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Abstract

Brands are both seen as the most strategic assets of many firms, and the least
identifiable when looking at financial statemerisge to their absence from balance sheet (in
case of noracquisition). The main reasoror that is that their valuation leads to high
discrepancies depending on the valuator, the method used aradudigon date

The objective of thistudyis to gather and classify the main brand valuation methods
used by both academics and practitioners, before applying them to the practical case of adidas
in order to isolate thene leading to apparentigost acurat resultscompared to benchmark
valuatiors from third parties.

Based on the study of adidas, we noted évanif the methods lead to very diverse
results, the determination of a valuation range is still feasible to get a first idemndf/alue.

The methods leading to the most consensual results for the adidas case were the royalty relief
approach and the demand driver approach, which are tsemms#ly used by practitioners as
stated by Salinas (2009). The attributes of methods leading toheddesoalues seem to be
having a mixed approach (both markeised and incorAeased), and being simple i.e.
requiring neither many hypotheses nor deep delving into detlsigertheless, the attribution

of a precise figure is still difficult to rationalisand mostly based on negotiation features or
valuatorOs perception of the brand.
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Introduction

Olntangible assets are recognized as highly valued properties. Arguabiyotte
valuable but least understood intangiblssats are brand3 statesthe 1SO 10668 standard
(2010)in its introduction.

Brands areoften seen aghe most strategic intangible assets owned by a fikimat
would Louis Vuitton bags bworth without the louis Vuittonlogo embroideredn them?
Why are Starbucks coffeeor Subway sandwicheso specificcompared tosimple basic
coffees or sandwiche® Intuitively, anybody can perceive the value of a brand through its
presence on TV screen, the story it tetisjnnovationor its gearaphical presence.

Nevertheless, companiesO financial statements defiect at all thisstatus the most
valuable brand according to InterbrandOs 2013 rdnkipgle, valued a$m 98 316, hastotal
intangible assets on bamsheet (September 282013) ofaround$m 5 700. What is more,
only few books cover this topin deep detajlthe majorpartof literatureonly tacklingbriefly
the issue, presenting theoretical methods without delving int@ribldemsraised by thei
application to real casedVhy do companies avoid valuing properly their brand in their
financial statements? Why donOt analystsmarketsisk for it considering the high strategic
aspect of this assstpe?

A preliminary answer to these questions could be that brand valuation is too subjective
to be called OvaluationO. When lookin@Git3 brand rankings by major third parties, the
results speak for themselves: Apple is valued at $m 87 304 by BrandFinanat $ul85
071 by Millward Brown. M®onaldOs is attributed a value of $m 90 256 by Millward Brown,
and of $m 21 642 by BrandFinance. Valuing brands would thus seem to be arbitrary and
results not reliable

Taking into account the above consideratiohs,aim of this study is to review and
classify the main existing brand valuatiapproacheseforeapplying them practically to the
specific casef adidas The objectivas to highlight their limits in term of necessary inputs
andresult discrepanciegndto determine which methodseem to be the mosiccurate to
value brands practicallypased on public information.

! http://www.interbrand.com/fr/

2
Apple consolidated balance sheéttp://files.shareholder.com/downloads/AAPL/3030957356x0x701402/a406xmtkE8119096at
4cc2d0d67986/AAPL_FY13_10K_10.30.13.pdf



| DA first step

1. Definition of the scope of analysis

Brands are part of our everyday life and may often be confused with the object or
service they are attached to: who never used the term Kldenextissue, Iphone for a
phone?

From a financial point of view,rlnds are part of intangible assets, as opposed to
tangibleones which mainly include real estate, production and technical equipment. Within
the intangible assets side, thiestve to bedistinguished from patents, bsgll agreements,
customer lists, specific rights (distribution rights, airport slots, domain rights), loans
portfolios, permits, trade secrets.ets shownn table 1.

Goodwill

Licensing contracts
Leasing agreements
Broadcasting rights
E
Brands
Intangible assets Marketing related Internet domain name
E
Plays, books, pictures
Patents
Softwares
Databases
Technology based Secret formulas/ processes

Contrats-based

Artistic related

Tangible assets

Source: OECD study B Valuation of intangibles under IFRS 3R, IAS 36 and IAS 38, Jim Eale

Table 1 - Locating brands in a balance sheet

The 1SO 10668 standard (2030ylefines brands a@narketingrelated intangible
assets including, but not limited to, names, terms, signs, symbols, logos, designs, or a
combination of these, intended to identify goods, services and/or entities creating distinctive
image and associations in the minds a@fkeholders, generating economic benefits/values
The English lawadds to this definition the @omise of a experienc®, enompassing the
quality, service and/ospecific degin the customer is expecting ladying the underlying
asset. It adds that brasmidre above allr€utationad assets, based mainly on the beliefs of
customersBrands are thus not to be confusedhwpossible other intangibles theypport
(e.g. patents in the case of a medicine brand like Dolipr&@atinas (2009) proposes three
different scopes for branakefinition:

- Name, logo and other visual elements;
- Name, logo, other visual and verbal elements and associated intellectual property rights;

3
ISO standards websiténttp://www.iso.org/iso/fr’home/store/catalogue_tc/catalogue_detail.htm?csnumber=46032

4
UK Intellectua Property Office= http://www.ipo.gov.uk/types/tmiabout/twhatis/tbrands.htm



- Organisational brandhis is thebroader definition, referring to the organisationalezsp
of the brand and to what we will call later branded compaiésisinesses
Only the first two scopes will be considered for the rest of the study.

Valuing brandscorrectly would thus meanputting a number on a marketing object
with no material exience andnore specifically orthe futue econmic performance it is
expectedo generatelt thus has to be noted that the olips of thisstudy is to discuss the
valuation of brands as assets, and not the valuafibmaoded businesses as a whole, or of
other assetpossibly attachetb but different fronthe concerned brands.

By valuing correctly we mean

- Estimating a fair value for the bran@air value is defined by IFRS 13 standard as the price
that would be pid should the asset valued be transferred from an entity to another in a
transaction. It is thus considered as the objective price for an assetagmadt coincide
with the market pricevhich can sometimes includ#iscounts or premiumgs for the ISO
10668 standard, it implies estimating the value of future economic advantages unlocked by
the ownership of the brand, for its estimated lifeti@ensequently, we will only conside
valuation methods allowing the estimationawf absolute monetary valuer fithe brands,
excludingthusmethods estimating brands values relatively to one another.

- Appraising thebestmethod to be usednd the way to apply theto reach the first point,
among the existinghethods, for the specific caskosen.

2. Why to value brands?

In financial statements, low or no information is given on the economic value of
brands. Book value often misrepresentsnitieed, according to IFRS$S®, brands developed
internally should not be registered in balance sheet. Only brands acextieeaally are to be
registered at cost of acquisitiand impaired once a year if need&te example of Apple
given in introduction shows the gap between the estimated fair value of the brand and its book
value.

As explained by Rita Chraebi Ira Revue ds Marques, market capitalisation and its
variations reflect, behind the market value of shares, the value of the firms underlying
intangible assetsf we consider that the market capitalisation is a reliable measure of a firmOs
equity value, the diffemce between market capitalisation and equity book value should
capture a significant part of the value of intangible assets not properly registered in the books
Nevertheless, these intangible assktsot corresponédxclusively to brandsthey can refer
to patents, human capital, gth perspectives, knowledge or any other intangible asset
booked at a valulwer than fair value or not booked at &lmply looking at the stock price
of a company cannot thus lead to a perfect brand valuation, but only to a ceiling value.

However, eingable to compte the fair value of a brand useful in many situations
faced by a company. A firmeeds to be abl® fput a number on the name for the following
purposes (not exhaustive):

- Tobuy or sell a brand (Unil@r selling Lipton for example),

- To licenseor franchisat to a tier companySubway McDonalds),

- When nvolved ina litigation, for tax purposes,

- For acounting compliance (impairment tespairchase price allocation),

5 .
www.focusifrs.com

6 .
La Revue des Marquén77, January 201 Valeur comptable, valeur rZelle, juste valeur



- For managerial purposesq) better understand the drivers of its succasd adapt its
marketingstrategy.

To be able to do so, we will review in the second part of the thesis the mainvhtaation

methods developed by the existing literature

Il DReview of themain existing methods of brand valuation

CAdding a 30% premium to the value estimate of Coca Cola is not a sensible way of
capturing the value of a brand narie
The uValue compnion, Stern NYU School of Businéss

A brand has no minimal value sAt is intangible, it cannot be liquidated and its value
is thus very volatileDuring any valuation attempbne should keep in mind that brand value
arise from the power it gives to @mpany to sell products at higher pgcén larger
quantities, or to decrease operating costs.

According to the ISO 10668 standard, a correct brand valuation should include the
analysis of marketing and legal parameters, on top of financial parameters.

Across the literature reviewed, three main types of approaches can be distinguished:
- Methods based on income generated by the brand
- Methods based on cost suppagtthe brand development
- Methods based on market views.
The fourth point presestin additonal method used on top of previous methods: real options.

In order to makeasierthe understanding of the computation process of each method,
we applied theoretically the methods to a simplified case: company Alpha, selling luxury
shoes. Alpha basicrfancial informations the following:

Hypotheses
Tax rate 30%
WACC 10%

Brand earnings discount rate 15%
Perpetual growth 2%
Table 2 - Alpha hypotheses

7
http://people.stern.nyu.edu/adamodar/pdfiles/uValue/uValuebook.pdf



Income statement

ACTUAL FORECAST EXTRAPOLATION
'm 2012A  2013A  2014F  2015F _ 2016F 2017E 2018E 2019E 2020E 2021E 2022E 2023E
Revenues 10 694 11 683 12307 12588 12884 13088 13415 13751 14 094 14 447 14 808 15178
COGS (1500) (1639) (1726) (1766) (1807) (1836) (1882) (1929) (1977) (2026) (2077) (2129)
Marketing (500) (546) (575) (589) (602) (612) (627) (643) (659) (675) (692) (710)
Distribution (800) (874) (921) (942) (964) (979) (1004) (1029) (1054) (1081) (1108) (1135)
R&D (250) (266) (274) (278) (282) (285) (292) (299) (306) (314) (322) (330
Personnel (900) (983) (1036) (1059) (1084) (1101) (1129) (1157) (1186) (1216) (1246) (1277)
Other (377) (607) (807) (878) (974) (1027) (1053) (1079) (1106) (1134) (1162) (1191)
Operating Costs (41327)  (4915)  (5!339) (5!511)  (51713) (5!840) (51986) (6!136) (61289) (61446) (6!607) (6!773)
EBITDA 6367 6768 6968 7077 7171 7248 7429 7615 7 805 8000 8200 8405
Depreciation (926) (931)  (11060) (1!064) (1!062) (11054) (11092) (11145) (11200) (11259) (11323) (11511)
Amortisation (@) (251) (333) (336) (344) 351) (359) (367) (375) (383) (392) (402)
EBIT 5434 5586 5575 5677 5765 5843 5978 6104 6231 6 358 6485 6492
Net Interest (Expense)/Income 0 0 0 0 0 0 0 0 0 0 0 0
Associates 0 0 0 0 0 0 0 0 0 0 0 0
Exceptionals (201) (200) 0 0 0 0 0 0 0 0 0 0
EBT 5233 5386 5575 5677 5765 5843 5978 6104 6231 6358 6485 6492
Taxes (11570) _(1le16)  (11673)  (11703)  (11729) (11753) (11794) (11831) (1!869) (11907) (11946) (11948)
Net Income 3663 3770 3903 3974 4035 4090 4185 4273 4362 4451 4540 4545
Average # Shares Outstanding (in '0 000) 81667 81675 81675 81675 81675 81675 81675 81675 81675 81675 81675 81675
EPS (EUR) 4226 43,46 44,99 4581 46,52 47,15 48,24 4925 50,28 51,30 5233 52,39
GROWTH
Revenues 9.2% 5,3% 2,3% 2,4% 1,6% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5%
EBITDA 6,3% 3,0% 1,6% 1,3% 1,1% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5%
EBIT 2,8% (02%) 1,8% 1,5% 1,4% 2,3% 2,1% 2,1% 2,0% 2,0% 0,1%
Adj. Net Income
MARGINS
EBITDA 59,5% 57,9% 56,6% 56,2% 55,7% 55,4% 55,4% 55,4% 55,4% 55,4% 55,4% 55,4%
EBIT 508%  47,8%  453%  451%  44,7% 44,6% 44,6% 44,4% 44,2% 44,0% 43,8% 42,8%
EBT 48,9% 46,1% 45,3% 45,1% 44,7 % 44,6% 44,6% 44,4% 44,2% 44,0% 43,8% 42,8%
Net Income 34,3% 32,3% 31,7% 31,6% 31,3% 31,3% 31.2% 31,1% 30,9% 30,8% 30,7% 29,9%
Source: Inspired by Naillon HEC Class
Table 3 - Alpha Income statement
Balance sheet
ACTUAL FORECAST EXTRAPOLATION
!'m 2012A  2013A  2014F  2015F  2016F 2017E 2018E 2019E 2020E 2021E 2022E 2023E
Goodwill 31189 21989 21989 21989 21989 21989 21989 21989 21989 21989 21989 21989
Other Intangibles 41165 41004 31758 31503 31237 21959 21685 21415 21150 11890 11635 11385
PP&E 31996 41323 41582 41737 41850 41893 51545 61119 61682 71228 756 81142
Financial Assets 5 5 5 5 5 5 5 5 5 5 5 5
Total Fixed Assets 11 355 11 321 11334 11234 11081 10 846 11224 11529 11 826 12 112 12 385 12521
Inventory 84 87 94 98 102 104 107 109 112 115 118 121
Accounts Receivable 943 11060 11143 11192 11239 11271 11303 11335 11369 11403 11438 11474
Other Current Assets 0 0 0 0 0 0 0 0 0 0 0 0
Cash & Equivalents 11016 41198 71453 101860 141390 181060 211232 241550 271951 311438 351013 381716
Total Current Assets 2043 2333 8690 12150 15731 19435 22642 25995 29432 32955 36 569 40 311
Total Assets 13398 13654 20024 23384 26812 30282 33 866 37524 41258 45068 48 954 52832
Share Capital 111086 111086 111086  11!086  11!086 111086 111086 111086 111086 111086 111086 111086
Retained Earnings 387 31608 61945 101334 131773 171258 20!829 241474 281195 311991 351863 391727
Shareholders' Equity 10094 10330 18031 21420 24859 28 344 31915 35560 39281 43077 46 949 50 813
Minority Interests 0 0 0 0 0 0 0 0 0 0 0 0
Provisions & Other Long-Term Liabilities 298 298 298 298 298 298 298 298 298 298 298 298
Financial Debt 0 0 0 0 0 0 0 0 0 0 0 0
Accounts Payable 497 544 565 536 525 510 523 536 549 563 577 591
Other Current Liabilities 1130 1'130 11130 11130 11130 1'130 1130 1130 1130 1130 11130 11130
Total Liabilities 3304 3324 1993 1964 1953 1938 1951 1964 1977 1991 2005 2019
Total Equity and Liabilities 13398 13654 20024 23384 26812 30282 33866 37524 41258 45 068 48 954 52832
Source: Inspired by Naillon HEC Cla
Table 4 - Alpha Balance Sheet
Cash flow statement
ACTUAL FORECAST EXTRAPOLATION
'm 2012A 2013A  2014F 2015F 2016F  2017E 2018E 2019E 2020E 2021E 2022E 2023E
EBITDA 61367 6!768 61968 7077 7171 71248 7'429 7615 7'805 8!000 81200 81405
Cash Taxes (1570) (1616) (1673) (1703) (1729) (1753) (1794) (1831) (1 869) (1907) (1 946) (1948)
Net Interest (Expense)/Income 0 0 0 0 0 0 0 0 0 0 0 0
Intangibles Capex (85) (90) @87) 81) (78) (73) (85) 97 (110) (123) 137) (152)
PP&E Capex (1035) (1258) (1319) (1218) (1176) (1097) (1744) (1719) (1762) (1.806) (1851) (1897)
Change in NWC 92 (73) (69) (82) (62) (49) (22) (22) (23) (23) (24) (24)
Dividends from Associates / (to Minorities 0 0 0 0 0 0 0 0 0 0 0 0
Other Cash Flow Items 0 0 0 0 0 0 0 0 0 0 0 0
Equity Free Cash Flow 31769 31731 31820 31993 41126 41276 31785 31946 41042 41141 41243 41384
Dividends 0 (549) (566)  (585)  (596) (605) (614) (628) (641) (654) (668) (681)
Change in Cash 31769 31182 31255 31407 31530 31671 31172 31318 3!401 31487 31575 31703

Source: Inspired by Naillon HEC Class
Table 5 - Alpha Cash flow statement



1. Income-based/ contribution methodsBDCF-based approaches

The following table susup the characteristics of the methods presented in this section.

Ideal brand

Method Comparative Intrinsic N To be noted
characteristics
Royalty relief method v v Licensed or liquid market [Most used approach
Price/volume premium v s;giigand on simple Requires deep details within the companies figures
Margin comparison v Single brand on simple Macro but Potennally wrong view on the brand
products value creation
Excess cash flow v In a company with few Valuation by difference

other intangible assets

Table 6 - Income-based approaches summary

1.1.How to choose the discount ratand the lifetime lengthof the DCF performed?

Discount rate

The valuation methods presented in this section all use a &gpFoach, by
discountingto present valué¢he cash flowsor earningsassumed generated by the brand.
Taking into account the brandesgfic risk and naking the right assumption on the discount
rate and lifetime length of the brand thus necessary to avoid a significant under or
overvaluation of the assetVe gather these two topics, common to the methods studied
below, in this first pint.

Despite the importance of chaog the right rate to use in suchvaluation approach
thisissueis not much covered in literatune the case of brands, and more broadlthe case
of intangible assets.

BrandFinance” suggests to use adjustedWACC to discount brandelatedcash
flows, computed as following:
g L K, (1—Py)+ (15! B)*(1—taxlrate)! Py
Where B is the debt proportion in the whole businessihR riskfree rate, K the cost of
equity and Bthe ®rand riskpremiun®. This adjusted WACC is becomputed regionally to
take into account the difference in rHke rate among countries and averaged to obtain the
final adjusted WACCNevertheless, this approach seems approximate, particularly since the
key pointliesin how to determine BIt thusseems to shift the issue on another variable, from
the rate of return to thésk premium.

