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adidas AG is one of the largest German sports apparel manufacturers with sales 

mounting to over EUR 11 billion per year on a global scale and a market capi-

talization of EUR 9.7 billion. The company’s products are sold under three main 

brands: adidas, Reebok and TaylorMade-adidas Golf. The adidas brand com-

prises of sports apparel, footwear and accessories, being divided into two seg-

ments: Sport Performance, division that develops products used in various 

sports such as football, basketball, tennis, jogging and the Sport Style segment, 

intended for clients that keep up wit the latest fashions. Products sold under 

the Reebok brand are split into two categories: the Reebok division includes 

footwear and apparel and the Reebok-CCM Hockey division that makes sports 

apparel for Hockey. Rockport manufactures shoes and accessories for leisure 

time. Under the TailorMade-adidas Golf brand, the company sells golf equip-

ment, footwear and accessories.  

Set against its main competitor, i.e. Nike, the adidas stock is traded at a P/S 

multiple of 0.79, while Nike is assessed at almost twofold sales computed for 

the past 12 months.  

Thomson Reuters includes adidas into the sports apparel sector, which is part 

of the cyclical consumer goods sector. Products manufactured by adidas have 

an elastic demand,  sales advancing during times of economic growth  and de-

clining throughout recessionary periods. Nonetheless, adidas sales climbed  

4.85% in 2008 and fell by a mere 3.87% in 2009, reason why we think that, de-

spite the fact that adidas is a cyclical company, the impact of an unfavorable 

economic environment is cushioned by the image and good quality of its prod-

ucts. 

adidas AG (ADS) 

BVB Ticker Symbol ADS 

Last closing price (EUR) 45.44 

Change set against the price 

valid on 31.12.2010  (EUR) 
-7.05 

Price average estimated by 

Reuters analysts (EUR) 
29.35 

Capitalization  

(mil EUR, 12.09.2011) 
9,493.16  

ADS vs. BET vs. DAX (09.09.2010 - 09.09.2011) 

adidas was founded in the early ’20s by Adolf “Adi” Dassler and his brother Rudolf Dassler. They developed the 

business under the Dassler Brothers Shoe Factory name until 1948, sponsoring several teams at the Olympic 

Games in 1928 and 1936. Because of the misunderstandings arisen between the two brothers, in 1948 Rudolf 

left the partnership and founded another company, Puma, while Adolf renamed the business after its own 

name. 

adidas aspires to be the leading sports apparel manufacturer worldwide 

adidas completes the cyclical consumer goods sector on BVB 

  — ADS  ;  — DAX  ;  — BET  

Source: Thomson Reuters 

Source: Thomson Reuters 
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Thomson Reuters includes adidas in the sports apparel sector part of the cyclical consumer goods sector. 

Products made and sold by adidas have an elastic demand, sales gaining ground during times of economic 

growth and shrinking during financial crunches. Nonetheless, adidas sales advanced by 4.85% in 2008 and fell 

by a mere 3.87% in 2009, reason why we think that, despite the fact that adidas is part of the category of 

cyclical companies, the impact of an unfavorable economic environment is cushioned by the company’s im-

age and high-quality products. Throughout the past 10 years, sales rose at a compound annual growth rate 

of 7.7%,  while net profit advanced by a compound annual growth rate of 11.75%. Except for the 0.8 EUR/

share dividend paid last year, dividends went up by an average rate of 4.77% in the previous nine years .  

In order to evaluate adidas shares (pg 7) we’ve included the following three companies in the sports apparel 

sector: Nike, Puma and Under Armor. Nike, a worldwide leader in the sports equipment sector with a market 

share of 19.4%, designs, produces and markets athletic footwear, clothing and accessories in over 170 coun-

tries through its own network of stores, online and through independent suppliers. The company produces 

footwear for baseball, football, basketball, golf, lacrosse, skateboard, tennis, volleyball, jogging, wrestling, 

walking and other athletic and recreational uses.  Puma, the local rival of adidas, was founded by Adi 

Dassler’s brother in 1948. Like the other two companies, Puma markets sports apparel for football, jogging, 

tennis etc. via its chain of stores and independent distributors. Under Armor is a well-known brand mainly in 

USA, however, the company sells its products worldwide in over 23,000 retail stores. UA sells equipment for 

american football, football, boxing, fitness, jogging, golf, hockey, tennis, lacrosse and other types of sports.  

