America.

In 2013, Under Armour acquired MapMyFitness,
a provider of website services and mobile apps to
minded consumers across the world; Under
ar used this acquisition, along with several

acquisitions in 2014 and 2015, to create
at it termed a “connected fitness” business offer-

fitness subs d licenses, mobile

individuals across the world. Kevin Plank expected
the company’s connected fitness strategic initiative to
become a major revenue driver in the years to come.

In 2018, Under Armour divided its sales into
five product categories and also reported its sales
and operating income by geographic segment. These
are displayed in Exhibit 3 for the years 2014 through
2017.

Growth Strategy

Under Armour’s growth strategy in 2018 was cen-

tered on six strategic initiatives:

* Continuing to broaden the company's product

offerings to men, women, and youth for wear in a

widening variety of sports and recreational activi-

ties and to increase their appeal to buyers. Special
emphasis was being placed on expanding Under

Armour’s line of women’s products to better capi-

talize on the growth opportunities in the women's

segment.

Increasing its sales and market share in the ath-

letic footwear segment.

* Securing additional distribution of Under Armour
products in the retail marketplace by (1) opening
greater numbers of Under Armour Brand House
stores and factory outlets and (2) capitalizing on
growing consumer preferences to shop online. UA
management had recently concluded the compa-
ny’s profit opportunities were often better selling
its products direct to consumers at retail prices
than they were selling to retail stores at wholesale
prices sufficiently low to be competitive with the
wholesale prices being offered by Nike and adidas.

* Growing Under Armour's global footprint by
expanding its sales in foreign countries and
becoming an everstronger global competitor in
the world market for sports apparel, athletic foot-
wear, and related sports products.

* Growing global awareness of the Under Armour

brand name and strengthening the connection
between consumers and Under Armour branded
products worldwide.

Growing the company's connected fitness busi-
ness and making it profitable.

Most pressing, of course, was the strategic
urgency to revive the company's sales growth, par
ticularly in North America, and return the company

tness<onscious 10 aitractive profitability.
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EXHIBIT3 Under Armour’s Revenues an 2014-2017

Category and Geographic Region,

A Net revenues by product category (in millions of $)

Dollars
¢ § 8535
208 6777 171 127.2
84 3469 _ 88 439
38257 966% $10246  963%
Woo.B: " Fi2ith 842 21 304 a7
804 17 a4 LA 43 19.2 R
1000% $48253 1000% $39633 1000% $10639  100.0%

_ Bes

.o_.lli_ioa.?l!

S

SR

geographic reglon (In millions of $)
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Apparel .ﬂ_n. company designed and merchan-
dised three lines of apparel gear intended to reg-
ulate body temperature and enhance comfort,
mobility, and performance regardless of weather con-
ditions: HEATGEAR® for hot weather conditions;
COLDGEAR® for cold weather conditions; and
ALLSEASONGEAR® for temperature conditions
between the extremes.

HeatGear. HeatGear was designed to be worn in
warm to hot temperatures under equipment or as a
single layer. The company’s first compression T-shirt
was the original HeatGear product and was still one
of the company’s signature styles in 2015. In sharp
contrast to a sweat soaked cotton T-shirt that could
weigh two to three pounds, HeatGear was engi-
neered with a microfiber blend featuring what Under
Armour termed a “Moisture Transport System” that
ensured the body would stay cool, dry, and light.
HeatGear was offered in a variety of tops and bot-
toms in a broad array of colors and styles for wear in
the gym or outside in warm weather.

ColdGear. Under Armour high performance fab-
rics were appealing to people participating in cold-
weather sports and vigorous recreational activities
like snow skiing who needed both warmth and
moisture-wicking protection from becoming over-
heated. ColdGear was designed to wick moisture
from the body while circulating body heat from
hotspots to maintain core body temperature. All
ColdGear apparel provided dryness and warmth in a
single light layer that could be worn beneath a jersey,
uniform, protective gear or ski-vest, or other cold
weather outerwear. ColdGear products generally
were sold at higher price points than other Under
Armour gear lines.

AllSeasonGear. AllSeasonGear was designed to
be worn in temperatures between the extremes of
hot and cold and used technical fabrics to keep the
wearer cool and dry in warmer temperatures while
preventing a chill in cooler temperatures.

Each of the three apparel lines contained three
fit types: compression (tight fit), fitted (athletic fit),
and loose (relaxed). In 2016, Under Armour intro-
duced apparel items containing MicroThread, a fab-
ric technology that used elastomeric (stretchable)
thread to create a cool moisture-wicking microcli-
gsswgmﬂag.&isg

1

more breathable than similar Lycra construction,
and were so lightweight as to “feel like nothing.” It
also began using a newly developed insulation called
Reactor in selected ColdGear items and introduced a
new apparel collection with an exclusive CoolSwitch
coating on the inside of the fabric that pulled heat
away from the skin, allowing the wearer to feel cooler
and perform longer.

Footwear Under Armour began marketing athletic
footwear for men, women, and youth in 2006 and
had expanded its footwear line every year since. Iis
2018 offerings included footwear models specifically
designed for performance training, running, foot-
wear, basketball, golf, and outdoor wear, plus foot-
ball, baseball, lacrosse, softball, and soccer cleats.
Under Armour’s footwear models were light, breath-
able, and built with performance attributes specific
to their intended use. Over the past 5 years, a stream
of innovative technologies had been incorporated in
the ongoing generations of footwear models/styles to
improve stabilization, cushioning, moisture manage-
ment, comfort, directional control, and performance.

New footwear collections for men, women, and
youth were introduced annually, sometimes season-
ally. Most new models and styles incorporated fresh
technological features of one kind or another. Since
2012, Under Armour had more than tripled the num-
ber of footwear styles/models priced above $100 per
pair. Its best-selling offerings were in the basketball
and running shoe categories.

To capitalize on a recently signed long-term
endorsement contract with pro basketball superstar
Stephen Curry, Under Armour began marketing a
Stephen Curry Signature line of basketball shoes in
2014; the so-called Curry One models had a price
point of $120. This was followed by a Curry Two
collection in 2015 at a price point of $130, a Curry
2.5 collection at a price point of $135 during the
NBA playoffs in May and June 2016, a Curry Three
collection in Fall 2016, a Curry 4 collection at a price
point of $130 in Fall 2017, and a Curry 5 collection
at a price point of $130 at the start of the NBA play-
offs in May 2018.