Getting deeper into this topiSchauten(2008) examines several suggestions in

Valuation, @pital structure decisions and tleest of capitabnd recommends:

- Not to take the WACC to discount intangible célskws: indeed the risk of intangibles is,
in the majority of casesigher than the risk of the entire business;

- Not to take either the unlevered cost of equity as suggéest&mith and ParrEven if
intangibles are usually fund by equity only, this rate reflects as well the risk of the business
as a wholeand gives thus a wrong estimate of the required rate of return of intangible
assets;

1C



- Avoid usingthe levered cost of edy, which charge the risk of debt on the intangible
assets despite the fact that the debt was not raised to fund them. Nevertheless, he admits
that the levered cost of equity being higher then the above two, it may be a better proxy of
the required retur on intangibles since the rigk these assets,ign many caseshigher
than the risk of the company as a whole.

To solve thassue, Schauten recommendsngthe WARA method.
His whole model relies on the assumption that the weighted average cost of capital
(WACC) is necessarily equal to the weighted average return ors QAZERA).

We thus have:

NMMWACC! WARA
!II# !II !" TS
o I"## =RWCR!W+!ta!m! R!"*III!!IH*I_}_!
WCR TA 1"

| " | —— v ok e—— | |

Ly WACC! (Res 'PrRHRe cpEptls pyp
ua IA
' FE

Where:

- The WACC is computed as the weighted average of the cost of egdithe cost of debt
before tax

- WCR mean&Norking Capital Requirement ahd is the return on WCR;

- TA meansTangible Assets an#,,is the return on tangible assets;

- 1A mears Intangible Assets anBl. is the return on intangible assets;

- TS meas the present value of thax Shield(i.e. the marginal tax rate multiplied by the
value of debtandR,is the return on the tax shiefdssumed equal as the cost of debt)

- Enterprise value = Equity value (E) + Debt value (D).

- The value bintangibleassetdA is determined by differencdeetween the market value of
equity plus debt, and the other assets as booked in the financial stat@neraset value
if possible, at book value if not)

The rates of return on each asskiss(WCR, tangible assets) may be eittemputed
from intenal data provided bthe company owning the brand, or approximated using indexes
(e.g. real estate indeot leasing ratdor tangible assets). The Canadian Institute of Chartered
Business Valuatorsses boundaries on this issue, presenting followingdiagram:

OECD TP WP6: lllustrative Example of Intangible Asset Valuation

11



[ wacc ] | WARA | | Discount rate | | Considerations

Goodwill N Superﬁor to WACC .
Superior to Cost of Equity
Highest Superior to return on other assets
Equity Intangible assets
Cost of Equity, in between rates for
High tangible asset backing and goodwill
Lease rates
Fixed assets Low Mortgage rates
Asset-backed lending rates
Debt
Short-term borrowing rate
Working Capital Lowest
S5

REWARD >
Source: The Canadian Institute of Chartered Business Valuators - OECD TP WP6: lllustrative Example of Intangible Asset \

RISK

Table 7 - How to choose required rate of returns

Note that SchautenOs method is based on Smith and Parr (2005) work, with an
adjustment though: Smith and Parr use the WACC after corporate tax arad flsmalize
the tax shield as a separate asset, agglomerating it within intangiblies, according to
Schautenleads to an underestimation of the required rate of return on intangibles.

Returning to brands, we thirtkatthe required rate of return on intangibles as above
computed can be applied as a proxy for the required return on timel Istadied.
Theoretically, the split in asselasseslone to compute this rate could be further investigated
within the intangible assets, but finding rates of return for specific intangible assets other than
the brand in order to compute the rate we laaking for by difference may become
complicatedrelying on many hypotheseahd unjustified.

On this topic, Salinas (2009) observe that the choice of the discount rate of brand
earnings is one of the greater sources of conflict in brands valuation. (Baatiéoners use
the related companyOs WACC, others argue that the brandslosleighan their sectorOs
risk. In the end, she notes that the discount rate is above all a matieinioin; hence the
diverse rates practically used and supposed tcctefie perceived brandOs risk.

To get an idea on how practically branded companies perceive their brand risk, one
can approximate the discount rate to be used by the discount rate these companies report in
their annual financial statemento impair goodwill and intangible assetddermes for
exampleimpairs its intangible asteusing a rate of 10.5% in 2Q2&hile stating in the same
annual report a WACC of 10.14% considerthgs the risk of its intangible asseisslightly
higher than its WACC. On the contrary, Club Med in its 2013 annual regoets goodwill
and intangibles impairments on the basis of its WAQGtdntially to limit necessary
impairment). These results illustrate the point of Salinas (2009): determininggtite
discount rate isr@ore an art than a scien®e

Lifetime period

This question is a moreubsidiary one since most brands are considered by
practitioners to have an infinite lifetime. Nevertheless, some points highlighted by Salinas
(2009) have tde taken into account.

The lifetime length of the brand to be taken into account in the-2x8Ed method
should be its economic useful life, i.e. the time during which it creates value for the company
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owning it. The following factofsare thus to be anagd for any brand before concluding to

an indefinite useful life:

- Life cyck of the productfashion does not last foreyer

- Functional obsolescenceat concerns particularly brands attached to lifestyle (slogans
developed for shottierm situations, produttrands (i.e. Ipod, compared to Apple);

- Event obsolescenchilure of a companye.g.Enron);

- Technological obsolescendé concerns brands attached to technological innovations that
may disappear following a disruptive entranegy(well-known medicing

- Cultural obsolescencehis factor may affect brands with ngolitically correct names or
concepts.

Once the discount rate atifetime length discussed, or@an tackle the remaining
issues.The following subsections introduce the main incdmsed viation metlods, using
the method presentéxbre to compute the cash flows discount rate.

1.2.Royalty relief approach

SourcesSalinag(2009); Salinas and Abler (2009)Brandfinance” (2013) PwC research
(2013) Husson and Philipp®gcideurs: StratZgiEinance droit nj92/98 Salinas (2009);
Jucaitye and Virvilaite (2007)

1.2.1. General case

The royalty relief approach ihe most commonly used for a technical valuation
approach, according to Salinas and AmK{R009Y°. Nevertheless, according to a PwC
research?, it is used for intangibles oB@cond significan€@ The generaidea is to determine
the branerelated cash flows by computiriige fees a tiecompanywould have to pay to use
the brandwithout owning it Thesefees are usually estimated as a percentagkeofuture
sales of the licensoiThe futureestimatedbrandrelated cash flows are then discounted to
present value to get the brand value.

Deriving from the above definitionhé mainsteps are the followm

(1) Create a business plan for the whole company
As for any DCF valuation, the method is based on estimation of fdium®s
revenues, relying on historical trends, market growth expectations and market share evolution.
This step is supposed to partly ezdlithe effects of the marketing strength of the brand.

(2) Determine the royalty rate to be applied

This is the key point of the method and potentially the most subjective.

According to Salinas (2009), it must be a function of the estimated brand sttéegth,
duration of the brand (lifetime of agreen®n the degree of exclusivitghe negotiating
power of the firm ints industry, the product lifecycle, the firmOs local market environment
(achievable marginsand the level of operating margins of thertatad firm.

Several techniques are usually encountered:

9
Salinas (2009 The International Brand Valuation Manual
10
Gabriella SalinaandTim Ambler- A taxoromy on brand valuan practice methodologies and purposB#\pril 2009

1 Brands: WhatOs in the narid®wC, March 2013
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If the brand is already licensed, the access to the contractual agreement gives access to
the real royalty fees invoiced. Nevertheless, these fees may not be composed oniyevéthe
brand use rightdut also of transfers of knowledge, material, and services enabling the
licensee to comply with a certain level of quality expected by the customers for the concerned
brand. In this case the main difficulty is to isolate the brand component.

If the brand $ not licensed yet, we have to determine the @wbal royalty rate from
scratch, using peer tableshd royalty ratds determined based on a comparable approach,
depending on the perceived strength of the brand, which includes both market ipgséiah
intellectual protection Within this method, authors make different recommendations
Brandfinance™ (2013) in particularyecommends to choose comparable brands on criteria of
similarities in margins and value drivers, to set an average \@ldea range fovalues
(minimum and maximumgorresponding to the sector values, and to finally apphultiplier
(a percentage from 1% to 100% reflecting where the brand stands within the mimimum
maximum rangejo this rate highlighting the brand specificities and stren§ttOthers give
less detail on how to select the right royalty rate, leaving more space to experience and
judgement(e.g. average of comparable royalty rate, adjusted aveffgeKnoppe formula,
as presented by Salin@&009) gives guidelines and possilylito check the obtained resuitt:
states that the royalty rate shoulddreund1/3 of the licensed product income divided by its
sales.

(3) Determine the casfiow discount rateand lifetime of the brand
This point isdeveloped irl.1.

In the case of an infinite lifetime of the brand, we will need to determine a perpetual
growth rate to compute the DCF terminal value. The literature reviewed does not give insights
on how to choose this perpetual growth rate and ikias this choice to the experience and
judgment of the valuator. In this method we suggest the perpetual growth rate applied to be in
line with the perpetual growth rate estimated for revenues in the busineskgéed,here,
the brand cash flow growtis directly linked to the sales growtfihe case of decreasing
royalties over time is reviewebelow in the Kern (1962) modePerpetually increasing
royalties implying thus a perpetual growth rate of bramthated cash flows gerior to the
sales growthrate, are not credible over the long run since the brand necessarilyeseach
maturity at some point.

(4) Apply the llowing formula:
Brandwalue — Zn: "#'$%"& . | Royalty""#$ | (1 — tax!rate!
randvae = 11 + discount "#$ !t

1.2.2. A specific case: the&kern x-times model(1962)

This modebwas initially developed bitern (1962)
As cited by Salinas (2009) andJucaitye and Virvilaite (2007)*, the underlying valuation
mechanism is the same fas the general royalty relief model, with the estimation of future

12
This method, despite clearly using a royalty relief approach, may also be classified in the demand driver/brand stysiggfaemabph
13 The International brand valuation manuaGabriela Salinas2009

14
Integrated model of brand valuatierindre Jucaitye and Regina Virvilaite 2007
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revenuesrelated to the ownershipf the brand, discounted to presentuea Additionally,

Kern assumethat:

- The royalty revenues will increase in line with revenues but in a deceleratirey(cence
the square root functiom the formula below the sales directly triggered by the brand
will erode with the ageing of the brand

- Brands have finite lifetime.

After some time, brands strength and royalty rates tend to decrease followingim certa

obsolescence of the brand.

The formula used is the following:

n

n n _! | q ! H —_ |4
I"#$% I"#$% = VR' ! L* s withg=1! 7= and,

R: average expected annual revenues,
L: Normal royalty rate in the industry,
n: brand lifetime horizon,

g: annuity present value factor

p: country interest rate

R s called the capitalisation factor.
q' (-1

Nevertheless, according to Zimmermann et al. (2001) as cited by Salinas (2009), no
empirical study demonstrated the functional relationshigsen by Kern (i.e. the use of a root
function) and the determination nbftenremains arbitrary and subjective.

What is more, the finite lifetime of brand model cannoapplied to all types of brandsome
brands having already existed for centyriesiay be complicated to chse the year in which

they will stop existing or to estimate what OindefiniteO would mean for a brand (e.g. 100
years, 600 years).

The following table gives an example on how to apply the royalty relief method and
the difference in results that can be obtained with the Kern model.
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Hypotheses

Royalty rate 7%
Discount rate 15%
Tax rate 30%
Perpetual growth rate 2%
Lifetime of the brand Perpetual

Classic method

m€ 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Year 0 1 2 3 4 5 6 7 8 9 10
Sales 11683 121307 121588 12!884 131088 13415 131751 141094 141447 141808 15!178
Pretax royalty income 818 861 881 902 916 939 963 987 1011 1037 1062
Taxes (245)  (258) (264 (271 (275) (282) (289) (296) (303) (31D) (319)
After taxes royalty income 572 603 617 631 641 657 674 691 708 726 744
Discount factor 0933 0811 0,705 0613 0533 0464 0403 0351 0305 0265 0231
Present value of royalty income 534 489 435 387 342 305 272 242 216 192 171
Sum of discounted royalty income (2013-2023) 31585

Terminal value 11345

Brand value (classic method) 4930

Adaptation: Kern model

Complementary hypotheses

Lifetime of the brand (in years) 150
Country risk-free rate 2,5%
Computation

Annuity present value factor 1,0003
Capitalisation factor 147
Average expected annual revenue (13-23) 131477
Brand value (Kern method) 5835

Table 8 - Royalty relief method application example

1.23. Pros,consand key hypotheses iusing this technique

Pros
The royalty relief technique and its derivegtthod allow for an obvious separation

between the brand itself and its underlyiagset(the rest of the company) through the
definition of a rate rewarding only the extra profit generated by the brand. Through the
royalty rate estimate, it also takes into account the industry environment in which the brand
evolves, thaargetroyalty rates being very different from one industry to ano{frem 1% to

10% according to Husson and Philippe).

This method is widely accepted by authorities since cited in the ISO 10668 standard
and can mostly be performed on publicly available information.

What is more, this approach reflects the commersiag¢et of brands through a typke
OrentingO cost and recogsihe fact that a brand can be valuable in itself, even it is attached
to a nonperforming businesgmargins arandeednot taken into accotj It alsotakes into
account marketing and legal aspects on top of financial aspects, as recommended by the ISO
standards.

Its subjectivity is a more discussed topic and depends on the information available:

- If the brand is already licensethe accessotthe fair royalty rate (with the necessary
analysis of its componentshould beelatively easy

- If the brand is not licensed, the estimation of the royalty ratemamly based on
comparablegreementappraisabnd judgmentwhich is inherently morsubjective.

15 . ) e . . x5 N . .
Edouard Chastenet (April 2012Revue Franeaise de comptabilitZ Nj453ne norme international su©Zvaluation financiere des marques: utilitZ pour les
prZparateurs et les utilisateurs des Ztats financiers

1€



Nevertheless, compared to other methods, it remains more objective since based on third
parties agreements.

Cons

At the root of the method in itself, depending on the sector, it may be difficult to find
any comparable licensing agreement ordbmparable range may be too witb be able to
conclude wisely. Indeedyrands areby definition unique assets and are thus inherently
difficult to compare with one another.

What is more, royalty rates used either digeor in a comparative way may:

- Include components othethan the mere right to use the brand. this case, a further
analysis of the split of the royalty rate between each underlying component-iikngw
material) may be needed,tmot necessarily feasible for each comparable chosen.

- Exclude certain rights on the brand, not transferred from the owner to the licensee but that
should be taken into account in the brand valuation.

Finally, a risk of undervaluation remains: when a company accepts to fiegnise a
brand on a specific andefinite period for a given royalty rate, this company is expecting to
make a higher profit than the expenses incurred to use the branmhafketroyalty rate may
thus beslightly underits fair value.

Key hypotheses
The royalty relief method is setise to the following hypotheses:
- Royalty rate,
- The dscount rate and lifetime period (the Kern model is highly sensitive to the latter),
- The perpetual growth rate (if needed).
The other hypotheses needed are the following:
- The tax rate usedhe effectve tax rate paid by the company),
- The future revenues of the firm over a sufficient period of time (usually 5 to 10 years).

1.3. Price/volume premium approach

Sources:Salinas and Ambler (2009Ferrindez (200}, Husson and PhilippeDgZcideurs:
StratZgie khance droit nj92/938 Tollington (1999)

1.3.1 General case

This method relies on the observation that for a similar product, a branded product
sells morein volumeand at a higher price than a Aoranded product. The extra price paid
and additionalvolume sold over the lifetime of the brand would thus represent the brand
valueadded

Deriving from the above definition, the main steépsdetermine the brand valase
the following:

(1) Find a similar unbranded product

(2) Compute the price difference bewve the branded product and the +wanded
similar product and estimate how it will evolve over time
If the branded company is selling only one branded product, the calculus is easily done
as a simple subtraction. Nevertheless, it does not represent djwgityn of branded
companies. In the most common case, the price difference has to be estimated statistically,
e.g. as an average of the price differences for all the productsTkeldhitial price premium
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has then to be derived in the future, dependingestimates on inflation, market share
evolution, market growthproduct mixetc.

(3) Apply this price difference on the volume of branded product euét the future

period studied

The main difficulty here is to estimate future volumes as for a buspl@ssover a
sufficient period of time, relying on historical trendsarket growth expectations, anthrket
share evolutionAt this step, one could observe that the brand also triggers additional volumes
compared to the situation in which the productisebuld not be branded. In this catieg
present value of the volume premium will be computed separately and added to the present
value of the price premium to obtain the brand value (see below).

(4) Deduct from the above result tagpenses related to theabhd maintenance
These expenses should include marketing expenses, but could also reflect the
additional cost e.g. in raw material (highlighting difference in quality) or in personnel costs
(showing for example handmade premiumspecificchoice in prduction place).

(5) Determine the rate at which to discount the excess profit computed
This point is developed ih.1.
In the case of an infinite lifetime of the brand, we will need to determine a perpetual growth
rate to compute the DCF terminal value. Titerature reviewed does not give insights on
how to choose thisgipetual growth rate and thus \ea this choice to the experienand
judgment of the valuatoAs for the royalty relief method, the expected perpetual growth rate
on the companyOs salesynserve as a proxy.

(6) Apply the following formula to obtain the present value of the estimated excess profit
generated by the brand:

S 1S5 Zn: ("branded! ;! non'branded! ) ', —E)! !l —1...)
H 0 ! 0.

Brand"#$% = PV (""#$%premium!

(! + discount'rate)'

Where

p: price

V: volumesold

E: expenses related to brand maintenance
I Dranded companyOs effective tax rate
n: brand lifetime horizon

PV: present value.

If a volume premium is identified, i.e. if the brand allows the owning firm to sell more
productsjt has to be estimated and added to the price premium present value. In this case:
I" = PV(price "#3$%&S$ ) + PV (I"#3$%& "#$%&$ ) — " (additionallexpenses!, where
PV(price premium),PV(volume premium)and PV(additional gxensep are computed as
following:

PV (p premium) =

i ((branded!pt o ”"#$%&%¥9!) I non !"#$%&%Vt) 11— !tax)
t=1 '1 + discount!!"#$ !
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PV (V premium) =

Zn:((!"#$%&%t! "l Ibranded V,) = "#$%&%p,! * (! —!10x)
1 (1 + "#$%&' (1"#$)!

n
by ! (1 — TNy !
DY : '
PV(1)! Z 11+ "#$%&'( rate!t

th1

The objective in segrating the additional expenses present value is to not double
count them both in the price premium and in the volume premium.