Activity Sector 

The Beta coefficient computed based on comparing daily prices to the DAX in-

dex of the past 52 weeks stands at 0.82, while the monthly beta for the previ-

ous 5 years is 0.94. The gap between the yearly change of the ADS.DE stock and 

the yearly change of DAX is positive. Otherwise said, one euro invested in adi-

das shares at the beginning of 2007 has now reached 1.36 Euro (on the report’s 

date), while one euro invested in DAX would have generated a negative return 

for investors, today standing at EUR 0.86. In effect, we might say that ADS has 

the characteristics of a defensive stock.  

An ADS DAX

2007 16.20 0.92

2008 -35.40 -36.70

2009 38.80 29.28

2010 24.30 26.20

2011 4.75 -20.30

Annual Price Change  ADS.DE vs. DAX 

 Dividend adjusted prices on September  6 2011; 

Source: Yahoo Finance 

Source: Thomson Reuters 2010 
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The company’s products are sold under three main brands: adidas, Reebok and 

TaylorMade-adidas Golf. The adidas brand comprises of sports apparel, foot-

wear and hardware, being divided into two segments: Sport Performance (75% 

of sales), division that manufactures sports equipment for football, basketball, 

tennis, jogging and the Sport Style (25%) segment intended for clients following 

the latest fashion trends. Products sold under the Reebok brand can be divided 

into two categories: the Reebok division consisting of sports apparel and foot-

wear; and the Reebok-CCM Hockey division that makes equipment for hockey. 

The Rockport unit designs and sells footwear under the brand with the same 

name. TailorMade-adidas Golf sells golf equipment, shoes and accessories.  

68% of adidas and Reebok products are sold via distributors (wholesale seg-

ment) and retail stores offering sports equipment made by several brands. 

Sales on said segment advanced by 14% in 2010, mostly because of the quick 

pace of growth in the USA, Canada and in other Asian markets (although figures 

contracted in China). Approximately 20% of adidas and Reebok sales are gener-

ated by the company’s own retail stores, the group owning 2,257 such stores 

(1,712 adidas and 558 Reebok) worldwide and planning to open other 500 

stores by 2015. Last year, adidas benefited by 25% rise in sales on this segment, 

thus leading to an operating margin of up to 18.9%, set against 13.6% in the 

previous year. The Other Business segment encompasses the following brands: 

TaylorMade-adidas Golf (64% of sales), Rockport (18%) and Reebok-CCM 

Hockey 14%.    

  

 

Structure, governance and activity 

adidas sales by product type (2010)  

Source: adidas 2010 Annual Report 
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Source: adidas 2010 Annual Report 
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Source: adidas 2010 Annual Report 
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Western Europe, North America and Asian countries are the main distribution 

markets for adidas. The company’s key markets in the upcoming 5 years are: 

North America, China and neighboring countries (Greater China), Russia/CIS, 

Latin America, Japan, the United Kingdom and India. Among these, adidas clas-

sifies North America, Greater China and Russia/CIS as “attack markets” that will 

propel the group’s revenues by 50% in the next 5 years. Approximately 95% of 

the group’s production is externalized in Asian countries: 82% of footwear pro-

duction and 97% of clothing production.  

Adidas complies with the recommendations of the German Corporate Govern-

ance Code receiving the „Prime Standard” qualification for governance quality 

from Deutsche Borse.  

Europa de 

Vest, 26.02%

America de 

Nord, 17.61%

China, Hong 

Kong, 

Taiwan, 4.12%

Alte tari din 

Asia, 32.64%

Tari 

emergente 

din Europa, 

10.05%

America 

Latina, 9.56%

Source: adidas 2010 Annual Report 

adidas sales by region (2010) 

In November 2010, adidas devised a new group strategy for the upcoming 5 years called “Route 2015”. This 

was the most comprehensive strategy in the group’s history and covers all its brands, distribution channels 

and global functions. The group’s main objective is to get closer to the main competitor Nike by augmenting 

revenues by 45-50% in the next 5 years, by achieving a 15% compound annual growth rate for net profit per 

share and by attaining an operating margin of up to 11% by 2015.  