After signing pro golfer Jordan Spieth to a 10-year
endorsement contract in early 2015-Spieth had a
spectacular year on the Professional Golf Association
(PGA) tour in 2015 and was named 2015 PGA Tour
Player of the Year—Under Armour promptly sought
{o leverage the signing by introducing an all-new 2018
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golf shoe collection in April 2016: The collectionhad  MapMyRun and MapMyRide. Utilizing GPS an around Strategy in 2018: Efforts to Revive North
3 styles, ranging in price from $160 to $220. A new other advanced technologies, MapMyFitness E.o.a g o Revive North American Sales and Profitability Cc65
Spieth One Signature collection Was introduced in  vided users with the ability to map, record, and icensing nder Armour had licensing agreements  televisi 1ok i
carly 2017 with much the same price points, followed  their workouts. Under Armour acquired Euro bay with a number of firms to produce and market Under snnszou i timmaln sher mediss(oielTe £ad
. e sar ‘ pean it : b e0s accessed via the Internet and social media.
by a Spieth Two collection in arly 2018, which was fitness app Endomondo and food-ogging ap Armour apparel, accessories, and equipment. Under  magazines, and print). Management believed such
accompanied by a Spieth Tour™ golf glove. MyFitnessPal in 2015, enabling UA to create a E:w AT Praich marketing, and sales teams were  exposure helped the com any establish the on-field _
e R ebuted its first “smart shoe” tificeied connected fliness dashboard that used f actively involved in all steps of the design process for  authentichy P the Under Armour brand with con-
(called the SpeedForm Gemini 2 Record Equipped) independently functioning apps AZmuZu‘EEoE licensed products in order to maintain brand stan- - sumers. In addition, UA hosted combines, cam|
at a price point of $150 in 2016; smart shoe models MyFitnessPal, Endomondo, and UA Record™ i dards and consistency. During 2017, licensees sold  and clinics for athletes in many sports nﬂ._.&owm
were equipped with the capability to connect auto- enable subscribers to log workouts, run ol UA-branded collegiate, National Football League and _ _sites across the United States and was the titl
matically to UA's connccted fitness website and rec-  eaten, and to use a digital Beibodr to's and foods Major League Baseball apparel and accessories, baby  sor of a collection of high school Al-Am i
ord certain activities in the wearer’s fitness tracking  sures relating to their sl 3 b and,kids’; appasel jeam nnifEIDA0PLS. WAL bot-  that created signifl oield i e e
account. Tl A U .o_”...wanowm fitness, activity, and {les, eyewear, and other hard goods equipment. Under  ofits Eon:nwn B."_..W“wmu.no__n e g o
In 2018, using freshly-developed connected fit-  System called caa_ﬂaa ucec 8 Conriected Fitness Armour pre-approved all products manufactured and Going into 2018, Under Armour was the offi
m_a.n §M.._M_ea8 and several other innovations, sisted of a EEn?hnnonm_ci:”_, mm”“__u.w_wo ot ke R s 5 0 A2 bRt Boa.u_ AT pﬁﬁmw EMBM h
nder e el aPnew. multitea : ; ; s that measured nel were assigned the task of ensuring that licensed  such collegiate institut Dame.
. o iy ial heart rate, steps taken, and oducts met th i i cgiate institutions as Nowe Dame, UCL/
] hailed 3 i . workout products met the same quality and compliance stan- Boston Colls weste! Maryland
u:%“na E&___Q EM. hit what the company called .h” “ﬁﬁwﬁmﬂnﬂﬂw noﬂﬂw_. and a smart scale (that dards as the products Under Armour sold directly. mocﬁnnwwommu”” ﬂﬂﬂh S ZmﬁﬂMnMHqF Wisconsin,
ta e, performance, and fit” HO i : fat percentage, and 3 1 ;i Mi ¢ T »
Wsﬁﬂhne& from $100 to $140; all Ecw.”m “_._umcoﬂ “M_wgﬁr ooﬂ_unmn EEL) L1 Sristbanc vt %u—”n—. Marketing, Promotion, and Brand ”E. it was Ba_um._M”_E%:ﬂ.”nWMﬂ._aﬁnh_ws u.hn_w._“
pression mesh and a speci worn 24/7, i 3 ; : L
S opie e M_.Es. hﬁ_ ﬂ“ﬁg dnl Gy AT wnsau_ and had Bluetooth Management Strategies and women's collegiate athletic teams, growing num-
R i skl \ er return By April 2016, U Under Armour had an in-house marketing and pro- bers of high school athletic teams, and it supplied side-
i p to reduce impact, and claim ! , Under Armour had over 160 mi ; 8 0C E lin ;
o aciives e and claimed  lion users of ts various C 8 0 mil- motions department that designed and produced ¢ apparel and fan gear for many collegiate (cams 8%
s .E_E. ort.” The higher-priced 2 : onnected Fitness offerings, : BE < 3 well. Under Armour had bee! : F
onnected” HOVR models had built- with new user registrations growi most of its advertising campaigns to drive consumer OIS, n the official supplicr of
Armour Record Sensor™ technol uiltin Under 100000 per i o iy at the rate of demand for its products and build awareness of competiton suts, uniforms, and training resources for
S A s a2 _._“m_ e dia e At iE _oun.nngmneﬁs ul was so enthusiastic Under Armour as a leading performance athletic a number of U.S. teams in the 2014 Winter Olympics,
lyze, and store most every known to track, ana-  Connected Fitness c_._w._on E_E of Under Armour’s brand. The company's total marketing expenses 2016 Summer Olympics, and 2018 Winter Olympics.
enabling Alind oS Snon GalAl et o, Commany sileanoficag] ess that he had boosted the . were $565.1 million in 2017, $477.5 million in 2016, Under Armour was equally active in negotiat
10 get beter. Plank believed the ey necded to do ers from 20 to over ngloeecs aad:sofbiars devlop: , $417.8 million in 2015, and $333.0 million in 2014, ¢ agreements to supply products to high profie
M.._.u and a reflection of the company’s A home 2016, Under Armour nE.En 2014 and 2015. In These totals included the costs of sponsoring events gakstoos m:u..s.nm and professionall sparis AR5
lties 0 churnout innovatve products, |+ g OIoBis nnmﬁEu& all of its digital and i and various sports teams, the costs of athlete endorse- most notably in the National Football 1.cague
Accessories  Under Armour’ ; division called Co products into a new business o ments, and ads placed in a variety of television, print, (NFL). Major League Bascball (MLB), the Fat800
nsoded omy sy i SR SO iccted Fitness, under the leader- e radio, and social media outlets. All were included as Hockey League (NHL), and the National Basketbal
packs and bags, eyewear and headwear, back- While Connec president of digital revenue. A part of selling, general, and administrative expenses Asciation (NBA). Undar Amar had been.an offk
et e T e i ted Fitness sales grew rapid] % shown in Exhibit 1. cial supplier of football cleats to all NFL teams since
accessories f; equip- siness —gE.—ED rapidly, skl 2006, the offi ial i
P cessories fea Tt i3 08, of. dollars. anni § . . the official supplier of gloves to NFL teams
. _.F_unmo_.s.ﬁ__»_\ ...EE-.E&E aﬁﬂoﬁhcauﬁﬂ 3 %ﬂuoﬂ 3C. Aspart of the 2017 Haa:.:_..nE‘a —see E..M.HEZHEE._% Under Armour’s mw%:m market-  beginning in 2011, and a supplier of training apparel
Armour produc 8!»5.. nder Armour me, 3 turing promotion strategy began with promoting  for athletes attending NFL ut beginning
E&E&g__ ﬂ.wﬂ%ﬁ EEER.EF s the company’s 1SS digital prod ota! &as_qnw& its core aon.no..u fit- the sales and use of its products to high-performing  in 2012. In 2011 Under %Mﬁ w”ﬁvhn the offi-
e 5 EAR® and oorUOEnEun gloves SBo&n.En_a.Eu difsotion o:u,mﬂhoonuu. and digital . athletes and teams on the high school, collegiate,  cial supplier of performance footwear to all MLB
were designed iﬁungmbwe tech- _Em.. this management et chief technology offi- b and professional levels. This strategy was execuled  teams; after signing a 10-year deal with MLB in 2016
fabrics 1o y 2018 with the Ahin “”Em evolved §o.. il i by ousn_.ﬁ into outfitting agreements with a variety  Under Armour was scheduled in 2020 to become Em
of a new senior vice of mc?ﬁns and uBmomupcup_.uuo:u teams, spon-  official supplier of on-field uniforms, performance
A8 | soring an assortment of collegiate and professional  apparel, and connected fitness accessories to all 30
MLB clubs on an exclusive basis; and, together with

sports events, entering into endorsement agreements
its manufacturing partner, sell a broad range of MLB

ferentiated Under
Armour gloves
. from those of riya] N“Eag officer and had
strategy for all digita] responsibility for leading
Ncoﬂng wWith ﬁu&niman:s development in col- g with individual athletes, and selling Under Armour
Ty h eting o nagement, product cate o products directly to team equipment managers and licensed merchandise. Starting with the 2011/2012