This method is usually presented including only the price premium or only the volume
premium, excluding the additional expenségct. The more complete method presented here
is the one described by Feémuez (200} as the Most correct method, from a conceptual
point of vievD.

The following table gives an example of how to apply this method practicaby
simple way In the eample taken, we assumed for the terminal value computation a perpetual
growth rate of 1% on brand earnsmgwvhich is equal to the assumiedlation on branded
product prices, and close to current economy inflation.

Hypotheses

Inflation on branded product mix prices 1,0%

Inflation on non-branded product mix prices 0,7%

Non-branded product volume growth rate 1,0%

Branded product volume growth rate 1,0%

Tax rate 30%

Discount rate 15%

Perpetual brand earnings growth rate 2,0%

Lifetime of the brand Perpetual

m! 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Year 0 1 2 3 4 5 6 7 8 9 10
Branded product average price 100 101 10,2 10,3 104 10,5 10,6 10,7 10,8 10,9 11,0
Non-branded product average price 7,0 7,0 7,1 7,1 7,2 7,2 7,3 74 7.4 7,5 7,5

Price difference 3,0 31 31 3,2 3,2 3.3 3,3 3,4 34 3,5 3,5

Non branded product average volume sold 11269 11282 11295 11307 11321 11334 11347 11361 11374 11388 1!402

Price premium cash flows before tax 31807 31910 4!016 4125 41236 41350 41467 41586 41709 41834 41963

Taxes (1'142) (1'173) (1'205) (1'237) (1'271) (1'305) (1!340) (1!376) (1'413) (1!450) (1!489)
Price premium cash flows after tax 2665 2737 2811 2887 2965 3045 3127 3211 3296 3384 3474

Branded product mix average volume 11168 1!1180 1!1192 11204 11216 11228 11240 11253 11265 11278 11291

Non branded product average volume sold 11269 11282 11295 11307 11321 11334 11347 11361 11374 1!388 1!402

Volume difference (101) (102) (103) (104) (105) (106) (107) (108) (109) (110) (111)
Branded product average price 10,0 10,1 10,2 103 104 105 10,6 10,7 10,8 10,9 11,0
Volume premium cash flows before tax (11007) (11027) (11048) (1!069) (1!090) (1!112) (1!1135) (1!158) (1!181) (11205) (11229)
Taxes 302 308 314 321 327 334 340 347 354 361 369

Volume premium cash flows after tax (705) (719) (734) (748) (763) (779) (794) (810) (827) (843) (860)
Specific branded product marketing, distribution, R&D expenses (1'686) (1!770) (1!808) (1!848) (1'876) (1!923) (1!971) (2!020) (2!070) (2!122) (2!175)
Difference in personnel cost (200) (202) (204) (206) (208) (210) (212) (214) (217) (219) (221)
Difference in raw material expenses (225) (230) (234) (239) (244) (248) (253) (258) (264) (269) (274)
Expenses related to brand management (2!111) (2!201) (2!246) (2!293) (2!327) (2!381) (2!436) (2!493) (2!551) (2!610) (2!670)
Taxes 633 660 674 688 698 714 731 748 765 783 801

Brand expenses cash flows after tax (1478) (1541) (1572) (1605) (1629) (1667) (1705) (1745) (1785) (1827) (1869)
Brand earnings 482 477 506 534 573 600 627 655 684 714 745

Discount factor 0,933 0,811 0,705 0,613 0,533 0,464 0,403 0,351 0,305 0,265 0,231
Present value of brand earnings 450 387 357 328 305 278 253 230 209 189 172

Sum of discounted royalty income (2013-2020) 31157

Terminal value 11347

Brand value 4504

Table 9 - Price-volume premium method application example
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1.3.2. Pros, cons and key hypothes@s using this technique

Pros
This method is seen a®theoretically attractiv€O because easily understood
intuitively. What is more, the price differential computation tends to remove subjectivity.

Cons

Nevertheless, from a practical point of vieiw,is difficult to find strictly similar
unbranded products, except for some very simple products or raw material (e.g. sugar,
coffee). In the other cases, the price difference may include slight differences not directly due
to the brand (e.g. packaging, qudlitwhich are difficult to isolate.

What is more, the price difference may not be homogeneous for every branded product
sold under the same brand: for example, Burberry sells clothes but also bags, glasses etc.: how
to fairly take this diversity into accatP Estimating future products prices and mix over 5 or
10 years may be out of reach. may also be complicated to justify and estimate the
sustainability of the premium computed.

Additionally, differences in volume may be biased by the companyOs size or
recentness.

Finally, estimating the expenses directly related to the brand may be arduous since
these expenses are not capitalised and are often drown in general expenses such as marketing
etc. along decades. What is more estimating additional expeekdsdrto quality or
production place playing a role in brand strength requires a deep analysis of the company
operations, not necessarily available to the public.

This method is thus complicated to applyreotly without relying on simplifying or
unjustfied hypotheses.

Key hypotheses
This method is sensitive to the following hypotheses:
- Compaable norbranded product chosen and thesmeated price and volume difference
computed,
- The discount rate and lifetime periodosen,
- The perpetual growth rate @ieeded).
The tax rate used is the effective tax rate paid by the company.

1.4.Margins comparison

SourcesSalinas and Ambler (2009%alinas (2009)

1.41. General case

This method is close from the price/volume excess premium but takes into account
more extensively cost advantages or disadvantages of owning the (@andconomies of
scale) It consists in comparing the margins of the branded companyeiilitér (1)the one of
an unbranded business selling a similar prqd(2t an average of the one$ selected
competitors The margins compared can be either the gross margin or the EBIT margin.

The steps are the same as in the price/volume method but the idea here is to apply the
margin dfferential tothe branded product forecasted revenues for itiedolifetime defined.
The formula used will thus be the following:

16
Salinas and Ambler (2009)
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= ((branded""#$%& %, — non'branded'margin®%,) ! R/) =11 —!,,,!

Brandwalue =

We applied the two methods Alpha

(1! discount'rate)t

Hypotheses

Non-branded product company margin growth (13-20) 0,3%

Tax rate 30%

Discount rate (WARA) 15%

Perpetual brand earnings growth rate 2,0%

Lifetime of the brand Perpetual

(1) Comparison with an un-branded product

m€ 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Year 0 1 2 3 4 5 6 7 8 9 10
Branded product company EBIT margin 47,8% 45,3% 451% 44,7% 44,6% 44,6% 44,4% 442% 44,0% 43,8% 42,8%
Non-branded product company EBIT margin 37,0% 37,1% 37,2% 37,3% 37,4% 37,6% 37,7% 37,8% 37,9% 38,0% 38,1%
EBIT margin difference 108% 82% 79% 74% 2% 70% 6% 64% 61% 58% 4,6%
Branded product company sales 11683 12307 12588 12884 13088 13415 13751 14094 14447 14808 15178
EBIT margin premium cash flows before tax 1263 1008 992 954 942 940 924 905 883 857 706
Taxes (379) (302) (297) (286) (283) (282) (277) (272) (265) (257) (212)
Margin premium cash flows after tax 884 706 694 668 659 658 647 634 618 600 494
Discount factor 0,933 0,811 0,705 0,613 0,533 0,464 0,403 0,351 0,305 0,265 0,231
Present value of brand earnings 825 572 489 410 352 305 261 222 188 159 114
Sum of discounted royalty income (2013-2023) 3897

Terminal value 893

Brand value 4790

(2) Comparison with a set of competitors

m€ 2013 2014 2015 2016 2017 2018 2019 2020 2020 2020 2020
Year 0 1 2 3 4 5 6 7 8 9 10
Branded product company EBIT margin 47,8% 453% 451% 44,7% 44,6% 44,6% 44,4% 442% 44,0% 43,8% 42,8%
Competitor 1 EBIT Margin 39,0% 39,4% 39,8% 40,2% 40,6% 41,0% 41,4% 41,8% 422% 42,7% 43,1%
Competitor 2 EBIT Margin 50,0% 50,0% 50,0% 50,0% 50,0% 50,0% 50,0% 50,0% 50,0% 50,0% 50,0%
Competitor 3 EBIT Margin 48,0% 47,0% 46,1% 452% 44,3% 43,4% 425% 41,7% 40,8% 40,0% 39,2%
Competitor 4 EBIT Margin 30,0% 30,6% 31,2% 31,8% 32,5% 33,1% 33,8% 345% 351% 359% 36,6%
Competitor 5 EBIT Margin 25,0% 30,0% 36,0% 39,6% 43,6% 43,6% 43,6% 43,6% 43,6% 43,6% 43,6%
Average competitors EBIT margin 38,4% 39,4% 40,6% 41,4% 422% 422% 423% 42,3% 42,4% 42,4% 42,5%
EBIT margin difference 94% 59% 45% 34% 25% 24% 21% 19% 17% 14% 03%
Branded product company sales 11683 12307 12588 12884 13088 13415 13751 14094 14447 14808 15178
EBIT margin premium cash flows before tax 1100 726 564 436 323 316 294 269 239 204 44
Taxes (330) (218) (169) (131) (97) (95) (88) (81) (72) (1)  (13)
Margin premium cash flows after tax 770 508 395 305 226 221 206 188 167 143 31
Discount factor 0,933 0,811 0,705 0,613 0,533 0,464 0,403 0,351 0,305 0,265 0,231
Present value of brand earnings 718 412 278 187 120 102 83 66 51 38 7
Sum of discounted royalty income (2013-2023) 2063

Terminal value 55

Brand value 2118

Table 10 - Margins comparison method application example (using the EBIT margin)

1.4.2. A derived case: marginal castilow comparison

This third approach is directly derived from the margins comparison but computing
and discountinghis timethe difference between the free cash flows of a branded company
and a norbranded compangelling similar products.

1.4.3. Pros, cons and key hypotheses in using this technique

Pros
These threenethod takemore widely into account castissociated to the brand and
are more easily applicable from publicly available information than tipeice/volume
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premium approach developeathove, whichrequires more detailed financiahd operational
information.

Compared to the price/volume premium approach, it seems to solve the product mix
problem by consgeringblended margis/ free cash flows

Cons

A side effect of the advantagdove describets thatthe EBIT marginand free cash
flow include expenses not related to the bramtership, whichleads to undervaluation of
the brandOn the contrary, gross margin may exclude some expenses digdatgd to the
brand and lead to owaaluation.Looking at the brand from a more macroeconomic point of
view is thus easier but necessarily leads to errors.

What is more, as for the price/volume premium approach, &gmnactical point of
view, it may bedifficult to find strictly similar unbranded products, except for some very
simple products or raw material (e.g. sygewffee). This method adds difficulties if the
company is selling products under different brands: the valuator has to analyse mtye deep
the product mix to creatrepresentative blended margin. The alternative method suggesting
to use competitorsO margins does not really isolate the brand busttkeluzand studied
relatively to the brands of the competitors. It thus does not leagbsolute value. The
example computed shows indeed that the second method leads to a much lower brand value,
explained by the fact that it is the brand value on top of the value of average competitors
brands.

Finally, it may be complicated to justify anestimate the sustainability of the
margins/free cash flomomputed.

These derived methods atlbus complicated to apply correctly.

Key hypotheses
Thesemethod are highly sensitive to themparable nofbbrandedcompanychosen
and thus stimated forecastegross margin/EBIT margiffsee cash flow
The following hypotheses also affect the final brand value:
- The dscount rate and théddtime period(see 1.1;)
- The perpetual growth rate (if needed).
The tax rate used is the effective tax rate paid byptaeddcompany.

1.5.Excess cash flowmethod

Sources:Salinas and Ambler (2009Fernfndez (20Q1 The Canadian Institute Chartered
Business Valuator (OECD TP WP6)

1.5.1 General case

This approach is still a DCF approach but the free casvsfhttributabldo the brand
arecomputed here abe estimatedree cash flows to firm from which aréeducted for each
year theestimatedreturn of other assets not corresponding to the brand, i.e.atset®
employedmultiplied by the required retutfO©. The table belw, adaptedfrom Fernindez
paper (2001) gives a practical example.

17
Fernindez (2001)
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Hypotheses

Discount rate 15%

Perpetual growth rate 2%

Lifetime of the brand Perpetual

m! 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Year 0 1 2 3 4 5 6 7 8 9 10

Company free cash flow 3731 3820 3993 4126 4276 3785 3946 4042 4141 4243 4384
Required return

Working capital requirements 6% 603 672 754 816 865 887 909 932 955 979 1003

Tangible assets 10% 4323 4582 4737 4850 4893 5545 6119 6 682 7228 7756 8142

Intangible assets 15% 4004 3758 3503 3237 2959 2685 2415 2150 1890 1635 1385

Goodwill 20% 2989 2989 2989 2989 2989 2989 2989 2989 2989 2989 2989

Financial assets 10% 5 5 5 5 5 5 5 5 5 5 5

Assets employed x required return 1667 1661 1643 1618 1583 1609 1627 1645 1662 1678 1680

Free cash flow attributable to the brand 2064 2160 2350 2508 2693 2171 2319 2397 2479 2565 2704

Discount factor 0,933 0811 0,705 0,613 0,533 0,464 0,403 0,351 0,305 0,265 0231

Present value of royalty income 1925 1751 1657 1538 1436 1009 935 840 756 680 623

Sum of discounted royalty income (2013-2023) 9315

Terminal value 4890

Brand value 14!205

Source: Adapted from Fernindez (2001) citing Houlihan Valuation Advisors

Table 11 - Brand valuation computation example from excess cash flow method

In this method, company free cash flow and assets employed are estimated based on a
business plan considegnhistorical trends, market grohv expectations, market share
evolution etcNeither Ferntndez (2001) nSalinas and Ambler (2009) giwesights on how
to fairly estimate the required retuon each asset employed type. The WARA method
developed irl.1 may be applied tpartly solve this issue.

This approachs in fact very simir to the marginal cash flow comparison method, but
replaces the cash flows from a Aeranded product company by the cash flows supposed to
be dedicatedo serving the assets employdidferent fromthe brand the remaining cash
flows being supposed to belated to the brand earnings.

1.5.2. Pros, cons and key hypotheses in using this technique

Pros
The issue of relying on comparable Aaranded products disappsdreresince the

method is totally concentrated on the company owning the valued brand.

Cons

The reliability of the whole method relies on the possibility to fairly estimate assets
employed required returns excluding the brand, which shifts the issue of brand valuation to
the issue of analysing the other companyOs assets. Th#owalishus doe by eliminating
what composes theompanyOsalue, without really focussing on the brand in its@l. a
consequencat is practically applicable only for companies owning a single braithat is
more, since this approactalculates the brand value byffdrence, there is a risk of
overvaluation or undervaluation by wrongly attributing by omission some revenues or
expenses to the branBxcessin cash flow may nonhecessarily be due to the brand but to
wrongly estimated required returns on the othertasdentified, or to munidentified asset.

Applying the same required returns for each asset class along the business plan may
not reflect the reality of the business evoluti@m the contrary, estimating the evolution of
each category return would regrian additional level of judgment, and woubldng upthe
issue of how to chase the level of return to apply in the terminal value.

Finally, this method does not take at all into account marketing or legal aspects of the
brand since it values it entirelsom internal information.
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Key hypotheses
This method idighly sensitive to the following hypotheses:
- Estimated forecasted free cash flow and assets emp(spitcand numerical estimates)
- Required returnen each type of asset employed.
The followinghypothesis also affects the final brand value:
- The discount ratésee 1.1.and the lifetime periodf the brand;
- The perpetual growth rate (if needed).

2. Costs based methods

SourcesThe Canadian Institute Chartered Business Valuator (OECD TP \MB§3pnand
Philippe DZcideurs: StratZgie Finance droit nj92)93 ollington (1999) Anson, Noble and
Samala (2014)Salinas and Ambler (®9)

Orhe value of an object or piece of intellectual property is no greater than the cost to
acquire that asset elsewherajhether the cost of obtaining the asset is measured by
purchasing it today or replacing it with a substitute asset of equal strength andQifility

The underlying idea of the methods presented below is thus that an external acquirer
would not pay more thmawhat it would cost him or her to recreate or find a substitute to the
brand.

The following table sums up the characteristics of the methods presented in this section.

Method Comparative Intrinsic Ideal brar‘nd. To be noted
characteristics
Historical costs ! Embryonic brand Gives a floor value
Replacement costs ! Embryonic brand More sound but more subjective and freely appl

Table 12 - Cost-based approaches summary

2.1. Historical costs of creation

2.1.1 General case

This method suggests that the value of a brand isuheof thecoss thathave been
incurredby the owning companyo create the asset

Three types of costs have to be taken into account:

- (Hard cost$°0, which include any materialasset needed to builde brand;

- (Boft cost80, designating intellectual work related to the brand sutimegor design or
engineering;

- Market cost8O, including all marketing and communication costs for advertising and
more generally building the brand strength imitsrket.

To these accounting costs have to be added any opportunity costs suckelay in
entrance on markegnd withdrawn any obsolescenfactors (e.g. if the brand has a finite
lifetime, the years already spdmave to be taken into account) or rigsion factors (e.g. due
to the legal environment in which the brand is developBdg. Canadian Institute Chartered

18 Anson, Noble and Samala (2014)
19 Anson, Noble and Samala (2014)
20 Anson, Noble and Samala (2014)
21 Anson, Noble and Samala (2014)
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Business Valuatéfsuggests that taxes atak shield also have to be taken into account in the
cost aggregation, in order to reflect maecurately the cost of owning and operating the
brand. These taxegould include any fees paid for brand protectin also country specific
taxes.It should also take into account (if the brand is capitalised and amortised) the related
deferred tax assetOn the contrary, we donOt think that additional income taxes paid each
year due to the higher sales registered should be taken into account: it would lead to
estimating twice the value of the brand, using this time a price/volume premium approach in
addtion to the historical cost approach.

To simplify the approach of costs splgalinas (RP09) presents a method takimgto
account the branded firm categories of expenses related to the brand (e.g. marketing,
communication, desigrgnd applyinga 75% réo on the sum of those costs to separate the
brandrelated investments to other assaated expenses. Nevertheless, she highlights the fact
that using such a ratio is problematic since it assumes that the business expenses can be
linearly split betweerbrand and no#brand related investment. Once more, the split is thus
left at the valuator discretion depending on the brand business.