The three main directions laid out by the adidas group until 2015 and included in the strategic program 

called Route - 2015 are:  

1. Lifting the weight of controlled space initiatives to 45% of sales by 2015. The controlled distribution ac-

tivity consists of: own retail stores, franchises, on-line retail, store in store, joint venture with partners, 

sports stores founded together with sports organizations or where the products of several other brands are 

also marketed. This approach facilitates the control over the adidas brand by the group, ensuring an ade-

quate presentation and promotion in retail units.  

2. Implementation of an integrated product distribution methodology in order to attract clients from the 

biggest cities worldwide and avoid market cannibalization at the same time.  

3. Support marketing efforts in key markets: North America, China, Russia/Community of Independent 

States , Latin America, Japan, the United Kingdom and India.  
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As of the second half of 2009, the company’s financial ratios recorded an upswing throughout each six 

months in both ROA and ROE. As it can be seen in the below-table that illustrates the extended DuPont for-

mula, the ROA increase indicates an improvement in operating activity, both the ratio measuring operating 

efficiency and the one measuring organizational efficiency gaining ground in H1 2011. ROE has shown an 

upturn against a backdrop of an improved operating activity and lower interest expenses.  

Throughout the recession, adidas sales climbed 4% in 2008 and dropped by an approximately similar per-

centage in 2009. Organizational effectiveness (computed as a ratio between profit before interest payments 

and taxes and gross profit) dropped app. 50% because of higher costs of goods sold and administrative ex-

penses. adidas estimates the level of demand and the amount of goods required for production six (6) 

months ahead of the actual production. Thus, the diminished consumer trust in the economy during the fi-

nancial crunch led to a decline in gross margin. Other reasons for the poor operating result were the depre-

ciation of some local currencies (such as the Russian rouble) and more expensive materials. Administrative 

expenses piled up because of the growing retail segment in emergent markets. In 2009, payroll expenses 

rose 6%, up to EUR 3.1 billion.  

Lower operating margins led to shrinking profitability ratios (net margin, ROE, ROA). Net profit slumped  

61.8%, a rather considerable change if we take into account that its main competitor’s (Nike) net profit fell 

by a mere 20% throughout the same interval. Puma ‘s net profit plunged 65% while Under Armor, which has 

the characteristics of a growth company, reaped 22% higher net profit.  

Financials Analysis 

 

 

* includes minority interest 

** net profit available to ordinary shareholders excl. extraordinary items 

LTM = last 12 months; PTM = last 12 months prior to LTM 

Source: Thomson Reuters 
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Michael Porter’s Five Forces Analysis: 

Rivalry. In the worldwide market of athletic footwear and equipment adidas ranks second, after Nike, while 

Puma ranks third. Other competitors of adidas are: Asics, New Balance and Li Ning in China. There’s a fierce 

competition in this industry, large companies expending important amounts on an annual basis in advertising 

campaigns. 

Threat of substitutes. adidas products can be replaced with products of its competitors: Nike, Puma and oth-

ers. There isn’t a considerable price difference between these products, reason why consumers can substi-

tute one brand for another quite easily. To keep its clients, large companies pay a great deal of money for 

advertising campaigns, organize sporting events and sponsor sports teams. In 2010, adidas invested 13% of 

sales in marketing, thus returning to the level from the period prior to the financial crunch. In developed 

countries,  sports apparel, footwear and accessories are considered premium products, buyers being willing 

to pay more for quality and durability. There is also the risk of buyers focusing on cheaper products during 

recessionary times. 

Threat of new entrants. The possibility that new firms may enter the market and focus on premium products 

is quite low because this requires a major investment, high distribution costs and expensive advertising cam-

paigns. Economies of scale (lower average cost per unit and higher production) recorded by large companies 

such as adidas, Nike or Puma, discourage the entry of new companies in the market. However, some compa-

nies from Asian markets such as China might still enter the market with premium products, these already 

benefiting by the economies of scale. 

Great bargaining power of customers. Wholesale stores can enter into agreements with adidas competitors 

at a relatively low cost , reason why these have the capacity to negotiate favorable contracts.   