. In Under | {0 individual athletes. As a result, UA products were season, UA was granted rights by the NBA to show

seen on the playing field (typically with the Under  ads and promotional displays of players who were
Armour logo prominently &%Eﬂ_v.. giving them official endorsers of Under Armour products in their
exposure to various consumer @ iences attend-  NBA game uniforms wearing UA-branded baske
ing live sports events or watching these events on  footwear. o thall

provide various highs
-performance
attributes i ;
that di. ~ President, digital product, who reported to the chief
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Internationally, Under Armour sponsored an
sold its products to several Canadian, mcaﬂwnm“uh
Latin American soccer and rugby teams 10 n P %3
brand awareness in sio““, n.w_ﬁh_w ”nanﬂ_w_ﬁv

1
across the world. In Cana e an%Hwop “
ockey Canada, had advertising rights at many

wonunnwu the Air Canada Center during the z_m.r
Toronto Maple Leafs’ home games, and was the offt
cial supplier of performance products to the .Z%_a
Leafs. In Europe, Under Armour was the oans_ sup-
plier of performance apparel to tWo professional soc-
cer teams and the Welsh Rugby Union. In 2014 and
2015, Under Armour became the official match-day
and training wear supplier for the Colo-Colo soccer
club in Chile, the Cruz Azul soccer team in Mexico,
and the Sao Paulo soccer team in Brazil.

In addition to sponsoring teams and events,
Under Armour’s brand-building strategy in the United
States was to secure the endorsement of individual
athletes. One facet of this strategy was to sign endorse-
ment contracts with newly emerging sports stars—
 examples included Jacksonville Jaguars running back
Leonard Fournette, Milwaukee Bucks point guard
Brandon Jennings, Charlotte Bobcats point guard
mba Walker, 2012 National League (baseball)
st Valuable Player Buster Posey, 2012 National
igue Rookie of the Year Bryce Harper, tennis
nom Sloane Stephens, WBC super-welterweight
ng champion Camelo Alvarez, and PGA golfer

n Spieth. But the company’s endorsement
50 included established stars: NFL football
lom Brady, Julio Jones, and Anquan Boldin;
ite Warriors point guard Stephen Curry;
| baseball players Ryan Zimmerman,
and O_uﬁug Kershaw: tennis star Andy
- Women's National Soccer Team play-
itts and Lauren Cheney; U.S. Olympic

I volleyball plaer Nicole Branagy;
swimmer Michael Phelps. In 201,
°d 10-year extensions of its
Vith Stephen Curry and

PART2 Casesn Crafting and Exec

uting Strategy

campaigns for women's »E.mh.ﬂ offerings,
Hﬁﬂw_ﬁa uﬁﬁ& an integral role in promoting
UA's connected fitness, apparel, footwea, o
sory products. Mayers Was .ssag& to have his own
Jine of premium clothing in a forthcoming Under
Armour Sportswear 8:35?.5 _E%._ou to sign-
ing endorsement agreements with prominent sports
figures and celebrities in the .CES@ m.:_ﬁm. Under
Armour had become increasingly active in using
endorsement agreements with well-known athletes
to help build public awareness of the Under Armour
brand in those foreign countries where it was striving
to build a strong market presence. Headed into 2018,
Under Armour had signed endorsement agreements
with several hundred international athletes in a wide
variety of sports.

Under Armour’s strategy of signing high-profile
sports figures to endorsement contracts, sponsoring
a variety of sports events, and supplying products to
sports teams emblazoned with the company's logo
had long been used by Nike and The adidas Group.
Both rivals had far larger rosters of sports figure
endorsements than Under Armour and supplied
their products to more collegiate and professional
sports teams than Under Armour.

Nonetheless, Under Armour’s aggressive entry
into the market for securing such endorsement agree-
ments Ea spawned intense competition among the
three rivals to win the endorsement of athletes and
teams with high profiles and high perceived public
appeal had caused the costs of winning such agree-
ments to spiral upward. In 2014, Under Armour
reportedly offered between $265 million and
$285 million to entice NBA star Kevin Durant, who
w_wﬁ for the Golden State Warriors, away from Nike;
ﬁﬁw ﬁwﬂhﬁooﬂs and Durant elected to stay
pislsto ke 15, adidas bested Nike in a bid-
NBA sign Houston Rockets star and runner-up

most valuable player James Harden to a 13-year

“Mnnﬁosﬁ deal, wh ,
e S0l Tho et wi
by adidas to

tWo spot in sports
behind Nike, mo nuwﬁc_

Armour,"! [

m its |

en Nike opted not to match
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gﬁ.a league %opsaa? athletic events,andother  Its advertising campaigns were of varying lengths

marketing commitments, compared to about $176.1 mik  and formats and frequently included prominent ath-

lion in 2016, $126.5 million in 2015, $90.1 million in letes and personalities. Advertising and promotional

2014, $53.0 million in 2012, and $29.4 millionin 2010.>  campaigns in 2015-2017 featured Michael Phelps,

The company was contractually obligated to spend 2 Stephen Curry, Jordan Spieth, Tom Brady, Lindsey

minimum of $261.2 million for endorsements, sponsor-  Vonn, Misty Copeland, and Dwayne Johnson.

ships, events, and other marketing commitments from

2018 to 2020." Under Armour did not know precisely Distribution Strategy

what its future endorsement and sponsorship costs  Under Armour products were available in roughly
would be because its contractual agreements With most 17,000 retail store locations worldwide in 2018. In
athletes were %ﬁoooggoagsgg many foreign countries, Under Armour relied on
ables and because it was actively engaged in efforts o independent marketing and sales agents, instead of
sign additional endorsement contracts and sponsor  its own marketing staff, to recruit retail accounts and
additional sports teams and athletic events. solicit orders from retailers for UA merchandise.