The following table gives a simplified example on how to practically apply this
technique, using the 75% rule.

Hypotheses

Percentage of Costs due to brand75%

m€ 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Year 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14
Personnel expenses 49 62 77 97 121 151 189 236 295 369 461 576 720 900 983
Marketing & communication expenses 27 34 43 54 67 84 105 131 164 205 256 320 400 500 546
Distribution & commissions expenses 8 11 16 23 32 46 66 94 134 192 274 392 560 800 874
Legal expenses (protection fees) 100 100 20 10 10 10 10 10 10 10 10 10 10 10 10
Total incurred expenses 185 207 156 183 230 291 369 471 603 776 1001 1298 1!690 21210 21413
Total attributable to the brand 139 155 117 137 173 218 277 353 452 582 751 974 1268 1658 1810
Brand value 91063

Table 13 - Historical costs method application example

2.1.2. Ros, cons and key hypotheses in using this technique

Pros

This technique requires no assumption. What is more, accordigstm, Noble and
Samala(2014), itoften allows to compute a fidor valued for the brandince it does not
include the upward opportunities, and is appropriate for young braeckrgdni® assets
where no market application is yet identified.

Cons

This method nevertheless bears significant disadvantégistly ignores inflation
and changes in the value of money. For old brands, this point may be an issue.

Then, it may be complicated to isolate the costs specific to the brandhtsete the
high output in our example, based on basic information}ome countries where the brands
built internally are not booked in balance sheet, it may require both to look at years of P&L
and to be able to split within the marketing and related expenses which ongataceto the
brand concernedVhat is more, @me expenses are here only to maintain the brand value (e.g.
communication campaign, without which the brand strength would run out of steam) and not
particularly develop it, why should they then increase artificially our valuation if they are
already take into account once®Pmnplementing this technique for old brands is thus
complicated.

22 OECD TP WP6
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Finally, by taking into account past expenditures only, it ignores future potential
(which is what a buyewould be interestenh), and it does ndieke into account theficiency
of the expenditures: axplainedby Tollington (1999), some brands like Rolls Royce have
low marketing expenses, combined with an intuitively high brand vaMieat is more,
aggregating the costs does not take into acdbenpositioning of thérand noiits failures or
successes, whidimwevermmake the core value of a brand.

Key hypotheses
No assumption is theoreticalhecessary in using this method, exqagentially a
percentage of brand expenses within the brafated expenses.

2.2. Rplacement costs

2.1.1 General case

This methods a derivative of the historical costs methoduggests that the value of
a brand is nothing but the cost that would be incustezlild the owning company have to
recreate or purchase a brand with simfianctionalities at time of valuatiot would imply,
as for the above method, isolating the costs necessary to build the brand, excluding value lost
by management during the life of the brand, and actualising those costs at current prices.

We proposea simple example of application in the following table:

Hypotheses
Percentage of Costs due to brand 75%
Brand discount rate 15%

(1) Using past costs

m€ 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Year 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14
Inflation 2% 2% 2% 3% 3% 3% 3% 3% 3% 2% 1% 1% 1% 1% 1%
Inflation factor 1,02 1,02 1,02 1,03 103 1,03 1,03 1,03 1,03 1,02 101 101 1,01 1,01 1,01
Cumulated inflation 1,36 1,33 1,31 1,28 1,24 1,21 1,17 1,14 1,10 1,07 1,05 1,04 1,03 1,02 1,01
Historical expenses

Personnel expenses 49 62 77 97 121 151 189 236 295 369 461 576 720 900 983
Marketing & communication expenses 27 34 43 54 67 84 105 131 164 205 256 320 400 500 546
Distribution & commissions expenses 8 11 16 23 32 46 66 94 134 192 274 392 560 800 874
Legal expenses (protection fees) 100 100 20 10 10 10 10 10 10 10 10 10 10 10 10
Total incurred expenses 185 207 156 183 230 291 369 471 603 776 11001 11298 11690 21210 21413
Total attributable to the brand 139 155 117 137 173 218 277 353 452 582 751 974 11268 1658 1!810
Total brand expenses in present money value 188 207 153 176 215 263 325 402 500 624 789 1013 1!306 1!691  1!828
Brand value 91678

(1) Using current costs

m€ 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
Year 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14
Estimated actual costs Price factor

Personnel costs 14 69 87 108 135 169 211 264 330 413 516 645 806 1!008 11260 11377
Marketing & communication 1,4 38 48 60 75 94 117 147 184 229 287 358 448 560 700 765
Distribution & commissions 1,5 12 17 24 34 48 69 99 141 202 288 412 588 840 11200 11311
Legal expenses 1,2 120 120 24 12 12 12 12 12 12 12 12 12 12 12 12
Total expected expenses 239 271 216 256 323 410 522 667 856 11103 11427 11854 21420 3!172 31464
Total attributable to the brand 180 203 162 192 243 308 391 500 642 827 1070 1391 11815 21379 21598
Discount factor 093 081 071 061 053 046 040 035 030 027 023 020 017 0,15 0,13
Expected expenses discounted to present 167 165 114 118 129 143 158 175 196 219 247 279 316 361 342
Brand value 31129

The second case allows also to take into account different evolution of prices depehding on the categories of costs. These two applications are only exarﬁples, the costr
applied very differently depending on the case studied.

Table 14 - Replacement costs method application example
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2.1.2. Pros, cons and key hypotheses in using this technique

Pros

This derived method eliminates the issue of change in the value of money over time
and risk taken at investingn top of the otheadvantages inherent to the historical costs
approach.

Cons

Nevertheless,except for the point on inflatiorand risk it bears the same
disadvantages asistorical cost approach and ésnsidereddot a good future indicatéiO.
What is more, identifying the management failures, the cost and time spent that could have
been avoided along the development of the brand is in mes$ @at of reach, particularly
for mature brands.

It is also more subjective in its application: slibmte discount or not the costs to
present value or simply sum it as recommended in the historical costs method?

Key hypotheses

As for the historical costs method, it theoretically does not require any assumption,
except maybe on the split of costs betwbeandrelated and notbrand related costs and on
the inflationand discountates to be applied on those costs.

Nevertheless, it can be applied in very diverse manners and assumptions can be added
in come cases (e.g. price evolution factors).

3. Market based methods

The methods presentad this sectionare based on market related aggregaié®e
following table sums them up to give you a first global insight before diving into their
technical detalils.

Method Comparative Intrinsic Ideal brand. To be noted
characteristics
Transaction multiples v L'|qU|d and acnve-_ market More sound approach but often non-aplicable
single brand businesses
Demand drivers v v Any T_ry to _take into a(_:cc_)unt both ma_rket_lng and
financial charateristics. Very subjective
Price to sale ratio v Single brand on simple Stick to the brand value creation definition
products
Entirely forward looking and takes into account {
Stock price movements v v Classic whole markets perceptions. Link brand value to
stock prices

Table 15 - Market-based approaches summary

3.1.Transaction multiples

Sources:Husson and Philipp€DZcideurs: StratZgie Finance droit nj92)93Tollington
(1999),Anson, Noble and Samala (2014)

3.1.1 General case

This method is the most used and the easier to apply within this subsddteon.
underlying idea is that the fair value of a brand igdbedpproximated when estimating the
price that would be paid for that brand on an open market.

23
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The steps to be performed are the following:

(1) Find transactions involving a comparable brand. By comparable we mean similar in
terms of industry, strengtppsitioning value driverstc.

The transactions considered magncern only a brand this is the easier case,
nevertheless, as underlined by Anson, Noble and Samala (2014), these transactions are often
buried below confidential agreements; but also bedrmdmpanies. In the latter case, the
number of transactions for which data is available should be higher but the approach is
complicated by the need to estimate the part of the price paid for the whole company directly
related to the brandhich shift theissue of brand value from the brand to be valued to the
comparable brand used in the valuation

(2) Choose the right multiple to use
Many multiples can be used in a comparable approach, including Sales, EBIT,
EBITDA, net income multiplesThe idea is to rese the transaction price used as a
comparable to thenonetary economic benefits generated by the brand to be valued.

(3) Apply the multiple using the following formulae (e.g. for a sale multiple)

Bltransaction "#$%

I I Il I I
Brand! wwalue ! Blrelated "HS%& THS] * | lrelated!company!'sales

Note that the multiple obtained can be adjusted,. in case a significant premium is
identified in the transaction.
The following table shows a simple applicatio@mmple:

Estimated % Company's year X

Transaction characteristics Transaction price attributable to sales Multiple
brand

Transaction A Luxury shoe brand operating in France 2 000 100% 4000 0,50
Transaction B Sport shoe brand operating in the US 10 000 100% 30 560 0,33
Transaction C Luxury apparel brand operating in Italy 5700 100% 17 000 0,34
Transaction D Shoe company operating in Europe 28 000 50% 14 000 1,00
Average multiple 0,54
Alpha 2013 sales 11 683
Estimated L brand value 6!316

Table 16 - Transaction multiples method application example

3.1.2. Pros, cons and key hypotheses in using this technique

Pros
This method relies already on a wotild OfairO value comparison, i.e. as defined in
part I.

Cons

To be reliable, the market on which transactions are extracted needs to be sufficiently
liquid, which is far from being the case to date for branly transactions. For branded
company transactions comparable, how to identify reliably the gfgstice rdated tothe
brand in the transactiori@ore generally, transaction prices are usually pudat with few
details, which complicate the practical application of this method. What is more, as
underlined by Tollington (1999), a comparable @nt@stimpossible to determine simply
because the market for brands is, at best, thin and volatile. Where the brand is being sold,
willingly or otherwise, the realisable value is dependent on the circumstances of tbe sale
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Premiuns or discouns may be includedn the transaction priseand remain unnoticed.
Tollington adds that brand prices are usually estimated on the price it would cost for the buyer
to recreate the brand should the transaction not be successful, and this cost is by definition a
mere assumption
This methodalsobears the disadvantages of comparative approaches: since a brand is
by definition a unique asset, it may &@luousor at least subjectivi® find comparable assets
Finally, the choice of the multiple has its importance on the resiainaal.

Key hypotheses
This method idighly sensitive to the following hypotheses:
- The chosen comparable transactions,
- Theestimateof the percentage of transaction price related to the brand bought (if
necessary),
The multiple aggregate chosen also istpdhe final valuation.

3.2 Demand driver/brand strength analysis

SourcesFernindez (2001Motameni and Shahrokhi (1998)ollington (1999)
3.2.1 General casgFernindez (2001))

The method presented here is an example of the demand driver métti®madse of
themethod usedby Interbrand* as reported by Fetndez (2001).

The general idea is to determine the brapdcific operational profit by computing the
difference between the branded product EBIT and an unbranded comparable product EBIT.
Estimated taxes and capital remuneration are subtracted from the EBIT differential to get the
brandspecific estimated earning& price/earnings multiplier computed based on brand
strength estimation and &6hapedcurveé®O is then applied to thand arningsto obtain
thebrand monetaryalue.

The detailed steps are the following:

EBIT differential computation

(1) Find a comparable nedoranded produgt

(2) Compute the difference in EBIbetweenyour branded product and the comparable
nonbranded product fahe last three yearand the forecasted year after

(3) Adjust the last three year results by an inflation multiplier

(4) Compute the present vakief the last three years EBIT differenasing a discount
rate to be estimated,;

(5) Compute a weighted average of thastl three years present vauef EBIT
differences.

Fernindez (2001) suggesspplyinga weighting factor of 1 to yed& figure, of 2 for
yearl figure, and of 3 for year O figusein order togive more importance to present results.
Nevertheless, thesadtols may beadjustedfor example, if one year isot representative of a
normative EBIT differencdf the weighted average EBIT difference obtained is significantly
higher than the forecasted year+1 EBIT difference, you may atpstvnwards to take this
into account.

24
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(6) Withdraw from the weighted average EBIT difference an estimate of the capital
remuneration

To do so, Sinas and Ambler (2009) suggdaking a 5% ROCE and an estimated employed
capital coresponding to the sector dian or @e return on capital that would have been
used for the production of a private |aB&]

(7) Withdraw taxes from the above result
The company effective tax rate is applied to the above result (weighted average EBIT
differenceD capital remuneration)This step gives you theb@ndOs differential earnirfd®,
to which the multiplier computed below will be applied.

Hypotheses

Discount rate 15%

Perpetual growth rate 2%

Tax rate 30%

Lifetime of the brand Perpetual

$m year-2 year-1 year 0 year+1
Branded-product EBIT 5278 5430 5586 5575
- non-branded product EBIT (3971) (4 180) (4 400) (4 620)
Brand EBIT differential 1 307 1250 1186 955
Inflation adjustment 1,10 1,05 1,00

Brand EBIT differential inflation adjusted 1438 1312 1186

Present value of the brand's differential EBIT 1901 1509 1186

Weighting factor 1 2 3

Brand's weighted financial EBIT 1413

Allowance for future reduction of EBIT (100)

Capital remuneration (212)

Brand's differential earnings before tax 1101

Tax (330)

Brand's differential earnings 771

Source: Adapted from Ferndndez (2001)
Table 17 - Computation of brand earnings differential according to Interbrand as reported by Fernindez (2001

Multiplier computation
(8) Estimate thelfdand strengt®

Seven factors are used by Interbrand to appraise it:

- CLeadershi® (x/25) it brings more value per percentage of market sharetalnearket
influence and control,

- OStability(x/15) long period ofconsolidation andigh consumer loyalty provide high
stability,

- OMarkeO(x/10) protected, stable, growing market, with prefecegivento high barriers
to entry provide a high market score,

- Olnternationality®x/25Y cross cultural brands acensiderednore valuable,

- OTren®(x10) it measureshe ability to stay ahead of fashion,

- OSupportO(x/10it evaluateghe ability to receivededicated investment,

- OProtectionO(x/5)t measureshe quality of the legal intellectual protection of the brand.

The total factor¢evelsgive a score x/100.

26
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Strength factor Maximum score Alpha brand

Leadership 25 19
Stability 15 12
Market 10 7
Internationality 25 18
Trend 10 7
Support 10 8
Protection 5 5
Brand strength 100 76

Source: Adapted from Ferndndez (2001)
Table 18 - Estimating brand strength score according to Interbrand as reported by Fernindez (2001

(9) Determine the curve to be appliedget the multiple

This partof the analysisis both sufective and decisive to the final result. For
Fernindez (2001), the multipheinimum and maximunvaluesare deternmed depending on
the market P/Bor the concerned industrynterbrand suggests thah@®highest multiple on
the brand strength scale shoube clearly above the average P& the industry which the
company operates 0, leaving room to the valuatorOs judgerBatfinas (2009) explains the
use of this type of curve by the fact thainknhown or new brands are weak for a certain
period of time until their awareness increases and their market position improves. The brand
value is positively affected as the brand grows stronger, and once it reaches a dominant
position, the rate of growtwill slow.OA S-curve isthendesigned as shown iable15.

High
Multiple
applied
Low
0 50 100
Brand strength score
Brand A
Strength score 76
Multiple 13
Brand's differential earnings 771
Brand value ($m) 10!019

Source: Adapted from Fernindez (2001)

Table 19 - S-curve use and brand valuation according to Interbrand as reported by Fernandez (2001)

(10)Report the score obtained on thalibration S-curve above designed to get the
multiple to be applied

(11)Compute the estimated brand valong multiplying the multiple obtained with the
rrandOsdlifferentiald earnings computed.

3.2.2.A derived case (Tollington (1999))
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Tollington describes a similar approach in Hisurnal of product and brand
management, vol.8 no.tstead of using a comparable unbranded product to compute the
brand earnings, ehsuggestso subtract from the branded companyOs earnings the earnings
attributed to other unbranded products or assets. This technique is simiptettescribed
in paragraph 1.5A P/E multiple or another uttiplier reflecting strength to beefined (e.g.
usingthe Interlvand method) is then applied to the brand earnings obtained.

3.2.3 Pros, cons and key hypotheses in using this technique

Pros

This method takes into accouiththe marketing perception of the brand strepigsh
legal aspets (under thegotectiorO scoreind itsfinancial and economic resultstandalone
and compared tother brandslt may help to determine what key drivers may be improved to
better leverage on brand value.

What is more, astated by Motameni and ShahhoK1998), considering a weighted
average of three years of brand earnings avoid taking into accountesho@wings in the
econom®, not necessarily related to a brand change in value.

Consand key hypotheses

This method relies partly on historical tda which does not necessarily reflect
estimates for the future brand earnings.

What is moreit is highly subjective since it required the same time to:
- Find a comparable dbranded product and estimalte tEBIT related to this product;
- Assumebothaninflation rate and a discount rate;
- Choosehe years weighting factors;
- Estimate both ROCE and capital gioyed from industry comparison;
- Rate eals of the seven factors;
- Determine the minimum and maximum of the8ve a slight change in the multiple may

lead to high variations in the final value due to the shape of the.curve

Thus, the feelig we have is that each stepn be easily manipulated, leading to an opaque
result. The rating of each factor is dependent on who is valuing the brand: the perception of
strength can vary geographically and thus lead to different results.

What is more, the use of acarve implies the presence of an underlying mathematical
function, whichstill has to be statistically demonstrated.

Finally, as underlined by Tollington (199@nding up using a P/E multiple to value a
brand assumes that bran@srofits can be valued in the same way as the business as a
wholed: this hypdiesis still remainsnjustified empirically.

3.3. Differential of price to sale ratios

SourcesFernindez (2001pamodaramotes

3.3.1. General case

This method follows the idea of existence of a price premium, suggesting that the
value of a brand is entirely reflectedtive higher price the owning cqmany is able to charge
per sale, which generatégher profit and thsi higher @rice-to-sales®0 ratio.A brand not
leading to higher pricing has no value.
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The value of the brand could thus be computed using the followinwifa:

"#$% !"#$% = ((K) ! (K) )* b, Where(!—) is the value of firm pesalesratio for a
b ! '

! !
branded compan)(;lz) is the value of firm pesales ratio for a nehranded company selling
g

a similar productand G represents the sales of the branded company

The value of the companies are calculated based on a simplified DCF: an hypothesis
of free cash flow in year 1, on which two growth rates (a growth rate from year 1 to year n,
and a growth rate from year n+1gerpetuity), and WACC hypotheses are applied. The exact
formula used to compugaice to sale ratios the following

(1! g
Px( +g)! (1! "
v n (! M1 g,!
T = IHSYR"HIU& + | g 7 — )! s (rn(! ;g)*(! +r)g

)

where p and jpare payoutatios.