Great bargaining power of suppliers. adidas enters into sponsorship agreements with well-known sports 

people such as David Beckham or Zinedine Zidane, the latter setting the terms of the agreements. There is 

also a fierce competition, especially between Nike and adidas, for sponsoring sporting events. The 2012 Lon-

don Olympic Games and the European Championship in Poland and Ukraine next year are two examples in 

this regard. adidas is a first-class partner in the 2012 London Olympic Games and will provide the official ball 

for the European Football Championship to take place in 2012 and 2016.  

 

Throughout the past 16 years, the company has paid dividends to shareholders. 

adidas’ policy is to allot between 20% and 40% of net profit to shareholders. In 

2010, due to higher cash flow and lower debts, shareholders voted for a divi-

dend of 0.8 euro/share, the highest thus far. The adjoining table displays the 

yield reaped by adidas shareholders in the past 9 years, calculated at the price 

valid on the first day when the dividend is paid.   

Dividend yield throughout 2002 - 2010 

Source: adidas 2010 Annual Report 
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Evaluation 

To evaluate the adidas stock we’ve included in the sector of sports apparel manufacturing companies the 

following: Nike, Puma and Under Armor. The three companies make and sell similar athletic footwear, cloth-

ing and accessories. The market sector average of the P/E, P/BV and P/S multiples was calculated as a ratio 

between the sum of market capitalizations of the three companies (we’ve left adidas out of the sector) and 

that of value ratios (book value, sales and net profit). The market sector average for the EV/EBITDA multiple 

is similarly computed.  

The adidas stock is undervalued set against the sector average based on all four multiples. Compared to Nike, 

its main rival, adidas is traded at a P/S multiple of 0.77 while Nike is assessed at almost twofold sales 

throughout the last 12 months. 

 

Another method to compare the two companies is the beta coefficient computed on a monthly basis 

throughout the past 5 years for ADS and NKE, this being rather similar:  0.94 and 0.91 respectively; the con-

sensus of analysts questioned by Thomson Reuters regarding the profit growth rate in the medium term fa-

vors adidas 14.80% versus 12.29% for NKE, which should usually lead to a higher P/E multiple for ADS than 

for NKE (due to a greater growth potential). As it can be seen in the below table, ADS is traded at a P/E multi-

ple of 15.72, while P/E NKE stands at 18.97.   

 

Like any other stock investment, investing in adidas shares entails a series of risk. Some risks that we believe 

deserve your attention are: more expensive raw materials such as: rubber, cotton, polyester and higher fuel 

prices (a rather likely scenario in the current macroeconomic environment, however, adidas somehow off-

sets this risk by buying the raw materials six months ahead of production), client risk or the possibility that 

one client might terminate its agreements with adidas (no client weighs over 10% in 2010 sales), the risk of 

new companies copying adidas products - in 2010, over 12 mil fake adidas products were sold worldwide 

(although this risk might occur, especially on Asian markets, the negative effects on adidas’ profitability are 

diminished by the collaboration with legal authorities). Currency risk is due to the fact that most production 

costs are set in US dollars while the final price of its products is established in different currencies.  

** Source: Thomson Reuters; **long-term growth rate; LFI - latest financials; LTM - last 12 months 

* mil euro; LFI - latest financials; ** NBR euro/ron exchange rate on 08.09. 2011 4.2353; LTM - last 12 months 
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S = sales; 

y/y = yearly fluctuation; 

LTM = last 12 months of financials; 

PTM = the 12 months prior to LTM; 

EPS = earnings/share; 

Net margin = Net profit / Sales 

Operating margin = EBIT / Sales 

ROA = return on asset; 

ROE = return on equity; 

P/E = Price-to-earnings; 

P/BV = price to book value; 

P/S = price/ share; 

EV = capitalization + debt  - cash and cash 

equiv.; 

EBIT(DA) = operating profit (+ amort.); 

Beta = price sensitivity to market changes; 

g = profit growth rate.  
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Source: Reuters Knowledge 

Addendum - adidas AG Financials (1/6) 
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Source: Reuters Knowledge;  
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Source: Reuters Knowledge;  