Retail Marketing and Product Presentation The Under Armour also sold its products directly to con-
primary thrust of Under Armour’s retail marketing sumers through its own Brand House stores, factory
strategy was to increase the floor space exclusively outlet stores, and various geographic websites.
dedicated to Under Armour products in the stores  Wholesale Distribution In 2018, Under Armour
of its major retail accounts. The key initiative here  had an estimated 11,000 points of distribution
was to design and fund Under Armour “concept  in North America. The company’s biggest retail
shops™including flooring, lighting, walls, fixtures  account was Dick's Sporting Goods, which in 2017
and product displays, and images—within the stores accounted for 10 percent of the company's net rev-
of its major retail customers. This shopin-shop  enues. Until its bankruptcy and subsequent store
approach was seen as an effective way to gain the  liquidation in 2016, The Sports Authority had been
placement of Under Armour products in prime  UA's second largest retail account; the loss of this
floor space and create a more engaging and sales-  account was a principal factor in Under Armour’s
producing way for consumers to shop for Under  struggle to grow wholesale sales to retailers in North
Armour products, America. Other important retail accounts included
In stores that did not have Under Armour con- Academy Sports and Outdoors, Hibbett Sporting
cept shops, Under Armour worked with retailers to  Goods, Modell's Sporting Goods, Bass Pro Shops,
establish sales-enhancing placement of its products.  Cabela’s, Footlocker, The Army and Air Force
In “big:box” sporting goods stores, it was important  Exchange Service, and such well-known department
1o be sure that Under Armour's growing variety of store chains as Macy's, Nordstrom, Belk, Dillard’s,
products gained visibility in all of the various depart-  and Kohl's. In Canada, the company's important
ments (hunting apparel in the hunting goods depart-  retail accounts included Sport Chek and Hudson’s
ment, footwear and socks in the footwear department,  Bay. Roughly 75 percent of all sales made to retail-
and so on). Except for the retail stores with Under  ers were to large-format national and regional retail
Armour concept shops, company personnel worked  chains. The remaining 25 percent of wholesale sales
with retailers to employ in-store fixtures, lifesize  were to lessersized outdoor and specialty retailers,
mannequins, and displays that highlighted the UA institutional athletic departments, leagues, teams,
logo and conveyed a performance-oriented, athletic  and fitness specialists. Independent and specialty
look. The merchandising strategy was not only to retailers were serviced by a combination of in-house
enhance the visibility of Under Armour products  sales personnel and third-party commissioned manu-
and drive sales but also grow consumer awareness  facturer’s representatives.
that Under Armour products defivered performaice:  pirectto-Consumer Sales In 2017, 30 percent
1hancis %ugu of Under Armour's net revenues were generated
P through direct-to-consumer sales, versus 23 percent
in 2010 and 6 percent in 2003; the direct-to-consumer
el included sales of discounted merchandise at

R
B
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Under Armour's factory outlet stores and E:.v._._oo
sales at Under Armour Brand Houses, and various
country websites. The factory outlet stores gave
Under Armour added brand exposure Bn. helped
familiarize consumers with Under Armours prod-
uct lineup while also functioning as an important
channel for selling discontinued, out-of-season, and/
or overstocked products at discount prices without
undermining the prices of Under Armour merchan-
dise being sold at retail stores, Brand Houses, and
company websites. Going into 2018, Under Armour
had 162 stores in factory outlet malls in North
America; these stores attracted close to 75 million
shoppers in 2017.

During the past several years, Under Armour had
begun opening company-owned Brand House stores
in high-traffic retail locations in the United States to

v showcase its branded apparel and sell its products
direct-to-consumers at retail prices. At yearend 2017,
the company was operating 19 Under Armour Brand
House stores in North America. Plans called for hay-
ing close to 200 Brand House locations in North
America by yearend 2018." However, part of Under
Armour’s 2017 restructuring plan reportedly included
closing 33 factory outlet stores and 23 Brand House
locations that had not met sales expectations; these
closings were responsible for many of the lease termi-
nations disclosed in the restructuring effort,"*
~ UA management’s e-commerce strategy called
or sales at www.underarmour.com (and 26
ther in-country websites as of 2016) to be one of
e company's principal vehicles for sales growth
ipeoming years. To help spur e-commerce sales,
compan §G§—?Oﬂ.§8&<ﬂ5—u
its websites, improve its online merchandising
Armour products sold on its sites, and use
05 10 attract online buyers. From time-to-
b ites offered free limited-time shipping
items. Recently, to better compete with
1y had begun offering free 4 to 6
n orders over $60 and free 3
orders over §150, wﬂé@.
o

its licensees, and the company’s quality assurance
team strived to ensure that licensed products met the
same quality and compliance mﬁ_%am. as company.
sold products. Under Armour had relationships with
several licensees for team uniforms, eyewear, ang
custom-molded mouth guards, as well as the distrj.
bution of Under Armour products to college book-
stores and golf pro shops.

Distribution outside North America Under Armour’s
first strategic move to gain international distribution
occurred in 2002 when it established a relationship
with a Japanese licensee, Dome Corporation, to be
the exclusive distributor of Under Armour products in
Japan. The relationship evolved, with Under Armour
making a minority equity investment in Dome
Corporation in 2011 and Dome gaining distribution
rights for South Korea. Dome sold Under Armour
branded apparel, footwear, and accessories to profes-
sional sports teams, large sporting goods retailers,
and several thousand independent retailers of sports
apparel in Japan and South Korea. Under Armour
worked closely with Dome to develop variations of
Under Armour products to better accommodate the
different sports interests and preferences of Japanese
and Korean consumers.

A European headquarters was opened in 2006 in
Amsterdam, The Netherlands, to conduct and over-
see sales, marketing, and logistics activities across
Europe. The strategy was to first sell Under Armour
products directly to teams and athletes and then
leverage visibility in the sports segment to access
broader audiences of potential consumers, By 2011,
Under Armour had succeeded in selling products
to Premier League Football clubs and multiple run-
ﬁ _moﬂﬂh-nn __”ﬂ*a clubs in the United Kingdom;

rance, , 2 d,
[l e o Germany, Greece, Irelan
Rugby clubs

ounf
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(see Exhibit 3B). However, operating pro :
region were mBm__ (see Exhibit unﬁw_.._ﬂman._-s__%oh”__“
aoa.nﬁ_& its industry-leading position with European
85:2..9 E..a Under Armour frequently found itself
embroiled in hotly contested price-cutting battles
with adidas and Nike to win orders from retailers in
many EMEA locations.

In 2010 and 2011, Under Armour began selling
its products in parts of Latin America and Asia, In
Latin America, Under Armour sold directly to retail-
ers in some countries and in other countries sold its
products to independent distributors who then were
responsible for securing sales to retailers. In 2014,
Under Armour launched efforts to make Under
Armour products available in over 70 of Brazil’s pre-
mium points of sale and e-commerce hubs; expanded
sales efforts were also initiated in Chile and Mexico.

In 2011, Under Armour opened a retail show-
room in Shanghai, China—the first of a series of steps
to begin the long-term process of introducing Chinese
athletes and consumers to the Under Armour brand,
showcase Under Armour products, and learn about
Chinese consumers. Additional retail locations in
Shanghai and Beijing soon followed (some operated
by local partners). By April 2014, there were five
company-owned and franchised retail locations in
mainland China that merchandised Under Armour
products; additionally, the Under Armour brand had
been recently introduced in Hong Kong through a
partnership with leading retail chain GigaSports.

Under Armour began selling its branded apparel,
footwear, and accessories to independent distribu-
tors in Australia, New Zealand, and Taiwan in 2014;
these distributors were responsible for securing retail
accounts to merchandise Under Armour products to
consumers. The distribution of Under Armour prod-
ucts to retail accounts across .“_M_ ﬁ.nﬁmuga__m_ by
a third-party logistics provider ong kong.

In 2013, Under Armour organized its interna-
tional activities into four geographic regions—North
America (the United States and Canada), Latin
America, Asia-Pacific, and Europe/Middle East/
Africa (EMEA). In his Letter to Sharcholders in

the company's 2013 Annual Report, Kevin Plank
said, .ﬁuﬁgaﬁnasgn-_ocﬂ_nﬁm
iﬁn_ocw_:ﬁasno__.wbuﬂovago !