The following table presents a simple application model of this method:

Hypotheses / Data

Branded company hypotheses

EBIT margin 48%
Sales 11 683
Current payout ratio 15%
Perpetual payout ratio 17%
Current growth rate 5%
Perpetual growth rate 2%
Current discount rate 10%
Perpetual discount rate 10%

Unbranded company hypotheses

EBIT margin 37%
Sales 8 883
Current payout ratio 10%
Perpetual payout ratio 17%
Current growth rate 4%
Perpetual growth rate 2%
Current discount rate 14%
Perpetual discount rate 10%
n 5
Computations

Branded company price to sale ratio 1,15
Unbranded company price to sale ratio 0,65
P/S ratios difference 0,50
Brand value 5863

Table 20 - Price to Sales ratio method application examp

3.3.2. Pros, cons and key hypotheses in using this technique

Pros

This approach doe®go deep into the details of the companyd3ss;it can thus be
easily performedrom public information to obtain a firstrder of magnitudef brand value
What is more, as for the price premium approach, it is conceptually easy to understand.

Cons
As for the valuation methods based on comparisons with unbranded products
companies, e choice of the comparable has a significant influence on the final result.
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Fernindez (20019hows that the brand valighighly sensitive to any chaagn growth and
profit marginassumption on the generic product.

What is more, this mibod assumes #t the differencebtained isentirely due to the
brand valuewhich can lead to overvaluation if other assets should be considered (e.g. better
delivery service aalead to price increas®tdirectly relatedo the brand).

Growth hypotheses taken iis model are rigid and do not necessarily correspond to
the case studied. Nevertheless, the user of the model can comput¥ tbke tke two
companies basedmaethod of hior herchoice.

Key hypotheses
This method is sensitive to the following hypotss
- The chosen nehranded company,
- The EV computation parametdtlusparticularlyNOPAT, growth rate and WACC used),
- The year of comparison, particularly for cyclical compaaied the year from which
perpetuity hypotheses are applied

3.4. Stockprice movements

Source Simon and Sullivan (1993)

3.4.1. General case

This theory is based on the efficient markets hypothesis, suggesting that markets being
efficient, they reflect at any time the best estimate of the futask flows to be generatbg
a company and thus its best value approximaB@sing a valuation method on market data
would thus mean staying one step ahead of methods based on accounting historical or
forecasted figuresyot able to incorporate thetést news (e.g. the launch méw marketing
campaigns).

According to Simon and Sullivan (1993), brand value has two main components:

- A first component understood as a function of factors taking into account brand perceived
quality: empirically, the authors use advertising exper(past and current) and the
brandOs age as proxy to value the capacity to generate loyalty and brand awareness;

- A second component understood as a function of factors affecting market share.

A market share equatias first estimatedby regression ofour variables:
o The order of market entiprd);
o The advertising expenses relative to competiadshr)
o The firmOs share of patents relative to competpatshr)and:;
o The firmOs share of R&D expengesishr)
Authors then considethat only part of the arket share is brangtlated the rest being
linked to the action of other intangibles owndthe brand related market share part is
computedoy splitting the market share regressasnfollowing:
Svrana =N *"# R+« 1"# hr_, ! by *ord +!
The rest is considered relatedotherintangible assets:
! nonl"#$% — ! 4 ¥ !"#$ h! + b! xrnds! r + !

In parallel, he value of each company is considered to be composed of:
- Common shares market value;

- Preferred shares market value;

- Market value of longerm debt;
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- Market value of shotterm debt.

The company value is supposed equal to the sum of the value of tangible (replacement cost)
and intangible assets. The value of intangible assets is computed by difference between the
value d firm and the value of tangible assets

Then, a regression of the value of intangddsetss done on the following factors:
- A four-firm concentration ratigCR4);
- Avariable indicating presence of absence of reguldtiey);
- The first brand componefdctorsabove described
o Advertising expenditures (adv);
o The company ag@ge)
- The market share factors computed beforehand:

o Sorand.
o Snon brand
We thus obtain the following type of relationship:
D ivugons.
=1 +b| *advt+!2! I"# 1 1! bg*age! b! ! S!"#$% +b5*!" 41 !! ! !non!"#$% + &

Eventually, he brand value isonsidered as part of the intangible value related to the
following variables

BV U Ly «1"# +b V1" i+ b *1"# + 1% pona! ! where the jcoeffident are

the coefficienbbtained by regression of value of intangible on the above described variables.

The results presented by Simon and Sullivan (1993) in terms of coefficientsae ba
on 638 firms with aggregatéom year 198%lata Regression aefficients computed are thus
general across the all stock market.

Nevertheless, Simon and Sullivan atsansforned the final equation to obtain the
brand value as a percentage afgible assets value @ndustry and provide the following
resuls, enabling avaluator to compute a range of his or her studied brand value:

Intangible asset
value as a % of
Firm Replacement
Value

Brand value as a % of
Industry Firm Replacement
Value

Food products 37 45
Tobacco 46 30
Textile Mills 9 20
Apparel 61 73
Lumber and Wood Prc¢ 20 18
Furniture and Fixtures 11 15
Papier and Allied Proc -3 5

Printing and Publishing 5 63
Chemicals 34 81
Petroleum and Coal -3 -18
Rubber and Misc. Pla: 2 39
Leather 28 30
Stone, Glass and Clay 0 -5

Primary Metals 1 11
Fabricated Metals -1 7

Nonelectric Machinery 17 40
Electric Machinery 22 a7
Transportation Equipn 20 28
Measure, Photo Equif 39 84
Miscellaneous 26 38

Source: Simon and Sullivan (1993)

Table 21 - Brand value percentage of tangible assets value by industry
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3.4.2. Pros, cons and key hypotheses in using this technique

Pros

This method takes into account both market views and firm specific aggregates.
hypothesis is necessary except the betiemarket efficiency and the choice of variables
used.

What is more, the Simon and Sullivan approach is entirely forward looking and takes
into account any new information through the companies market price, which is necessary to
correctly value a branand impossible through models using only accounting figures.

Cons

The first main disagantage is that this method reliestirely on the assumption that
markes are efficient, which can be contradicted and prevent valuations in case of suspicion of
bubbles (e.g. techO bubble).

This method is not differentiated by industry; the coefficients computed by regression
take into account the whole stock market and ateimdustry specific. What is more,-re
computing the coefficient by industry mde timeconsuming,arduous; and overalhot
statistically significant due to the potentially low number of market participants in each
sector. Applying this method specifically one company may thus lead to unrelated results.
What is more, simply using the figures obtiy the authors would give wrorggtimatess
well, the regressions being based on aggregates from 1985, at times when markets where
underdeveloped comparemnowadays situation.

This method is also restricted to valuerata from singlebrand companies, using only
four factors, which may seem restrictive.

Finally, this approach implies that macroeconomic events would affect brandvalue
(e.g. oil shock, ws) through the stock price fluctuation, which is not intuitbhece they
should not directly affect brand imagand still remains to be demonstrated.

Key hypotheses
The belief in market efficiency is the only underlying hypothesis to be made.

4. Real options approach

We created a separate point for the real option approach, since it is rstffeiknt
and can only be applied on top of another brand valuation method.

Sources Ferntndez (2001)5onztlezLondo—o,ZuluagaCarmaaand Maya Ochoa (2012)
Baldi and Trigeorgis (fma.org)

4.1.General case

This relatively recentapproach is aimed at takingto account growth opportunities
embedded in the brands and not taken into account in classic valuaticdsadgly growth
opportunitiesve mean:

- Opporunitiesto expand in new markets, new geograptidsand expansiotO);

30
As mentioned by Justin Anderson in theurnal of Business Administration Online Vol.10, (2011)

31
Baldi and Trigeorgis (fma.org)

36



- Opportunitiego expand irthedomestic market by launching new produmder the same
brand((rand extensiolkO);

- Opportunitiesto invest or delay investment in customer relationshipd customer
retention.

The flexibility embedded in these opportunities creatue for the brand and this added

value, not reflected in the projected cash flows of the brand studied in, pat o be taken

into account.

As explained on one hand IBonztlezLondo—o,ZuluagaCarmmaandMaya Cchoa
(2012),and by Baldi and Trigeorgi®n the other handrand marketing can be viewed as a
series of growth options, each option representing a development stage of the brand and
depending on thexercise othe preceding on&.he payof of each option is max#e*V;0)
where | is the investment needed to exercise the option, e is the expansion factor applied to
the underlying asset Yi.e. the multiplicative coefficient obhrand valuaf the investment is
done, V representing the present value of the existing brand eaymiegbrand valueThus,
at each option expiration, managent can choose between exercisihg.e. investing to
expand the brand and thus supposedly increase its valiggmooing iti.e. keeping the brand
at the same developmesiageand value.

The first step in applying such a method is thmsdentify the successive steps of
development the brand studied is expectethte in the following years, depending on its
current level 6 development. The classic stages start with brand lawarahthen involve
strengthening of the brand in its current markafpansion to new markets or extension in
brand underlying produstsold, and finishes usually with the brandb@ndonmenritQ this
final option being chosen when any additioeatension or expansion may dilute the brand
strength and decrease its value.

In both papers, the option portfolio is valued using a binomial model ofRoss
Rubinstein (1979)considering consecutive call amts (European options foGonzilez
Londo—o0, Zuluaga Carmaa and Maya Cchoa (2012), American options for Baldi and
Trigeorgis inorder to take into account the possibility to early exercise the opiitw).
advantage of the CCR model is that it allows thking into account many more situations
than the Black & Scholes model (e.g. the early exercise in the American oplibaghain
difference between the twmapers studiedn that topicis that Gonztlez Londo—o, Zuluaga
Carmona and Maya Ochoa (2012) consider the options as successive, meaning that the non
exercise of one options stops the process; while in their example of Starbucks valuation, Baldi
and Trigeorgis consider the options as potentially parallel, meanibgdnhaexercisig an
option does not prevent from exercisigugpther growth opportunity optioconsidered as non
related (e.g. non expanding in the US would not prevent a company from investing in Latin
America).

The brand value woulthenbe the sum of #hexisting brand value with no assumption
of growth plus the value of the embedded portfolio of growth options.

At this point, the brand value excluding growth is estimated using other classic
valuation methods presented in the subsections alBaldi ard Trigeorgis use a royalty
relief method to determine the brand value with no growth opportaniyadd the value of
the option portfolio identifiedwhile GonzflezLondo—o0,ZuluagaCarmmaandMaya Cchaa
(2012)compute itusing a comparative approasfth a company selling a generic product

32
Baldi and Trigeorgis (fma.org)

33
Baldi and Trigeorgis (fma.org)
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"#$% 1"#$%! Branded " ., qqditionairusw 1 — '# branded EV + Options !"#$%&

To compute the branded EV assuming no growth (i.e. the passivethgy)usea DCF
approach considering a 0% growth to perpetaitg no further investment to strengthen the
brand since they will be included in the option part of the final v&iightly differently, to
compute the passive brand val@Baldi and Trigeorgisonsiderin their royalty relief DCF

only the investments needed to maintain the current level of the brand, and growthdinked
the current operations of the compdmich is equivalent to assuming no growth but simply
a stable level)

The following table from GonzflezLondo-o, ZuluagaCarmma and Maya Cchoa
(2012),presents a simple example of application of real optio brand valuation in the case
of consecutive options:

Passive DCF 146704

Decision Expansion
Investments Cost P

time factor
Brand launch 21000 0 -
Positioning 31000 4 12
Expansion 1 10!000 7 15
Expansion 2 301000 10 2
! 37%
r 4,57%
u 145%
d 69%
p 47%

Values of the underlying asset evolution (following determined volatility)

0 1 2 3 4 5 6 7 8 9 10
Brand launch Positioning Expansion 1 Expansion 2
1461704 2121388 3071482  445!153 6441463 9331011 113501752 119551531 218311090 410981666 519331781

101!333 1461704 2121388 307!482 4451153 6441463 9331011 113501752 1!1955!531 218311090
691995 1011333 1461704 2121388 307!482 445153 6441463 9331011 11350!752

481348 691995 1011333 1461704 2121388 307482 445153 6441463

331395 481348 691995 1011333 1461704 2121388 3071482

231067 331395 481348 691995 1011333 1461704
151933 231067 331395 481348 691995
111006 151933 231067 331395
7'602 111006 151933
51251 71602
31627
Values of each consecutive option
0 1 2 3 4 5 6 7 8 9 10

Expansion 2
279210 409187 594211 868518 11266120 1!842150 2!676516 31884905 5!634800 8!168673 11837563 =MAX(5 933 781%2-30 000;5 933 781
184099 273120 403110 592159 866433 11263937 1!839865 21674125 3!882402 51632179
1211308 1811813 270839 400905 589976 864149 112611546 11837362 2!671505
78294 118818 179262 268420 398620 587585 861645 11258925
491224 75639 115923 176510 266028 396117 584964
301117 461547 72361 112609 174007 263408
18187 271735 43013 681035 109989
111314 161619 241593 361791
7'602 111006 151933

51251 7'602
31627
0 1 2 3 4 5 6 7 8 9 10

Expansion 1
409590 600178 883360 11294448 1!890461 2!754099 4005221 51817358 =MAX(3 884 905*1,5-10 000;3 884 905)
268619 4011723 596335 879519 11290523 18861353 2!749798
174149 264391 397539 592231 875411 11286223
109396 169508 259766 393077 587931
65680 104331 164332 254766
371160 601267 981542
191924 311603
111314
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0 1 2 3 4 5 6 7 8 9 10
Positioning
484209 717598 110571294 11550472 21269553 =1AX(1 890 461%1,2-3 000;1 890 461)
319727 479330 712736 11052423
206241 314403 474047
128410 200410

751817
0 1 2 3 4 5 6 7 8 9 10
Brand launch
482209 =484 209-2 000
Brand value 335 505 =Consecutive options value - passive DCF value

Source: Gonzdlez Londoiio, Zuluaga Carmona and Maya Ochoa (2012)

Table 22 - Computating consecutive growth options and resulting brand value

Note that the value of options can be computed using as weBl#ok & Scholes
formula. The following table presents the valuation of a growth option using B&S:

B&S example to value one growth option

The company studied has the option to expand its brand in Argentina, in order to invest in
Syears in the whole South American market

Investment price in Argentina 100
PV of expected cash flows in Argentina 90
Investment in the rest of South America 1000
PV of expected cash flows iin South America 800
Investment decision delay (in years) 5
Risk-free rate (discrete) 2,00%
Risk-free rate (continuous) 1,98%
Estimated volatility of the second investment cash flows 40%
Black & Scholes example

S : PV of the investment expected cash flows 800
E : Required investment 1000
di 0,308
d> -0,586
P(dy) 0,621
D(d2) 0,279
Option value 244

Source: Levyne HEC Real Options class (2014)
Table 23 - Computating a single growth option growth

4.2.Pros, cons and key hypotheses in using this technique

Pros

This method ses brands as dynamic assets, for which value can be actively managed
and i®late the strategic opportunitiedsggeredby the brand (i.e. the future potential added
value related to the brand).

What is more, itrequires very detailed assumptions, which mtie model easily
challengeable, particularly on the strategic growth options chosen.

Cons

The real option methods requiigentifying the different future growth ggortunities
of the brand and costing every ungary investment opportunitygash flovs expected from
the investments and the volatility of the underlying asSeth an amount of information is
hardly ever available to the valuator except in case of ddtaitategic planningSome
options mayalsobe forgotteror not even identified at timef valuation indeed, it is difficult
to be embrace all options since some future options (e.g. the possibility to apply brand X to
product Y) may clearly exist but not be yet even considered.
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What is more, this method relies the use of another apprbam value the passive
brand value excluding growth opportunities (either royalty relief or a brand premium
approach), which adds a level of subjectivity in both the method used and its own
assumptionsThe fact of assuming no growth opportunity in thendréase valuation is also
subjective as seen by the differencemethod used by the two papers studied. We think that
no growth and no investment at all is theoretical since as suggesBaddoyand Trigeorgis,
some investment to sustain the level ofalegment of the brand are needsadeast to avoid
destroying valueThe key difficulty lies here imow to determine the maintenance growth
and investmentseparated from the growth opportunities options.

Key hypotheses
Additionally to the assumptions eged to value the passive part of the braviuch

depend to the chosen method, the real option approach requires the following hydotheses
each option identified;

- Required investmesit

- Volatility of the expected cash flaw

- Maturity of the investment ggortunity;

- Expansion factor;

- Risk-free rate.

5. Choosing the best method to ud2a synthesis on the methods reviewed

Based on thdifferent methods above reviewed, and the advantages and disadvantages
identified for each of them, we constructed fibléowing table trying to rank them according
to five criteria: subjectivity, number of parameters, level of detail needed (macroeconomic
information versus precise firm detailed information), perceived ease of application and
perceived accuracy.

Income Cost Market ) . o Number of Level of detail ~Ease of Estimated

Method Other | Comparative Intrinsic | Subjectivity e
based based based parameters needed application  accuracy

Royalty relief method v v v 2 Medium Medium High High
Price/volume premium v v 4 High High Low Medium
Margin comparison v v 3 High Medium Medium Medium
Excess cash flow v v 3 High High Medium Low
Historical costs v v 1 Low High Medium Low
Replacement costs v v 2 Low High Medium Low
Transaction multiples v v 3 Low Low High High
Demand drivers v v v 5] High Medium Medium Low
Price to sale ratio v v 3 Low Low Medium Medium
Stock price movements v v v 1 High Low Low Low
Real options v v v v 3 High High Medium High

Table 24 - Brand valuation methods synthesis

The main trendsemerging from outable is that costs methods seem tathee less
rewardingonesto use due to the combined high level of detail needed and low estimated
accuracy, despite of being among the less subje@aknas and Ambler (2009) underline
that they arenot used in practice.