Sales of Under Armour products in EMEA, Bmw-ﬁ
Pacific, and Latin America accounted Mﬂn i
Under Armour’s total net revenues in 20 w%ﬂ ik
11.5 percent in 2015, and 8.7 percent in

C69

Exhibit 3B). Under Armour saw growth in foreign
sales as the company’s biggest market opportunity in
upcoming years, chiefly because of the sheer num-
ber of people residing outside the United States who
could be attracted to patronize the Under Armour
_.559 In 2017 Nike generated about 53 percent of
its revenues outside North America, and adidas got
about 70 percent of its sales outside its home market
of Western Europe and 80 percent outside of North
America—these big international sales percentages
for Nike and adidas were a big reason why Under
Armour executives were confident that growing UA’s
international sales represented an enormous market
opportunity for the company, despite the stiff compe-
tition it could expect from its two bigger global rivals.
One of Under Armour’s chief initiatives to
build international awareness of the Under Armour
brand and rapidly grow its sales internationally was
to open growing numbers of stores in popular fac-
tory outlet malls and to locate Brand Houses in vis-
ible, high-traffic locations in major cities. So far, the
company had opened 57 factory outlet stores and
57 Brand House stores in international locations
as of yearend 2017, versus 37 factory outlet stores
and 35 Brand Houses at yearend 2016. Current
long-range plans called for perhaps as many as 800
such stores in 40+ countries outside North America
sometime in the 2020 to 2025 period.

Product Design and Development

Top executives believed that product innovation—as
concerns both technical design and aesthetic design—
was the key to driving Under Armour’s sales growth
and building a stronger brand name.

UA products were manufactured with techni-
cally advanced specialty fabrics produced by third
parties. The company’s product development team
collaborated closely with fabric suppliers to ensure
that the fabrics and materials used in UA's prod-
ucts had the desired performance and fit attributes.
Under Armour regularly upgraded its products as
nextgeneration fabrics with better performance
characteristics became available and as the needs of
athletes changed. Product development efforts also
aimed at broadening the company's product offer
ings in both new and existing product categories and
market segments, An effort was made to design prod-

Fn.
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perception and understanding of the use and benefits
of Under Armour products.

Under Armour’s product mnﬁ_.oun_nﬂ “n“H
had significant prior industry %ong.a e 4
ing fabric and other raw material suppliers an

i | and footwear comPpanies
branded athletic appare ed closaly with

hout the world. The team WO
wﬂmnw.»aoﬁ.u sports marketing and sales teams as
well as professional and collegiate athletes Lo iden-
tify product trends and determine market needs.
Collaboration among the company’s product devel-
opment, sales, and sports marketing team had proved
important in identifying the opportunity and Bﬁnﬂ
for four recently launched product lines and fabric
technologies:

« CHARGED COTTON™ products, which were
made from natural cotton but performed like the
products made from technically advanced syn-
thetic fabrics, drying faster and wicking moisture
away from the body.

+ STORM Fleece products, which had a unique,
water-resistant finish that repelled water without

* Products with a COLDBLACK® technology fab-
ric that repelled heat from the sun and kept the
wearer cooler outside.

* ColdGear® Infrared, a ceramic print technology
applied to the inside of garments that provided
wearers with lightweight warmth.

sourcing, Manufacturing,

ind Quality Assurance

dany of the high-tech specialty fabrics and other
¢ materials used in UA products were developed

parties and -Sa&. from a limited number

velieved outsourcing fabric production
' company to seek out and utilize which-
m were able to produce the Jat-
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ihipr Jocations in Malaysia, Taiwan, and
“Mowﬁcs a big fraction of the materials useq
in UA products were unﬁo_oEu&u.mon .muBEonnu.
fabric costs were subject 0 crude oil price fluctug.
tions. The cotton fabrics used in the CHARGED
COTTON™ products were n_wm subject to price
fluctuations and varying availability based on cotton
ests.

__Ea_: 2017, substantially all UA products were made
by 39 primary contract manufacturers, operating in
17 countries; 10 manufacturers produced approxi-
mately 57 percent of UA's products. Approximately
61 percent of UA's apparel and accessories products
were manufactured in China, Jordan, Vietnam, and
Malaysia. Under Armour’s footwear products were
made by seven primary contract manufacturers oper-
ating primarily in Vietnam, China, and Indonesia,
All contract manufacturers making Under Armour
apparel products purchased the fabrics they needed
from the 5 fabric suppliers preapproved by Under
Armour. All of the makers of UA products were
evaluated for quality systems, social compliance,
and financial strength by Under Armour’s quality
assurance team, prior to being selected and also on
an ongoing basis. The company strived to qualify
multiple manufacturers for particular product types
and fabrications and to seek out contractors that
could perform multiple manufacturing stages, such
as procuring raw materials and providing finished
products, which helped UA control its cost of goods
sold. All contract manufacturers were required to
adhere to a code of conduct regarding quality of
manufacturing, working conditions, and other social
concerns. However, the company had no long-term
agreements requiring it to continue to use the ser-
vices of any manufacturer, and no manufacturer was
obligated to make products for UA on a longterm
basis. UA had subsidiaries strategically located near
its manufacturing partners to support its manufac-
turing, quality assurance, and sourcing efforts for its
products, A

Under Armour had a 17,000 square-foot Special .

Make-Up Shop located at one of its distribution
facilities in Maryland where it had the capability to
make and pparel products on tight
it gpaugtgm
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Inventory Management

Under Armour based the amount of inventory it
needed to have on hand for each item in its prod-
uct line on existing orders, anticipated sales, and
the need to rapidly deliver orders to customers. Its
inventory strategy was focused on (1) having suffi-
cient inventory to fill incoming orders promptly and
(2) putting strong systems and procedures in place
to improve the efficiency with which it managed its
inventories of individual products and total inven-
tory. The amounts of seasonal products it ordered
from manufacturers were based on current book-
ings, the need to ship seasonal items at the start of
the shipping window in order to maximize the floor
space productivity of retail customers, the need
to adequately stock its Factory House and Brand
House stores, and the need to fill customer orders.
Excess inventories of particular products were either
shipped to its Factory House stores or earmarked for
sale to third-party liquidators.

However, the growing number of individual
items in UA’s product line and uncertainties sur-
rounding upcoming consumer demand for indi-
vidual items made it difficult to accurately forecast
how many units to order from manufacturers and
what the appropriate stocking requirements were for
many items. New inventory management practices
were instituted in 2012 to better cope with stocking
requirements for individual items and avoid exces-
sive inventory buildups. Yearend inventories of
$1.16 billion in 2017 equated to 154.6 days of inven-
tory and inventory turnover of 2.36 turns per year.
UA's description of its restructuring plans signaled
that inventory reduction initiatives were included,

COMPETITION

The $250 billion global market for sports apparel, ath-
letic footwear, and related accessories was fragmented
pEeEBBonuvIE.EEoSBu&g&Bg
product lines and varying geographic coverage and
numerous small competitors with specialized-use
nuuﬁ&:bsﬁagouoﬂsniﬁipé
country or geographic region. Industry participants
included athletic and leisure shoe companics, athletic
and leisure apparel companies, sports ‘equipment
compani¢s, and large companies having diversi-
fied lines of athletic and leisure shoes, apparel and
equipment. The global market for athletic footwear