Income approaches require a high number of hypotheses (hence medium subjectivity
rate), but reach fair level of accuracy for an average medium ease of wqplidhe most
rewarding metho@mong thenseemto be the roglty relief, which according to Salinas and
Ambler is also the most used in practioetechnical valuations (i.e. transactions, accounting,
litigation cases)Nevertheless,hiey alsoargue that for managerial valuations, i.e. valuation
targeting at betteunderstanding the brand drivers, the methods implying a demand strength
analysis are the most used (82% of cases), despit@#regivedhigh subjectivity.
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Markets methods reach very diverse results, with thettadt being the transaction
multiple approach, which is easy to apply, requires a low numbleypotheses and detail for
a high estimated accuracyAccording to Salinas and Ambler (2009Xh&® most reliable
method of valuation would be based on comparisons with actual brand sales or fi@rsact
[E] The difficulty here is that there are too few examples of such sales, and even when they
occur, the necessary data remains privateénce their absence the authors@ost used
methodsn practiseranking™.

As reported by Salinas and Amb[@009), within 79 German companies surveigd
Gunther and Kreigbawiling®, 40% stated that they did not value their brand due to the lack
of reliable method to be usethe authors reach the conclusion that no method is perfect in
any case and that is still to be demonstrated that one method could be sufficient for a
designated purpose. After reviewing 23 methods, they consider that many of them are not
used in practice becausket data needed to apply themast of reach, and that some
practically uged are not sound academically but widely accepted.

What is more, on top of the choice of method to be ussmhrding to Fernindez
(2001)°, determiningwhy and for whom the valuation is doneaisoof primary importance
and directly affects brands valuadeed, a brand would have a differealue if owned by
the companywhich grew it, or bought by one of its competioAs highlighted by PwC
research (2013), some assets caltefédsive assdishave value not because their owner will
use them, but tlughthe additional profit generatdxy their withdrawal from market.

In the end, the choice of a best suitabkthod to value brasaorrectly may beut of
reachin a general case and should be studied forifspexamples of brandsndustriesand
contexts

In part Ill, we chose to concentrate on one byamarderto analyse the outcoraef
the application othe valuation methodabove developefexcept the stock price movement
one, seen as inapplicable practically and not enough specific to target one hrahd)
refine the observation developed in this-palot. Is valuing a specific brand so subjective and
out of reach as this second pands to make us think?

34
Salinas and Ambler (2009) p. 57, figure 8
35
Brandvaluation and control An empirical study2001)
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Il DA case study orAdidas Bone brand, one value?

Disclaimer: The objective of this part is not to reach a fair value of the Adidas brand, but to
value it using the usual methods presented in paanid information ad indicators publicly
available. The objective being to compare the methdus,outcomes should thus not be
considered as carrying any investment recommendation.

1. Why the choice of Adidas?

Our thesis being basexhly on publicly available information anddicators, the key
issuein choosing a brand to study wimsisto choose a brand owned by a company disclosing
enough informabn for the valuations to be performedith a minimum of arbitrary
hypotheses. A second objective was to choose a brand for wdlioh was intuitive for the
lector: the brand should thus be applied to simple products and allow a significant premium
on price.Consumer goodsector was thus an ideal sedimrsuch a review.

The main criteria of choice were the following:

- The choserbrand should bewned by a listed companguch a statement allewhe
access to annual reports, share price, broker notes and thus to a significant amount of
information

- Either he chosen brand should be the only brand owned by the company, or theycompan
concerned should only own few brands recently acquiineléed, valuing an LVMH brand
would have been complicated by the fact that sdiglres are drown within group
figures. If the company owns recently acquired brands, their value can easbjdted
since these brands were necessarily booked at fair value (and thus valued) at time of
acquisition.

- The brand should be part of an active sector: acquisitions impose information disclosure.

- The chosen brand should be part of a sector in whicldbiaighly impact prices.

- The chosen brand should be pafra third party brand ranking (Interbrand, BrandFinance,
Millward Brown), in order to get valuation benchmarks.

Adidas, which made the headline recently due to the impairment of its sister brand,
Reebok, fulfils all the above criteria.

Note that ve considezd Adidas brand on a continuing basis (e.g. for reporting
purposes).

2. Business highlights Brand history and strategy

Key information

Adidas is a sportswear brand, selling sports appéwetwear and hardware (e.g.
balls). It positions itself as premium,technical and performance orientedthrough
partnership with global sports eveslike the Olympic games or FIFA World Cypbut also
as a fashion brand for spodsented peoplelt paticularly targets football, dsketball,
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running, training andoutdoors activities in generalwhile its key geographic markets
according to 2013 annual report are North America, Russia and China.

Adidas brand is the main brand of the portfolio of Adidas A&ermarbased group
created in 194@nd considered as the leading sportswear manufacturer in the. Waidds
brandrepresents 76,3% of the group sate2013 The other brands are presented in the table
below:

Adidas AG brands portfolio

As a % of
€m 2013 Sales  Group sales
Adidas 111059 76.3%
Reebok 11599 11,0%
TaylorMade-adidas Golf 11285 8,9%
Rockport 289 2,0%
Reebok-CCM Hockey 260 1.8%
Group sales 141492 100 %

Source: Adidas AG 2013 Annual report
Table 25 - Adidas AG brands portfolio

The second main brand of Adidas A$&SReebok positioned on the fithess markét
was acquiredand thus valuedn 2006 and bmked in intangible assets. Thdidas brand
having been developed internally, it does not appear at all in balance Heehird one,
TaylorMade is considered as separate from adidas in our study. It was as well developed
internally and does not appear in balance sheet.

The alidas Group is divided both in brands divisions (which facilitate the access to
brandfigures), and according tdistribution channels. The adidas brand is present in two
channels, Wholesale and Retail. In 2013, the Group owrgsB ladidas stores in the world,
and 762 factory outlets. Geographically, the group performs the major parts okgsrsal
Western Europ@and North America, while producing quasi entirely its products in Asia, as
shown by the figures below:

Adidas AG production geographic split

€m Asia Europe America
Apparel 84% 10% 6%
Footwear 98% 1% 3%
Hardware 98% 2% 0%

Source: Adidas AG 2013 Annual report
Table 27 - Adidas AG production geographic split

Adidas main competitors are Nike, Amer Sports Corporaigg. Salomon, Wilson
brands), Puma (owned by Kering), Deckers Outdoor Corporation (g, U&G).

Adidas AG key competitors

Headquarters
Amer Sports Corporation Finland
Callaway Golf Company UsS
Deckers Outdoor Corporation usS
Nike, Inc. US
Peak Sports Products Co. Ltd China
Puma AG Germany

Source: Global data report, March 2014
Table 28 - Adidas AG key competitors
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Market penetration

Adidas brand divisiontarges geographical expansion areas are Russia, China and
North America, as stated in its 2013 annual report.
According to the CrZdit Suisse Research Institute in a survey on emerging consumers
puU|shed on February 102014:
More than 70% of emerging markets consumers plan to purchase Western sporting goods;
- In China, 17% of consumers of sports shoes and wear plan to buy from adidas (equal
position with Nike), and 30% think adidas isv@rth payig more fo® (first ranking
position above Nike with 28%). Nevertheless, adidas is at the fourth place in terms of
brand momentum behind Li Ning, Xt¢jocal brandsand Converse
- In Russia, 8% of consumers of sports shamsd wear plarto buy from adidas (first
ranking placeabove Nike with 30%), and 46% think adidas eofth paying more fad
(first ranking position above Nike with 32%). Nevertheless, adidas is in second place in
terms of brand momentum, far behind Nike.
The adidas brahis thuswell positioned to conquer the growing emerging markets it targets.
Nevertheless,ni terms of products soldiote thata constant renewal is necessary to
maintain sales sin¢as reported in adidas AG 2013 annual report, 74% of adidas sales are
related to products launched during the course of the year.

Adidas brand SWOT analysis

Based on Global Data studynd on own researches, adidas SWOT analysis would be
as following:

Strength

Adidas brand benefits from a wide product portfdlaih:
- Across its subdivisions (adidas Sports Perform@nteegeting athletes, adidas Originéls

targeting street sportswear, and adidas Sport Btgegetingyoung fashionable teens

- Acrossits categorie®f products (footwear, apparel, hardware/accessories).

The brand can also rely on its wide international presence, both geographically and
through its different distribution channels (wholesale, retaathramerce).

Finally, being part of adas AG allows it to benefit from the positive cash position of
the group(seetable 29 belowor net &bt forecasfsand thus from its flexibility and ability to
easily finance investments.

Weaknesses

The brand is highly dependent on China amdre broaty Asia, both in terms of
growth opportunities and sourcing: more than 90% of its products are produced in Asia,
26.6% of its 2013salescome from Asiaand China is targeted as one of the main market to
develop with the next five yedfs

Opportunities

Adidas develops many strategic partnerships with sporting events, reinforcing its
brand positioning and imagand fostering future sales. Therefore, in 2014, adidas is the
official sponsor of the NBA Game Europe, the Bostonrditeon, the FIFA World Cup,
UEFA Champions League Final etc.

37
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What is more, market prospects are optimists on the retail sporting good sector:
Euromonitor forecasts &5% gowth CAGR between 2013 and 20I&e position of adidas
as one of the major brand in sportswear and sporistiffe should allow it to benefit widely
from this expected growth.

Threats
The company is at risk due to the following trends:

- The rising costs of raw materiahd labour rubber, which is the main raw material used
for footwear production, is derivefdlom oil, which prices are very volatile and keep on
increasing.

- Counterfeiting:the rise of counterfeit products in volume around the globe could both
decrease the companyOs sales and hurt the brand image due to the low price and quality of
the productsdd.

- Competition the sporting goods market is a very competitive one, with the constant rise of
new private labels and the consolidation movement in the 20000s. To survive, the adidas
brand should be able to constantly renew is products and distingseth fiom its
competitors.

Adidas AG financial elements

The two following tables presentidds Group financial statemenis,order to get a
better viewof what the adidas group is about from a financial point of view,citebw the
abovedeveloped sategic points are reflected financially in 2013 figs and in brokersO
forecasts.
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Adidas AG Balance sheet - economic view

2013 2014 2015 2016
Accounts receivable 1809 1865 1965 2072
Inventories 2634 2689 2849 3020
Accounts payable (1825) (1881) (1982) (2090)
Income tax receivables 86 86 86 86
Other current assets 689 689 689 689
Other current liabilities (389) (389) (389) (389)
Working capital 3004 3059 3218 3388
Property, plant and equipment 1238 1379 1523 1660
Goodwill 1204 1204 1204 1204
Trademarks 1419 1469 1519 1569
Other intangible assets 164 164 164 164
Deferred tax assets 486 486 486 486
Deferred tax liabilities (338) (338) (338) (338)
Other non-current assets 111 161 176 191
Long-term financial assets 120 120 120 120
Fixed assets 4404 4 645 4854 5056
Cash and cash equivalents (1587) (1142) (1442) (1821)
Short-term financial assets (41) (41) (41) (41)
Short-term borrowings 681 100 100 100
Long-term borrowings 653 500 400 300
Assets classified as held for sale (11) (11) (11) (11)
Liabilities classified as held for sale - - - -
Income taxes 240 240 240 240
Net Debt (65) (354) (754) (1233)
Pensions and similar obligations 255 260 265 270
Accrued liabilities and provisions 1597 1597 1597 1597
Non-current accrued liabilities and provisions 89 89 89 89
Other non-current liabilities 51 51 51 51
Pensions, provisions and other liabilities 1992 1997 2002 2007
Share capital 209 209 209 209
Reserves 321 321 321 321
Retained earnings 4959 5539 6302 7148
Minority interests (8) (8) (8) (8)
Equity 5481 6061 6824 7670
Capital invested 7'408 7'704 8l072 81444
Capital employed 71408 71704 81072 81444

Source: Data from Deutsche bank Equity Research Adidas Report (March 5th 2014)

Table 29 - Adidas AG Balance sheet forecast - Economic view

Adidas AG Income Statement

I'm 2013 2014 2015 2016
Sales revenue 14492 14938 15741 16596
Growth rate na. 3% 5% 5%
Gross profit 71140 71442 7930 81438
as a % of sales 49% 50% 50% 51%
EBITDA 1548 1591 1886 2127
as a % of sales 11% 11% 12% 13%
Depreciation (346) (308) (315) (332)
Amortisation - - - -
EBIT 1202 1283 1571 1795
as a % of sales 8% 9% 10% 11%

Net interest income/expenses (68) (32) (6) 1
Associates/affiliates - - -

Exceptionals/extraordinaries - - - -
Other pre-tax income/expenses - - - -
Profit before taxes 1134 1251 1565 1796

Income tax expense (344) (354) (443) (508)
Minorities ?3) 3 3 -
Net income 787 900 1125 1288

as a % of sales 5% 6% % 8%

Source: Data from Deutsche bank Equity Research Adidas Report (March 5th 2014)

Table 30 - Adidas AG Income statement forecast

Thestriking points are the following:

- Net Debt is negative and cash is expected to increase over the wb#hk leaves
significant flexibility to invest in growig emerging markets or in slibhes further
launches

- Adidas AG is still a growing company, with sales expected to increase by 3% between
2013 and 2014and accelerating to 5% for 2015 and 2016, following the market growth in
emerging countries;
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- Grossmargin is already significant (49% in 2013) and all margins are expected to increase
as well at least until 2016, due to favourable pricing, regional sales mix and distribution
mix (retail margins are highét)

3. Valuation preliminary analyses

Having now an insight owhat the adidas brand exactly tkis paragraph is aiming at
introducing the major financial trends used for valuation, and the hypotheses taken in
common for all the methods used beldvote that since our valuations are basely @m
public information, some points highlighted in part 1l as necessary are not applied here due to
the lack of available detalils.

Common hypotheses

The common hypotheses took in all valuations (when necessary are the following):

Perpetual brand earnings growth rate  _ ~ 1,7%___ Adidas AG 2013 Annual Reportp.200
Brand earnings discountrate  7,8%__ Based on Adidas AG 2013 Annual Report p.200, own hypothesis
Effective taxrate 31,2%___ Adidas AG 2013 Annual Report p.247 | Last 10Y effective rate average
Lifetime of the brand Perpetual Adidas AG 2013 Annual Report p.199

Table 31 - Hypotheses common to all methods

The perpetual brandarnings growth rate is the hypothesis took by adidas AG in the
2013 annual report in its impairment tests faarfals (mainly the Reebok braffd)WVe chose
to extend it to the adidas brand due to their similarities.

In its brands impairment tests, AdidA§ chose a discount ratééween 6.8% and
8.8%4"0. This disamt rate is above the WACGde computatiohelow) we computed for the
firm and thus satisfies our minimum criteria (see patt 1l). Brandsareindeedconsidered as
risker than the average fifbs assets. Nevertheless, we tliiait adidas is not the riskiest
brand of the adidas AG portfolio (smaller brands may be riskier due to their instable
reputation still to be consolidated). We thus chose a discount rate of 7.8%, withamglee
suggestedby the firm and above adidas AG WACC.

Effective tax rate was computed an average tiie last 10 years adidas AG effective
tax rate as provided in tf#913 annual report and shown in the following table.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Effective tax rate 36,7% 33,7% 314% 318% 288% 31,5% 295% 300% 293% 290%
10Y average (04-14) 31,2%
Source: (Data) Adidas AG 2013 Annual report p 246
Table 32 - Average effective tax rate computation

Finally, the brand lifetimevas difficult to assess since adidas brasdsts since the
firm creation (1949) and is expected to exist for quite a while from doe/to its positioning
and financial health. We thus chose to consider a perpetual lifetime in our models.

39

According to Deutsche Bank Equity Research Report (March 2014)
40

See appendig for extract from Annual Report

41
Adidas AG 2013 annual report, p.2@ee appendix 2 for extract from Annual Report

47



Company forecasts and WACCcomputation

In order to assess our brand discount rate, we estimated a WACC for adidas AG, using
the following hypotheses:
- Riskfree rate since adidas AG is a Germtbased company, we chose to use thegddr
German government bond rate as Hfide rate extracted from Bloomberg. We consider
that the risk of the countries in whichdperateswill be taken into account through the
equity risk premium. What is more, half of the sales are performed Hnisé&vireerate
countries (Western Europe and No#timerica).
- Betawas extracted from Reuters.
- Equity risk premiumwe used the Damodaran estimades weighted the relevant figures
by the adidasales percentage of each geographical area. The results are presented in the
table below.

% of Group Damodaran ERP

€m 2013 Sales sales estimates
Adidas AG (Group) 14420 100%

Western Europe 31743 26% 6,29%

Emerging Europe 11887 13% 7.96%

North America 31410 24% 5,00%

Greater China 11653 11% 6,31%

Other Asian markets 21155 15% 6,51%

Latin America 11570 11% 8.,62%

Weighted average equity risk premium 6,49%

Sources: Damodaran website, Baader Bank Group Equity Research pap
(Retail & Consumer, February 2014)

Table 33 - Equity Risk Premium computation

- The cost of debtonsidered is the Group weighted average interest aatstated in the
2013 annual report. We applied to it our tax rate assumption presented above.

- We conservatively assumed a ngéaring: adidas AG currently has a negative net debt
and is expected tstay in this situation at list until 2016.

Our WACC result is presented in the following table:

Adidas AG WACC computation

Risk-free rate 1,51% 10Y German government bond, Bloomberg as of 21th April 2014

Adidas AG |3 0,77 Reuters

Equity risk premium 6,49% Based on Damodaran esti see appendices for detailed comp

Cost of equity 6,51%

Cost of debt 3,.80% Group Weighted average interest rate / Adidas AG 2013 Annual Report p.138
Effective tax rate 31,17% Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
Gearing ratio O Negative current and forcecasted gearing - conservative view

Estimated WACC 6,51%

Table 34 - Adidas AG WACC computation

As above stated, oMWACC estimate(6.51%) is below the range of discount sdftar
brands earnings suggested by adidas AG in its annual report, which is consistent with the
WARA theory presented in part II.

What is more, everal valuation methods require financial forecasts.

For the Group forecasts (mainly for neelt and free cds flows), we used the
Deutsche bank Equity research forecgstssented in appendixahd 4 and table 29 and 30
Concerning adidas brand forecasts, we had to recreate adidadibsuihlsbased on the
availablesplit (according to distribution chanispbf forecasts presented by several brokers

42
Deutsche Bank Equity Research Adidas report, 5th march 2014, Baader Bank Group, equity research sector report "Retalr'&7toishruary 2014
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This detailedsplit was not available below gross marghur estimatesbtained are presented
in the following table.