was projected to reach $114.8 billion by 2022, grow-
ing at a CAGR of 2.1 percent during the period 2016
10 2022.° The global market for athletic and fitness
apparel was forecast to grow about 4.3 percent annu-
ally from 2015 to 2020 and reach about $185 billion
by 2020." Exhibit 4 shows a representative sample
of the best-known companies and brands in selected
segments of the sports apparel, athletic footwear, and
sports equipment industry.
In 2017 and 2018, consumers across the world
shopped for the industry’s products digitally (online)
or physically in stores. And they shopped either for a
favorite brand or for multi-brand. The trend was for
more consumers to shop digitally and for a brand
deemed to be the best or their favorite. Multi-brand
shoppers typically wanted to explore and compare
the options, either through a dot.com experience or
in stores where could view the products firsthand,
get advice or personalized assistance, and/or get the
product immediately.
As Exhibit 4 indicates, the sporting goods indus-
try consisted of many distinct product categories
and market segments. Because the product mixes
of different companies varied considerably, it was
common for the product offerings of industry par-
ticipants to be extensive in some segments, moderate
in others, and limited to nonexistent in still others.
Consequently, the leading competitors and the inten-
sity of competition varied significantly from market
segment to market segment. Nonetheless, compe-
tition tended to be intense in most every segment
with substantial sales volume and typically revolved
around performance and reliability, the breadth of
product selection, new product development, price,
brand name strength and identity through marketing
and promotion, the ability of companies to convince
retailers to stock and effectively merchandise their
brands, and the capabilities of the various industry
participants to sell directly to consumers through
their own retail/factory outlet stores and/or at their
company websites. It was common for the leading
companies selling athletic footwear, sports uniforms,
and sports equipment to actively sponsor sporting
events and clinics and to contract with prominent
and influential athletes, coaches, professional sports
teams, colleges, and sports leagues to endorse their
brands and use their products.
Nike was the clear global market leader in the sport-
ing goods industry, with a global market share in ath-
Jetic footwear of about 23 percent and a sports apparel
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EXHIBIT 4 Major Competitors and Bran
Apparel, Athletic Footwear, a

Performance Apparel for Sports (baseball, football,
leyball,

+ Nike

« Under Armour
- Adidas

+ Eastbay

+ Russell

Performance Activewear and Sports-Inspired

Lifestyle Apparel

« Polo Ralph Lauren
» Lacoste

« lzod

« Cutter & Buck

+ Timberland

« Columbla

+ Puma

+ LiNing

» Many others
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hockey, lacrosse, soccer,

g Strategy

ds in Selected Segments of the Sports
nd Accessory Industry, 2018

Performance- i
track Driven Athletic Training/Fitness
Footwear Clothing

« Nike + Nike

. Adidas +» Under Armour
. New Balance « Adidas
+ Reebok « Puma
» Saucony » Fila
- Puma « Lululemon athletica
« Rockport « Champiocn
. Converse + Asics
+ Ryka « Eastbay
«+ Asics « SUGOI
+ LiNing + LINing
Performance Performance Golf
Skiwear Apparel
+ Salomon = Footjoy
+ North Face « Nike
+ Descente + Adidas
-+ Columbla » Under Armour
+ Patagonia - Polo Golf
= Marmot + Ashworth
+ Helly Hansen « Cutter & Buck )
+ - + Bogner « Greg Norman '
& = rSpyders iy + Puma
« Manyothers ~ « Many others

.Eaa of 5 percent. The adidas Group, with businesses
that produced athletic footwear, sports uniforms, fitness

arel, sportswear, and a variety of sports equipment
Enﬁ&..__nawnaaensgn.sgsnsgﬂ
global competitor. These two major competitors
inder Armour are profiled as follows,

ated in 1968, Nike was the dominant global
the design, development, and worldwide
~and selling of footwear, sports appare],
nt, and accessory products, Nike was

| brand, with a broader and deeper port-
§, models, and styles than any other

business alone had sales of $5.3 billion). Nike’s foot-
wear line included some 1,500 models/styles. Nike
was also the world's largest sports apparel brand,
with 2017 sales of $9.5 billion. Sales of Nike prod-
ucts to women reached $7 billion in 2017,

Nike’s strategy in 2017 and 2018 was driven by
three core beliefs. One was that the growing popular-
H_.W nou. mwmﬂ_m and active lifestyles reflected a desire to
s %So er lives. As a result, companies like Nike
ol =E§ more relevant for more moments in
E nm_o:o.cf because of their growing participation
S 5#15 Wellness, and fitness activities and
Pty E.nmam_o. stimulated greater interest in

e activities and sports events, Moreover,
nESEEu. m_.s Sports events and social media were
Sugun The 29»«35 People consumed sports con-

. YBA, for example, had over 1.3 billion

and player pages, The
events / growth of wate streamed
on mobile phones was é_asu_“._mwsa. ina

R
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connected, mobile-led world, consumers had become
infinitely better informed and, thus, more power-
ful because of the information they could access in
seconds and the options this opened up—“powered
consumers” were prone to consult their phones (or
conduct Internet searches on other devices) for
price comparisons and availability before deciding
where to shop or what to purchase online. Third, the
world was operating at faster speeds and the num-
bers of powered consumers was about to explode.
Nike’s CEO expected over 2 billion digitally con-
nected people in markets in China, India, and Latin
America would join the middle class by 2030. In
North America, Nike estimated that its primary con-
sumer base was 50 million people, but that if popula-
tion trends in China continued at the expected rate,
Nike's projected consumer base in China would be
more than 500 million people by 2030.

For years, the heart and soul of Nike's strategy
had been creating innovative products and powerful
storytelling that produced an emotional connection
with consumers and caused them to gravitate to pur-
chase Nike products. But at the same time Nike execu-
tives understood that brand strength had to be earned
every day by satisfying consumer needs and meeting,
if not exceeding, their expectations. Exhibit 5 shows
Nike's worldwide retail and distribution network at
the end of fiscal 2017.

In October 2017, Nike CEO Mark Parker pro-
vided a brief overview of the company's “Triple
Double” strategy that had three components: 2X
Innovation, 2X Speed, and 2X Direct:

In 2X Innovation, we will lead with more distinct plat-

forms, moving from seeding to scaling a lot faster.
We'll . . . give consumers better choices to match their

preferences. And we'll set a new expectation for style,
creating a new aesthetic to wear in all moments of their
lives. To the consumer, there is no trade-off between
sport and style. We know that more than half of the ath-
letic footwear and apparel is bought for non-sport activi-
ties, and we have even more room to grow in this market.

In 2X Speed, we're investing in digital end to end
to serve this insatiable consumer demand for new and
fresh products. To use a sports analogy, you can't run
an up-tempo offense if only half your plays are designed
for speed. So we're building new capabilities and ana-
Iytics to deliver personalized products in real time,
and we're engaging with more partners companywide
to move faster against our goals. In our supply chain,
we've joined forces with leading robotics and automa-
tion companies, and we're serving millions of athletes
and sports fans faster through manufacturing bases that
are closer to our North American consumer. 2X Speed
is really all about delivering the right product in the
moment, 100 percent of the time.

We never ever take the strength of our brand and pre-
mium product for granted. They are indeed our most
valuable assets. With 2X Direct [to Consumer], we want
as many Nike touch points as possible to live up to those
expectations, and that's why we are investing heavily in
our own channel and leading with digital. And with our
strategic partners, we'll move resources away from undif-
ferentiated retail and toward environments where we
can better control with distinct consumer experiences.'®

Principal Products Nike's 1,500 athletic footwear
models and styles were designed primarily for spe-
cific athletic use, although many were worn for casual
or leisure purposes. Running, training, basketball,
soccer, sport-inspired casual shoes, and kids’ shoes
were the company’s top-selling footwear categories.
It also marketed footwear designed for baseball,
football, golf, lacrosse, cricket, outdoor activities,

EXHIBIT5 Nike's Worldwide Retail and Distribution Network, 2017

United States

Foreign Countries

.?,_m.opowo.i__uan.ocm_w A M ey . . ~15,000 retall accounts

+ 209 Nike factory outlet stores 642 Nike factory outlet stores

.34 Nike and NKETOWN stores 71 Nike and NIKETOWN stores.