Brokers's view Softlanding
I'm 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Sales 7743 7506 8677 9821 111270 11059 111466 12151 12502 121826 13120 131382 13610
growth rate (31%) 15,6% 13,2% 14,8% (1,9%) 3,7% 6,0% 2,9% 2,6% 2,3% 2,0% 1,7%
Gross margin 31809 31582 41162 4644 51271 51332 5651 6!114 61360 6525 61675 61808 61924
as a % of sales 492% 47,7% 48,0% 47,3% 46,8% 482% 49,3% 50,3% 509% 509% 50,9% 50,9% 50,9%

Source: Deutsche Bank Equity Research Adidas report, March 5th, 2014; Baader Bank equity research report "Retail & consumer" Februar

Table 35 - Adidas brand division forecasts

The years 2002013 figures correspond to histolidegures, 20142016 figurescorrespond
to an average of brokersO forecasts. For the-ZWAT, we softanded 2016 forecasts
assuming:
- A constant gross margin as a percentage of sales: adidasdivaiwh gross margin
is already above its direct competitors gross margin (44.33%ikerin 2013, 46.48%
for Puma) and has already improved significantlycsir2012. Ourview may be
conservative but sensitiviti®gll be performed later on this point.
- A 1.7% sales growthate in 20B: as stated above, this is our hypothesis for perpetual
adidas brand earnings growth; we extend it to the whole adidas sales. Sensitivities are
performed on this point as well in the below valuations.

Comparable OnorbrandedO firm

Finally, price premium, margin comparison, demand driver and -poisales
difference valuation methadequire the choice of a company selling similar but-banded
products.

Since specific data for OrbrandedO products were not availgthey tend to be
drown in companiesO figures e.g. Carrefoug chose to turn toward tesated lowvalue
brands, or brands owned by distributa&sich a shift would necessarily lead to a limited
undervaluation of the adidas brand (since the produatttich it would be compared is
branded as well) but we decided to take the risk.

We first thought about comparing adidas to Domyos or Kalenji, both owned by
Oxylane, the Decathlon mother company. Nevertheless, this company being private, we had
no access tthe necessargata (brand margin, volume sold).

As a resultyve understood thatur taget OnotbrandedO firm should:

- Be part oftheadidas sectofsportswear / sporigestyle and fashion)

- Be listed or at lest publish enough data for the valuations to be performed;

- Not be part of a conglomerate owning many brands (to avoid the dilotionr Onon
brandO figures with other brands);

- Be mainly @nknowrOfrom consumers, i.e. carrying neither positive nor negative feelings
(this point being quasi incompatible with the second .one)

We finally chose to study the Ultrasonic braongyned byUltrasonicAG, a Germarbased

companyfinancially comparable to Adidas AG

Ultrasonic sells urban footwear, sandals, slippers and rubber shoe soles in China, both
under its brands and to other companies (mainly soles). It is still a small company compared
to Adidas AG, with !'m 149 of sales in 201Z but growing and expanding in adidas target
market.

43
See GoogleFinance

44 ) ) .
2013 annual report was not availahteime of valuation
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4. Adidas brand valuations

4.1.Benchmark valuations

Before going deeper into details, this part sets benchmark values for the adidas brand,
without using the valuatiomethods presented in part Il, in order to get a first gross ideas of
the results markets or third parties are thinking about.

I'm

Benchmark 1: Market goodwill approach 2013
Share price as of April 21th, 2014 75,57
Number of shares (millions) (common stock) 209,22
Adidas Group Market capitalisation 15 810

Adidas Group Equity book value (excl. Non controlling interests) 5489
Market goodwill (Adidas brand ceiling value) 10 321

Goodwill (1"204)
Reebok brand book value (1123)
Other intangible assets (book value) (460)
Adidas brand goodwill 7534

Benchmark 2: Interband ranking value
Adidas 2013 brand value 7 535

Benchmark 3: BrandFinance ranking value
Adidas 2014 brand value 7776

Benchmark 4: Crédit Suisse Research estimate
Adidas 2013 brand value 14 400

Table 36 - Brand value gross computation - Setting benchmarks

Our first benchmark is based on the goodwill markets are willing to pay for the brand.
This benchmark is a gross valuatiohtbe adida brand, leading voluntarily to not to an
accurateesult but to a grosspproximation.

We computed first the goodwill markets are estimating above the Adidas AG equity
value. This goodwill should represent the value of intangible assets okedd balance
sheet. These intangible assets include both the Reebok brand (difference between fair and
book valus), other small brands goodwilend growth expectations. From the obtained
results, which would be an approximate value of all the brahtisecAdidas AG portfolip
we subtracted in book value the value related to brand divisibes than adidas

Note thataccording to the 2013 annual repdhte goodwill booked in balance sheet
mainly concerns the Reebok brand growth expectations (litsregbtraction from our result)
and was impaired in 2013 (hence, we can assume that its book value in December 2013
corresponds to its fair valuelReebok brand was acquired in 2006 and thus booked at fair
value in balance sheet in 2006.

Our threefollowing benchmarks are valuations of the adidas brand for 2013 or 2014
years (depending on availability) by third parties: Intend, BrandFinance, within their
annual rankings; and CrZdit Suisse Research, in a report on Adidas AG.

A first comment ontiose four valuations, done by four different people, is that they
are very different from onanother, ranging from low to high by a factor of almost two. We
know that BrandFinance and Interbrand are using models approaching our demand driver
approachwhile CrZdit Suisse usdabth a markeapproach similar to our benchmark 1, and a
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costbased approachSuch first views supporthe statements of companies surveyed by
Gunther and KreigbawNling, (see part I) not valuing their brand due to the lack of relea
method. It also suggests that brand valuation may not be as accurate as company valuations
due to the intangible aspect of brands, but also to tle@a@®O part, which by definition
retrieve objectivity from the valuation.

A second observation is thaur gross valuation result is very close to the Interbrand
valuation, not far from the BrandFinance oAee the simplesmethods the most reliable in
the end?

The following subparts present the results we get in applying the different approaches
to addas.

4.2.Royalty relief method

The key hypothesis of this method is the royalty rate to be used to compute the brand
earnings from the brand divisionOs sales. To do so, we reviewed licensing agreements from
the RoyaltySource database that concerned braodsthe sportswear indusirgnd elected
the one we estimatedould be comparedo adidasin terms of products or in terms of
reputation knowing that no comparison is perfect. Our benchrstullyis presented in the
following table:

. ; Low High Restricted Restricted | . ; - .
Licensee Licensor Average . Licensing perimeters details
range  range territory products
Yanahihara Cadillac Motor car division o 5,0 10,0 75 ! ! Aline of men's and women's shoes for sale in Ja
General motors
EQUILINK LICENSING Sneakers and athletic shoes, excluding street, di
CORP (SUBSIDIARY | \ casual or golf shoes, limited to the United States
THOM MCAN SHOE CO MACGREGOR SPORTING 30 4.0 B2 : : America, including Puerto Rico and the United
GOODS INC) States Virgin Islands
RENAISSANCE GOLF Production, advertising and sale of certain golf
]
PRODUCTS INC FILA SPORT 50 6.0 4 : products
NIKEINC " MICHAEL JORDAN 50 50 50 T AirJordans (neakers)
Sell men's and women's golf apparel and golf sh
CLASSIC GOLF OF under the labels Hogan, Ben Hogan Tour and
|
AMERICA INC THE BEN HOGAN CO 3.0 50 o : Legends in the United States options to expand 1
________________________________________________________________________________________________________________________________ licensed territory to Canada and Burope ________
Adidas Indiana University 10.0 100 10.0 All goods manufactured and resold that display t

university's trademark or logo
"""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" Manufacture, advertising, distribution and sale of
,,,,, T LicensedArticlesWorldwide
T T T Nonexclusive right and license to use the Marks:
the Member Teams, the silhouetted dribbler logo
(the "NBA Logo") and Marks of the NBA, NBA Al
Star Weekend and NBA Playoffs and Finals
(collectively, the "Licensed Marks") solely in
NASCO PRODUCTS connection with the manufacture, distribution,
INTERNATIONAL INC NBAEUROPE S.A. 12,0 130 125 : : advertisement, promotion and sale of the produc
listed. Austria, Belgium, Denmark, Finland,
Germany, Greece, Iceland, Ireland, Italy,
Liechtenstein, Luxembourg, the Netherlands,
Norway, Portugal, Spain, Sweden. Switzerland a
e the United Kingdom

Use the Roxy trademark and trade names in

CHARTREUSE ET MONT connection with the manufacture, distribution anc
| s

BLANC LLC QUIKSILVER INC 50 50 o : sale of snow skis, snow ski boots, snow ski bindi

- L -1 ) 1, 1 21
License the Quiksilver name to a Mexican comp:

NA PALI QUIKSILVER INC 45 45 45 | distributes casual sportswear, swimwear, a(_:tlve\_/
snowboardwear and related accessories primaril
young men, boys, young women and girls

Average 6,45 7,45 6,95

Royalty rate chosen for

Adidas i

Source: RoyaltySource database

Table 37 - Royalty rate comparables

Each licensing agementreviewedpresented a low and a high range of royalty rate,
but was also restricted, either in terms of geographical territory for the license to be applied,
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or in terms of products on which it could be appli€he could note that the stricter the
agreement in terms of scope, the lower the royalty rate.

Since adidas is a global brand (implying no restriction on territories) and a brand
owning a very diversified portfolio of products (current or event opporas)jtiwe should
compare it to the two licensing agreement imposing no restriction. Nevertheless, we
considered such a sampte betoo small, andexcludinglicensed brands significantly more
similar to adidasn terms of reputatiomnd consumer experien¢e.g. Quiksilver, Roxy). On
the other side, a simple average of the entire sample of royalty rates would not take the large
geographical and producssope into account. To compensate, we decided to use the high
range average royalty rate: 7.45%.

The othehypotheses were presediti@ the preliminary analyses.

Applying the model presented in part Il, we obtained the following results:

Hypotheses
Royalty rate 7,5% Based on RoyaltySource database, own hypothesis see above table
Discount rate 7,8% Based on Adidas AG 2013 Annual Report p.200, own hypothesis
Tax rate 31,2% Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
Perpetual growth rate 1,7% Adidas AG 2013 Annual Report p.200
Lifetime of the brand Perpetualididas AG 2013 Annual Report p.199
Computations
Brokers's view Softlanding

m! 2013 2014 2015 2016 2017 2018 2019 2020
Year 0 1 2 3 4 5 6 7
Sales 11059 11466 12151 12502 12826 13120 13382 13610

% growth na. 37% 60% 29% 26% 23% 20% 1,7%
Pretax royalty income 824 854 905 931 956 977 997 1014
Taxes (257) (266) (282) (290) (298) (305) (311) (316)
After taxes royalty income 567 588 623 641 658 673 686 698
Discount factor 0,963 0,893 0,829 0,769 0,713 0,662 0,614 0,569
Present value of royalty income 546 525 516 493 469 445 421 397
Sum of discounted royalty income (2013-2020) 3813
Terminal value 6624
Brand value (classic method) 10 438
Sensitivities

Royalty rate

10 438 45% 55% 65% 75% 85% 95% 10,5% 11,5%
4,8% 12160 14892 17625 20357 23090 25822 28555 31288
58% 9221 11293 13365 15437 17510 19582 21654 23726
6,8% 7435 9106 10776 12447 14118 15789 17460 19130
7,8% 6235 7636 9037 10438 11839 13240 14641 16042
88% 5373 6580 7787 8994 10202 11409 12616 13824
9,8% 4723 5785 6846 7908 8969 10031 11092 12154

10,8% 4217 5165 6112 7060 8008 8955 9903 10851

Discount rate

Royalty rate
10 438 45% 55% 65% 75% 85% 95% 10,5% 11,5%
1,1% 5799 7103 8406 9709 11012 12315 13619 14922
1,3% 5936 7269 8603 9937 11271 12605 13938 15272
15% 6080 7447 8813 10179 11546 12912 14279 15645
1,7% 6235 7636 9037 10438 11839 13240 14641 16042
1,9% 6399 7837 9275 10713 12152 13590 15028 16466
2,1% 6576 8053 9531 11009 12486 13964 15442 16919
23% 6765 8285 9805 11325 12845 14365 15886 17406

Perpetual growth
rate

Table 38 - Adidas brand value using the royalty relief method

According to this method, the adidas brand would thus be worti0rd38.
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4.3.Price premium method

This method is the first one we apply using a comparison to Ultrasonic. It is also the
method requiring the more significant assumptions in terms of number and in terms of detall
of information.

As explained in part 11.1.3, this method could include an arsalgk the volume
premium of the branded company over the émandedO one. Nevertheless, we decided not
to apply it to the comparison between adidas and Ultrasonic. Indeed, since Ultrasonic is a
much smaller company in terms of volume sold, due to it® mement creation (1998) and to
its more restricted target in terms of numbercohsumers dnly the Chinese domestic
marke). The methodvould have highly overvalued the adidas brand.

Thehypotheses we took to apply the price premmathod were the fldwing:

- Inflation on prices:Ultrasonic is selling its products on the Chinese market only, we thus
decided to increase its prices each year following the Chinese market inflation. On the
contrary, adidas is selling products worldwidglf in developed amtries (Western
Europe and North America). Sinceiges in global companies arasually the same
worldwide (taking into account exchange rasesl local taxés we estimated that adidas
prices would follow the developed countries inflation. We took them@e inflation as
reference. Data was extracted from the World Bank database for 2013.

- Adidas products volume growth ratdue to its positioning, we estimated that adidas
growth in volume shdd at least follow market growtiWe took the Euromonitor grotwt
rate of the sportswear market for-18 as reference.

- 2013 adidas volume soleve considered the volume sold as reported by the annual report
for the whole group andpalied a 76,%0 (part of adidas brand in the Group sales) to the
result in orderto oltain an estimate of the adidas brand sales in volume.

- 2013 prices per unitfor both adidas and Itdasonic brand, we reviewedshops to
estimate an average price per unit, this data not being published by the companies.

- Expenses related to brand managetmas a percentage of saleshe marketing,
distribution and R&D expenses as a percentage of sales being stable across history for
adidas(see historical costs methods inputere assumed they would stay at the 2013
percentage ol0%. For Ultrasonic, thérand being currently building itselfhe current
growth percentage igery highand we donOt think that they would reach stability before
2020. Thus, we decided to estite these expenses based on the 20b8al growth rate
that we softanded to 2020atreach a 5% growttate.

Our hypotheses, results and sensitivities are presented in the following tables.
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Hypotheses

Non-branded company chosen Ultrasonic
Inflation on branded product mix prices 1,5%
Inflation on non-branded product mix prices 1,8%
Adidas product volume growth rate 3.5%
Tax rate 31,2%
Discount rate 7.8%
Perpetual brand earnings growth rate 1,7%
Lifetime of the brand Perpetual

German inflation (09-13) according to the World Bank

Chinese inflation (09-13) according to the World Bank

Market growth 13/18 CAGR according to Euromonitor

Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate av
Based on Adidas AG 2013 Annual Report p.200, own hypothesis
Adidas AG 2013 Annual Report p.200

Adidas AG 2013 Annual Report p.199

2013 Branded product mix volume production (million units/pairs) and sale price

units  AVerage
price
Group footwear 257 70 Adidas AG 2013 Annual Report p.97/ own estimate based on adidas e-shop re
Group apparel 341 40 Adidas AG 2013 Annual Report p.98 / own estimate based on adidas e-shop r¢
Group hardware 54 30 Adidas AG 2013 Annual Report p.98 / own estimate based on adidas e-shop re
Group production volume / weighted average price 652 51
adidas % of sales 76% Based on Baader Bank Group Equity Research paper (Retail & Consumer, Fel
adidas 2013 production volume 498 51
2013 Non-Branded sale price
Average price (RMB) 300 Ultrasonic e-shop http:/suoli.tmall.com/- own estimate
Exchange rate to EUR 0,1160 on April 23rd, 2014
Ultrasonic average sale price (! ) 35
Computations
m€ 2013 2014 2015 2016 2017 2018 2019 2020
Year 0 1 2 3 4 5 6 7
adidas products average price 51,0 51,8 52,5 53,3 54,1 54,9 55,8 56,6
Ultrasonic product average price 34,8 35,4 36,1 36,7 37,4 38,1 38,7 39,4
Price difference 16,2 16,3 16,5 16,6 16,7 16,9 17,0 17,2
Adidas products average volume sold 498 515 533 552 571 591 612 633
Price premium cash flows before tax 8056 8410 8778 9162 9562 9979 10413 10865
Taxes (2511) (2621) (2736) (2856) (2980) (3110) (3246) (3387)
Price premium cash flows after tax 5 545 5788 6 042 6 306 6 581 6 868 7167 7479
Ultrasonic marketing, distribution & R&D expenses  (2,1) (3,1) (4,3) (5,8) (7,3) (8,7) (9,8) (10,3)
Estimated growth 54,5% 47,5% 40,4% 33,3% 26,2% 19,.2% 12,1% 5,0%
adidas marketing, distribution & R&D expenses (1102) (1142) (1211) (1246) (1278) (1307) (1333) (1356)
as a % of sales 10,0% 10,0% 10,0% 10,0% 10,0% 10,0% 10,0% 10,0%
Expenses related to brand management (1100) (1139) (1206) (1240) (1270) (1298) (1323) (1346)
Taxes 343 355 376 386 396 405 413 419
Brand expenses cash flows after tax (757) (784) (830) (853) (874) (894) 911) (926)
Brand earnings 4788 5004 5212 5453 5707 5975 6256 6 552
Discount factor 0,963 0,893 0,829 0,769 0,713 0,662 0,614 0,569
Present value of brand earnings 4612 4471 4319 4192 4070 3953 3840 3730
Sum of discounted royalty income (13-20) 33188
Terminal value 62195
Brand value 95 383
Sensitivities
Ultrasonic average price
95 383 20 25 30 35 45 55 65
° 36 97182 61 558 25934 (9691) (80940) (152 188) (223 437)
Ef’ 41 132207 96 583 60 958 25334  (45915) (117 164) (188 412)
o 46 167231 131607 95983 60358 (10890) (82139) (153 388)
s = 51 202256 166632 131007 95383 24 134 (47 115) (118 363)
;E = 61 272305 236681 201056 165432 94183 22934 (48 314)
3 71 342354 306730 271105 235481 164232 92 984 21735
81 412403 376779 341155 305530 234281 163033 91784
Ultrasonic price inflation
95 383 0,3% 0,3% 1,3% 1.8% 2.8% 38% 4.3%
09% 103 649 97 100 90 367 83 446 69 022 53791 37714
k] 1,1% 107585 101035 94 302 87 381 72 957 57726 41650
= 5 13% 111564 105014 98 281 91360 76936 61705 45 629
] é 1,5% 115586 109037 102304 95383 80959 65 728 49 651
;'g =] 17% 119654 113104 106 371 99 450 85026 69 795 53719
< 19% 123766 117217 110484 103 563 89139 73908 57 831
2,1% 127924 121374 114641 107 720 93296 78065 61989

Table 39 - Adidas brand value using the royalty relief method
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According to this method, the ad&larand would thus be worth 'm®383

4.4 .Margin comparison method

This method takes as well intmcount a comparison with a Odwanded® company,
here Ultrasonic, but req@is much less hypotheses and de$s deeper into detaitkan the
price premium approaclk®ne could note that the adidas brand value output is also much less
significant.