+ 112 Converse retail and factory outlet stores  + 45 Converse retail and factory outlet stores
b ~ .45Distribution centers

- » Company website —!(i.s_rioay

+ Independent distributors and licensees In over 190 countries
« 40 + www.nike.com websites 7
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i walking, and wrestling. The com-
”.om_ww._ pn%ﬁﬁawnm marketed Nike-branded %o_..w
apparel and accessories for most u__ %. Eam_m, B_n”n
sports categories, as well as muca._,um_u:& esty
apparel, athletic bags, and accessory items. momz...ap”
apparel, and accessories were often ja._sﬁa in “col
lections” of similar design or for specific purposes. It
also marketed apparel with licensed college and pro-
fessional team and league logos. Nike-brand offerings
in sports equipment included bags, socks, sport balls,
eyewear, timepieces, electronic devices, bats, gloves,
protective equipment, and golf clubs. Nike was also
the owner of the Converse brand of athletic footwear
and the Hurley brand of swimwear, assorted other
apparel items, and surfing gear.

. Exhibit 6 shows a breakdown of Nike's sales
footwear, apparel, and equipment by geographic
0 for fiscal years 2015 to 2017.

, Promotions, and Endorsements Nike
0 trends and shifts in consumer prefer-

adjusting the mix of existing product
ing new products, styles, and
to influence sports and
h aggressive marketing,

orships, and athlete
it $3.34 billion in fiscal

o17

ales of Nike Brand Footwear,
€ Region and by Wholesal

e

rafting and Executing Strategy

2017 (as compared to $2.75 billion Exwo_w for) what
it termed “demand creation expense that includeqd
the costs of advertising, promotional activities, ang
endorsement contracts. Well over 500 professional,
collegiate, club, and Olympic sports teams in foot.
ball, basketball, baseball, ice hockey, soccer, rugby,
speed skating, tennis, swimming, and other sports
wore Nike uniforms with the Nike swoosh prom;.
nently visible. There were over 1,000 prominent
professional athletes with Nike endorsement cop.
tracts in 20112017, including former basketball great
Michael Jordan, NFL player Drew Brees, NBA play-
ers LeBron James, Kobe Bryant, Kevin Durant, and
Dwayne Wade; professional golfers Tiger Woods and
Michelle Wie; soccer player Cristiano Ronaldo;
and professional tennis players Venus and Serena
Williams, Roger Federer, and Rafael Nadal, When
Tiger Woods turned pro, Nike signed him to a S-year
$100 million endorsement contract and made him
the centerpiece of its campaign to make Nike a
factor in E.a golf equipment and golf apparel mar-
_s.a_uo.o. Nike’s long-standing endorsement relation-
ship 1_5 Michael Jordan led to the introduction of
the highly popular line of Air Jordan footwear and,
more recently, to the launch of the Jordan brand of
pEnco.mwoo? clothing, and gear. In 2003 LeBron
James signed an endorsement deal with Nike worth

Apparel, and Equipment, by
e and Direct-to-Customer, Fiscal

Fiscal Years

Sales Revenues and Earnings (in millions)

Western Europe
Revenues—Nike Brand footwear
Nike Brand apparel
Nike Brand equipment
Total Nike Brand revenues
Sales to Wholesale Customers
Sales Direct to Consumer
Earnings before interest and taxes
Profit margin
Greater China
Revenues—Nike Brand footwear
Nike Brand apparel
Nike Brand equipment
Total Nike Brand revenues
Sales to Wholesale Customers
Sales Direct to Consumer
Earnings before interest and taxes
Profit margin
Other Regions
Revenues—Nike Brand footwear
Nike Brand apparel
Nike Brand equipment
Total Nike Brand revenues
Sales to Wholesale Customers
Sales Direct to Consumer
Earnings before interest and taxes
Profit margin
All Reglons
R Nike Brand footy
Nike Brand apparel
Nike Brand equipment
Total Nike Brand revenues
~ Sales to Wholesale Customers.
~ Sales Direct to Consumer
. Earnings before nterest and taxes
i Profit margin e el
SeReveDues 't :d s b e Wi
~ Earnings before interest and taxes
~ Proftmargin bi. Gd
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275
$ 6211
4443
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$ 1,203
19.4%

$ 2,920

1,188
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2,774

1,463

$ 1507
35.6%

$ 4,409

1,712

375

$ 6,496

5,105

1,391

$ 1284
19.8%

$21.081
9,654
1,425

$32,160
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9,082

$ 7,869
245%

$ 2042
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Fiscal Years Ending May 31

$ 3,985

1,628

271

$ 5884

4,429

1,455

$ 1434
24.4%

$ 2,599

1,055

131

$ 3,785

2,623

1,162

$ 1372
36.2%

$ 3988
1,638
375

$ 6,001
4,851
1,150

$ 1355

 $19.871
9,067
1,496
1$30,434
22577
7857
$ 7924

22.6%

e

$ 3876
1,552
277

$ 5705
4,451
1,254

$ 1,275

C-15

22.4%

$ 2,016
925

126

$ 3,067

2,234

833

$ 993
32.4%

$ 3920
1,750
404

$ 6,074
5,024
1,050

$ 1,167

19.2%

$18318
8637
1631
$28586
21,952

w

% ;.vﬂ

the Nike Brand revenues for footwear Inclus

" i i -aﬂﬁ!f;.n.uﬂ.tﬁ%iﬁ:&.??lﬂ:g xCl

! the Hurley brand, and
< Tgures associted i Tto
Year 2017, pp. 26-37.

Nike Brand Revenues Include those for

6,634
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2
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any other sport; track and
ond largest number of endorsement contracts.

Resources and Capabilities Nike had an incredibly
deep pool of valuable resources and capabilities that
enhanced its competitive power in the marketplace
and helped spur product innovation, shorten speed-
t , enable customers to use digital tools to
istomize the colors and styling of growing numbers
ke products, and thereby drive strong brand
nt sales growth. Examples of these
follo ._ g

ike APP and the SNKRS app
n 20 countries across North

¢, plus China and Japan,
to 90 percent of Nike's
led easy access to Nike
ng & popular way for
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expected that NikePlus membership would triple
over the next five years. Nike executives anticj.
pated that converting consumers into NikePlyg
members would heighten their relationship to angd
connection with Nike.

The establishment of an Advanced Product
Creation Center charged with keeping the pipe-
line flowing with product innovations, new digital
products, and manufacturing innovations to make
2X Speed a reality. Nike was aggressively investing
in 3D modeling and other related technology to
quickly create prototypes of new products; with tra-
ditional technology, it often took four-to-six months
go from new idea-to-design-to-product prototype,
So far, Nike had been able to go from design, to
prototyping, to manufacturing, to delivery in less
than 6 months, as compared to 9 to 12 months,
Nike's goal was to improve its rapid prototyping
capabilities to the point where 100 percent of new
product innovations could be rapid-prototyped
at the Advanced Product Creation Center in
Portland, Oregon. Employee athletes, athletes
engaged under sports marketing contracts, and
Q&m_. athletes wear-tested and evaluated products
during the development and prototyping process.
A relaunch of all 40+ nike.com websites in late
2017 that featured a new design with better visual
%_.nm_ and functionality, more storytelling, eye-
catching product displays, and better product
._RMSR:ES?»: aimed at generating more visitor

ic, longer shopping times, increased online

. sales, and achieving 2X Direct,
Implementing robot-assisted manufacturing capa:

°s and other recently-developed manufactur-
v ovations (such as oscillating knives, laser

ing and trimming, phylon mold transfer, and
stitching) on a broad scale. In one
€ use of advanced robotics and digi-
§ Was generating a continuous,
of the upper portion of a footwear
ercent fewer steps, 50 percent

e 5
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more than 50 minutes with previously-used tech-
niques. This new process used 75 percent less
energy, entailed 50 percent less tooling cost, and
enabled a 60 percent reduction in labor.

« Revamped supply chain practices that had short-
ened the lead times from manufacturing to mar-
ket availability from 60 days to 10 days in one
instance and from 6 to 9 months to 3 months in
other instances.

» Creating a digital technology called Nike iD,
whereby customers could go to Nike iD, design
their own customized version of a product (say a
pair of Free Run Flyknit shoes), view a prototype
in an hour or so, have the shoes knitted to order,
and get them delivered in 10 days or less."

All of Nike's competitively valuable resources
and capabilities were being dynamically managed;
enhancements were made as fast as ways to improve
could be developed and instituted and new capabili-
ties were being added in an effort (1) to provide cus-
tomers with a better “Nike Experience” and (2) to
respond faster to ongoing changes in consumer pref-
erences and expectations. Collaborative efforts were
underway in Nike's organizational units to transfer
new or enhanced resources and capabilities to all
seven of the company’s product categories and also
extend them to all of geographic regions and coun-
tries where Nike had a market presence. The goal
was to mobilize Nike's resources and capabilities
to produce an enduring competitive advantage over
rivals and give customers the best possible experi-
ence in purchasing and using Nike products.

Manufacturing In fiscal year 2017, Nike sourced its
athletic footwear from 127 factories in 15 countries.
About 94 percent of Nike's footwear was produced
by independent contract manufacturers in Vietnam,
China, and Indonesia but the company had manu-
facturing agreements with independent factories in
Argentina, Brazil, India, and Mexico to manufacture
footwear for sale primarily within those countries.
Nike-branded apparel was manufactured outside of
the United States by 363 independent contract mant-
facturers located in 39 countries; most of the apparel
production occurred in Chind, Vietnam, Thailand,
Indonesia, Sri Lanka,

TN

Malaysia, and Cambodia.

in Germany, its businesses and brands in 2017 con-

sisted of:

* Adidas—a designer and marketer of active sports-
wear, uniforms, footwear, and sports products
in football, basketball, soccer, running, training,
outdoor, and 6 other categories (89.2 percent of
Group sales in 2017). The mission at adidas was
to be the best sports brand in the world.

* Reebok—a well-known global provider of athletic
footwear for multiple uses, sports and fitness
apparel, and accessories (8.7 percent of Group
sales in 2017). The mission at Reebok was to be
the best fitness brand in the world.

+ Other businesses (2.1% of Group sales in 2017).

Exhibit 7 shows the company’s financial high-
lights for 2015 to 2017 The company had recently
divested five businesses—TaylorMade Golf, Adams
Golf, Ashworth brand sports apparel, CCR Hockey,
and Rockport brand shoes—to focus all of its resources
on achieving faster and more profitable sales growth
in both its adidas and Reebok businesses.

The company sold products in virtually every
country of the world. In 2017, its extensive product
offerings were marketed through thousands of third-
party retailers (sporting goods chains, department
stores, independent sporting goods retailer buying
groups, and lifestyle retailing chains—with a combined
total of 150,000 locations worldwide, and Internet
retailers), 2,588 company-owned retail stores, 13,000
franchised adidas and Reebok branded stores with
varying formats, and company websites (www.adidas.
com and www.reebok.com) in 40 countries.

Like Under Armour and Nike, both adidas and
Reebok were actively engaged in sponsoring major
sporting events, teams, and leagues and in using
athlete endorsements to promote their products.
Recent high-profile sponsorships and promotional
partnerships included numerous professional soccer
and rugby teams, sports teams at the University of
Miami, Arizona State University, and Texas A&M
University; FIFA World Cup events; the Summer
and Winter Olympics; the Boston Marathon and
London Marathon; and official outfitters of items
for assorted professional sports leagues (NBA,
NHL, NFL, and MLB) and teams. High-profile
that were under contract to endorse adidas

included NBA players Jame
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Highlights for The adidas Group,

e 2015-2017 (in millions of €)

EXHIBIT7 Financial

€21218 . . €18483 €16915
10703 9,100 8168

s04%  492% 48.3%
2,070 1582 1,094
2.8% 8.6% 65%
1,173 1,017 668
5.5% 55% 4.0%
€ 3,692 € 3,763 € 3,113
4,033 3468 2,133
€18,993 €16,334

1,843 1,770

€12427 €10,132
7,747 7352
1,044 999

- € 5883 ‘. € 4275
3412

festtres of s TaylorMade Golf, Adams Golf, Ashworth, and CCM Hockey
| CCM Hackey businesses accounted for the decline In Equipment sales
Pits Rockport brand shoe business, L

's most lucrative sport and adidas manage-
¢d that Beckham's endorsement of adi-
18 resulted in more sales than all of the
other athlete endorsements combined.
expenditures for advertising, event
thiete endorsements, public relations,

activities were €2,14 b on 1r
2016, €1,89 billion in 2015, and

ik
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National Football League players and 250 Major
League Baseball players over the next three years, |
had secured 1,100 new retail accounts that involved
prominent displays of freshly styled adidas products
and newly introduced running shoes with high-tech
features. The adidas brand regained its #2 Pposition in
the United States in 2017,

Research and development activities com-
manded considerable emphasis at The adidas Group.
Management had long stressed the critical importance
of innovation in improving the performance charac-
teristics of its products. New apparel and footwear
collections featuring new fabrics, colors, and the
latest fashion were introduced on an ongoing basis
to heighten consumer interest, as well as to provide
performance enhancements—indeed, in 2017, 79 per-
cent of sales at adidas came from products launched
in 2017; at Reebok, 69 percent of sales came from
products launched in 2017. About 1,060 people were
employed in research and development (R&D) activi-
ties; in addition, the company drew upon the ser-
vices of well-regarded researchers at universities in
Canada, the United States, England, and Germany.
R&D expenditures in 2017 were €187 million, ver-
sus €149 million in 2016, €139 million in 2015, and
€126 million in 2014.

Over 95 percent of production was outsourced to
about 300 independent contract manufacturers located
in China and other Asian countries (79 percent),
Europe (9 percent), the Americas (11 percent), and
Africa (1 percent). The Group operated 10 relatively

- ENDNOTES
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small production and assembly sites of its own in
Germany (1), Sweden (1), Finland (1), the United
States (4), and Canada (3). Close o 97 percent of
the Group's production of footwear was performed in
Asia; annual volume sourced from footwear suppliers
had ranged from a low of 256 million pairs to a high
of 403 million pairs during 2013-2017. During the same
time frame, apparel production ranged from 292 mil-
lion to 404 million units and the production of hard-
ware products ranged from 94 million to 110 million
units. In all three categories, the largest production vol-
umes occurred in 2017.

The company was stepping up its investments in
company-owned, robotintensive micro-factories to
speed certain products to key geographic markets in
Europe and the United States much faster and to also
lower production costs and boost gross profit margins.
At the same time, the company had begun reengineer-
ing its existing supply chain and production processes
to enable the company to respond quicker to shifts in
buyer preferences, be able to reorder seasonal prod-
ucts and sell them to buyers within the season, and to
reduce the time it took to get freshly designed prod-
ucts manufactured and into the marketplace.

Executives at The adidas Group expected that
the Group’s global sales would increase by 10 percent
in 2018; management also wanted to achieve a 2018
operating margin of 10.3 to 10.5 percent, and grow
2018 net income to a level between €1.62 billion and
€1.68 billion (about 40 percent higher than 2017—see
Exhibit 7).
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