We dedaded here to do the comparison on gross margin. Indeed, despite the drawbacks
pointed in part 11.1.4, the EBIT margin split by brand was not available for adidas.

To apply this methodfor softlanding purposesye had to make hypotheses on the
evolutionof growth margin rates for botlompanies between 2017 and 2020.
As above explained for adidas, we assumed that the gross margin rate would stay constant
until 2020, considering that fitas significantly increased since 2012 and is already above the
grossmargin rates of its direct competitokéence a 0% growth rate.
According brokers vieW?, UltrasonicOgross margin is expected to decreasg 0.5% in
2014, andby 0.2% in 2015 and 2016. We considered a decrease by 0.1% for th@ @7
period.

The othehypotheses were alreadsegented in the above ssbctions.

Our hypotheses, results and sensitivities are presented in the following tables.

Hypotheses
Non-branded company chosen Ultrasonic
Adidas AG margin growth (17-20) 0,0% Own estimate
Ultrasonic margin growth (17-20) (0,1%) Own estimate, based on brokers' trends
Tax rate 31,2% See Common hypotheses
Discount rate (WARA) 7,8% See Common hypotheses
Perpetual brand earnings growth rate 1,7% See Common hypotheses
Adidas sales division perpetual growth rate 1,7% See Common hypotheses
Lifetime of the brand Perpetual See Common hypotheses
Computations
Brokers's view Softlanding

m€ 2013 2014 2015 2016 2017 2018 2019 2020
Year 0 1 2 3 4 5 6 7
Adidas (division) Gross margin 48,2% 49,3% 50,3% 50,9% 50,9% 50,9% 50,9% 50,9%
Ultrasonic product company Gross margin 29,8% 28,4% 27,9% 27,3% 27,3% 27,2% 27,2% 27,2%
Gross margin difference 184% 209% 224% 23,6% 23,6% 23,6% 23,7% 23,7%
Adidas (division) sales 11059 11466 12151 12502 12826 13120 13382 13610

Growth rate n.a. 3,7% 6,0%  2,9% 26%  2,3% 2,0% 1,7%
Gross margin premium cash flows before tax 2036 2394 2724 2947 3027 3100 3165 3223
Taxes (635) (746) (849) (919) (943) (966) (987) (1005)
Margin premium cash flows after tax 1401 1648 1875 2028 2083 2134 2179 2218
Discount factor 0,963 0,893 0,829 0,769 0,713 0,662 0,614 0,569
Present value of brand earnings 1350 1472 1554 1560 1486 1412 1337 1263
Sum of discounted royalty income (2013-2020) 11433
Terminal value 21056
Brand value 32489

45
Bank M Equity Research Report, December 2013
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Sensitivities

Adidas sales division perpetual growth rate
32489 1,1% 13% 15% 1,7% 19% 21% 2,3%
4,8% 631202 631466 63731 631997 641264 641532 641801
5,8% 471795 47985 48175 48366 48558 48750 48943
6,8% 38433 38578 38723 38869 39016 391162 391310
7,8% 321142 321258 321373 321489 321605 321722 32839
8,8% 271625 27720 27'814 27!909 28004 28099 28195
9,8% 241225 241304 241382 241461 241541 241620 24700
10,8% 211573 21640 211707 211774 211841 21908 21976

Discount rate
(WARA)

Ultrasonic margin growth (17-20)
32489 (0,4%) (0,3%) (0,2%) (0,1%) 0,2% 0,4% 0,6%
(0,9%) 301961 301850 30738 30626 301288 30061 29833
(0,6%) 311577 311465 311354 311242 301904 30677 301448
(0,3%) 321198 321086 311975 31!863 311525 311298 31069
0,0% 321824 32713 321601 321489 321151 311924 31!696
0,3% 331456 331345 331233 331121 321783 321556 321327
0,6% 341093 331982 331870 331758 33420 331193 321965
0,9% 341736 341624 34513 34401 34063 331836 33607

Table 40 - Adidas brand value using the gross margin comparison method

Adidas AG
margin growth
(17-20)

According to this method, the adidastmtavould thus be worth 'm 32 489

4.5 .Excess cash flow method

As stated in the 11.4.5 part, this method considers the adidas brand versus the other
assets of adidas AG and indirectly computes the brand value by subtracting to free cash flows
the returns attributed to assets other than the studied brand.

In additionto the common hypotheses, we needed assumptions on the required returns
on each asset types. We applied the following:

- On Working Capital Requiremenrgince it is mainly financed by shedrm debt, and
in line with thetable 3 guidelines, we used the adidshorterm borrowing rate,
extracted from Thomson One. It corresponds to Euribor lyear + 40 basis goadhts
leads at date of valuation to a 1% required return.

- On tangible fixed assetshe leasing rates of adidas AG being undisclosed and the
companybeing mainly financed by equity, we considered tangible required return to
be equal to the cost of equity (which according to our null gearing assumption is also
the WACC).

- On Financial assetsthey mainly correspond to deferred tax assets and liabilities
(financial investmentn other companie® mainly FC Bayern MYnchen AGwere
considered as included in tangible assets). We use@rith#p weighted average cost
of borrowing as required return

- On brands and other intangible assetge used the 7.8% required rate of return
presented in common assumptions.

- On Goodwill,we computecthe average of the rates used for goodwill impairments as
released in the 2013 annual repod 8.7%.

Adidas AG feecash flow estimates are based on Deutsche Bank Equity Research
forecastgsee appendix 4)

Our hypotheses, results and sensitivities are presented in the following tables.
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Hypotheses

Discount rate 7,8% See Common hypotheses
Perpetual growth rate 1,7% See Common hypotheses
Lifetime of the brand Perpetual See Common hypotheses
Computations
Brokers's view Softlanding
m! 2013 2014 2015 2016 2017 2018 2019 2020
Year 0 1 2 3 4 5 6 7
Company free cash flow 1145 741 1040 1212
Required return

Working capital requirements 1,0% 3004 3059 3218 3388
Tangible fixed assets 6,5% 1349 1540 1699 1851
Financial assets 3,8% 268 268 268 268
Brands & other intangible assets 7,8% 1583 1633 1683 1733
Goodwill 8,7% 1204 1204 1204 1204
Assets employed x required return 357 373 389 405
Free-cash flow attributable to the brand 789 368 651 808 957 1080 1159 1179

FCF growth rate na. (53%) 77% 24% 18,5% 12,9% 7,.3% 1,7%
Discount factor (mid-year convention) 0,963 0,893 0,829 0,769 0,713 0,662 0,614 0,569
Present value of royalty income 760 328 540 621 682 715 711 671
Sum of discounted royalty income (2013-2020) 3646
Terminal value 11188
Brand value 14 834
Sensitivities

Perpetual growth rate
141834 -1,3% -0,3% 0,7% 1,7% 2,2% 2,7% 32% 3,7%
48% 17265 20368 24998 32633 38662 47569 62051 89714
58% 14304 16411 19354 23745 26861 30987 36704 45152

Q
§ 68% 12103 13602 15601 18393 20248 22559 25515 29429
% 7.8% 10408 11513 12937 14834 16039 17483 19244 21437
3 8.8% 9 066 9904 10954 12305 13136 14106 15250 16621
e 9.8% 7981 8 630 9426 10 423 11021 11706 12495 13415
10,.8% 7087 7599 8215 8971 9417 9918 10487 11 136

WCR required return
141834 04% 0,6% 0.8% 10% 20% 3.0% 4,0% 50%
g 35% 15975 15876 15778 15679 15187 14698 14212 13731
ﬁ g 45% 15692 15594 15495 15397 14906 14418 13935 13456
S8 55% 15410 15311 15213 15115 14625 14139 13658 13181
& 3 65% 15128 15030 14932 14834 14346 13861 13382 12908
% ‘g_ 7.5% 14 847 14 749 14 651 14553 14066 13584 13107 12 635
% < 85% 14566 14 468 14 370 14 273 13788 13308 12833 12 365
= 95% 14285 14188 14 091 13994 13511 13033 12561 12 096
Intangible assets required return

141834 4.8% 5.8% 6.3% 7.8% 8,3% 8.8% 9.3% 9.8%
57% 16046 15801 15556 15313 15191 15070 14949 14828
E 6,7% 15884 15639 15395 15152 15031 14910 14790 14670
GgJ_E 77% 15722 15478 15235 14993 14872 14752 14631 14512
=2 87% 15560 15317 15075 14834 14713 14593 14474 14355
% 2 9.,7% 15 400 15 157 14916 14675 14556 14436 14317 14 198
§ 10,7% 15239 14 998 14 757 14518 14399 14280 14161 14 043

11,7% 15080 14 839 14 600 14361 14243 14124 14006 13 889

Table 41 - Adidas brand value using the excess cash flow method

According to this method, the adidas brand would thus be worth '183¥4



4.6.Historical costs method

This method is the first one of the ctstsed métods and requires no assumption,
except the Salinas (2009) 75% ratidbrand expenses within the braredated costssge part

).
We took into account the followingpsts:

- Marketing working costs (excluding overheads)it is considered to be the costs of
launching and maintaining the brands;

- Distribution working budgetcosts (excluding overheads)it is the dayto-day costs of
selling the products;

- R&D costs accordirg to annual report, all R&D costs are expenses. They are related to the
performance research and development for new products.
The costs used are based on Adidas AG annual reports from 1999 to 2013. Please note that
before 2008, marketing and sales expsngere not differentiated.

The expenses published being related to the whole Group, we applied to it the adidas
brand division percentage of Group sales, computed as well based on annual reports from
1999 to 2013.

Our results are presented in the foliogvtable:

Computation
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
!'m
Group Sales 5I354 51835 6!112 6!523 61267 51860 6!636 101084 10299 101799 10381 111990 13!1322 14!883 141492
R&D 77 91 86 85 86 59 63 98 84 81 86 102 115 128 128
as a % of sales 1.4% 1,6% 1,4% 1,3% 14% 101% 095% 097% 082% 075% 083% 085% 086% 086% 0.88%
Marketing (working budget, excl. Overheads) 723 799 733 822 808 832 942 1301 1380 1134 1028 1283 1359 1503 1464
as a % of sales 135% 13,7% 12,0% 12,6% 12,9% 142% 142% 129% 134% 105% 9,9% 10,7% 10,2% 10,1% 10,1%
Sales (working budget for e.g. advertising, promotion) n.a. na. na. na. na. n.a. na. n.a. na. 292 239 312 333 298 333
as a % of sales n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. 2,70% 2,30% 2,60% 2,50% 2,00% 2,30%
Total Group expenses 800 890 819 907 894 891 1005 1399 1464 1506 1352 1697 1807 1929 1925
Adidas brand sales 4427 4672 4825 5105 4950 5174 5861 6626 7113 7821 7520 8714 9867 11344 11059
Adidas as a % of Group sales 827% 80,1% 789% 783% 790% 883% 883% 657% 69,1% T24% T124% 721% 7T41% 762% 763%
Salinas (2009) ratio 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 75,0%
Adidas brand-related expenses 496 535 485 532 530 590 666 689 758 818 735 925 1004 1103 1102
Adidas estimated brand value 10 968

Source: Adidas AG annual reports from 1999 to 2013
Table 42 - Adidas brand value using the historical costs method

According to this method, the adidas brand would thus be worti0r968.

4.7.Replacement costs method

This method is the derived method of the historical costs one, supposed to take into
account the time value of money and thierent costs of goods (inflation).
Thus, we used the same categories of costs as for the above method, adding the
following hypotheses:
- Inflation: data per year are extracted from the World BémkGermany. As explained in
the price premium method, gete of the brand selling products worldwide, prices are
supposed to béhe same in all countries (taking into account exchange aatgdocal
taxeg. What is more we can suppose that the headquarters being based in Germany, a
significant part of the costare locatethere(R&D and marketing at least).
- Discount rate we used the 7.8% discount rate related to brand risk as explained in
common hypotheses.
Our results are presented in the following table:

58



Hypotheses

German inflation (%) World bank data 0570 1471 1984 1421 1034 1666 1547 1577 2298 2628 0313 1,104 2075 2008 1429
Brand discount rate  See common hypotheses 7.8%
Salinas (2009) ratio 75.0%
Computation:
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Year 14 13 12 1 10 9 8 7 6 5 4 3 2 1 0
'm
Group Sales 5354 5835 6112 6523 6267 5860 6636 10084 10299 10799 10381 11990 13322 14883 14492
R&D 77 91 86 85 86 59 63 98 84 81 86 102 115 128 128

as a % of sales 14% 1,6% 14% 1.3% 14% 101% 095% 097% 082% 075% 083% 085% 086% 0.86% 0,88%
Marketing (working budget, excl. Overheads) 723 799 733 822 808 832 942 1301 1380 1134 1028 1283 1359 1503 1464

as a % of sales 13.5% 13,7% 12,0% 12,6% 129% 142% 142% 129% 134% 10,5% 99% 10,7% 102%  10,1% 10,1%
Sales (advertising, promotion) na. na. na. n.a. na. na. na. n.a. na. 292 239 312 333 298 333

as a % of sales na. na. na. na. na. na. na. na. na. 2,70% 230% 2,60% 2,50% 2,00% 2,30%
Total Group expenses 800 890 819 907 894 891 11005 11399 1464 11506 11352 11697 1!807 11929 11925
Adidas brand sales 4427 4672 4825 5105 4950 5174 5861 6626 7113 7821 7520 8714 9867 11344 11059
Adidas as a % of Group sales 897% 823% 785% 736% T66% 819% T723% 476% 466% 444% 462% 400% 360% 323% 33,1%
Salinas (2009) ratio 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750% 750%
Adidas brand-related expenses 538 549 483 501 514 547 545 499 512 502 469 509 488 467 478
Inflation factor 1006 1015 1,020 1014 1010 1017 1015 1016 1023 1026 1003 1011 1021 1020 1014
Cumulated inflation factor 1258 1251 1,232 1208 1,091 1,179 1,060 1,042 1,125 1099 1071 1068 1056 1035 1014
Adidas brand expenses in present money value 676 687 595 605 612 646 633 570 576 552 502 544 516 483 485
Discount factor (mid-year convention) 2,76 2,56 237 2,20 2,04 1,89 1,76 1,63 1,51 1,40 1,30 121 1,12 1,04 0,96
Adidas present value of brand expenses 1864 11757 1411 1!1331 11250 11222 1111 929 870 774 653 656 577 501 467
Adidas estimated brand value 151374
Sensitivities

Salinas ratio of brand expenses within brand related expenses

151374 45% 55% 65% 75% 85% 95%  100%
4% 6832 8350 9869 11387 12905 14423 15183
5% 7355 8990 10624 12259 13893 15528 16345

6% 7926 9687 11448 13209 14971 16732 17612
7% 8547 10447 12346 14245 16145 18044 18994

8% 9225 11275 13324 15374 17424 19474 20499
9% 9963 12177 14391 16605 18819 21033 22140
10% 10768 13161 15553 17946 20339 22732 23928
11% 11645 14232 16820 19408 21995 24583 25877

Source: Adidas AG annual reports from 1999 to 2013
Table 43 - Adidas brand value using the Replacement costs method

Discount rate

According to this method, the adidas brand walgs be worth Im 15 374 This
result is unsurprisingly higher than the historical costs mathegsince spending more at the
same time costs more in terms of time value of money and of risk taken, and due to the
inflation effect.

4.8. Transaction multiple method

To apply this method, we considered four transactions, data being extracted from the
Thomson Deals database.

As stated in part 11.3.1, transactions concerning only intangible assets like brands are
very rare and data is usually kept confidentiab. Aypass this difficulty, we considered
company transactions and estimated the vafuthe concernedbrand as it was estimated
during the transaction process. Indeed, the accounting standards impose to book acquired
brands at fair value at time of acqtimn. We were thus able to find the brand transaction
value in the transaction year annual report of each acquirer. What is more, the branded
companies acquired in the comparablnsactions selected were singland companies
The branerelatedsales wee thus simply the companyOs sales at time of transaction, as stated
in the targegGannual repogt

The brandegcompany targets selected are for two of them direct brand competitors of

the adidas brand (Reebok and Puma, despite the fact that Reebok is now also owned by the
Group). Salomon is a ski brand, selling both ski material and sportswear. FiléSFeis a
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similar sportswear brand (now owned by the Group) selling footwear, apparel and hardware
as well but targeting mainly biking and mountagated sports.

The results obtained are presented in the following table:

Computations
Date of Transaction Transaction Brand price  Estimated % Target sales Imoled
!' m Target Acquiror ) price Currency at transaction attributable to at acquisition p
transaction L scope A Multiple
(million) time brand (€m)
p (CCRESSENGENAG: AW ERUE  amems 485 EUR 100 % Equity 63 13% 692 0,09
Salomon Oyj
Reebok International adidas- . o
B Ltd Salomon AG 01/31/06 3466 EUR 100 % Equity 1454 42% 3237 0,45
C PUMAAG Rudolf PPR SA 04/10/07 1450 EUR 27,01% Equity 945 65% 1791 0,53
Dassler Sport
D Five Ten USA adidas AG 11/11/11 18 EUR 100 % Equity 8 44% 16 0,50
Average multiple (B, C, D) 0,49
Adidas brand 2013 sales 11059
Estimated Adidas brand value 5445

Transaction A, B, D brand value at time of acquisition estimate
Based on acquiror annual report of the related year: brands acquired have to be registered at fair value at time of acquisition

Transaction C - brand value estimate

Puma brand book value 3500 Kering 2007 annual report p.161
Acquisition stake 27,0% Thomson One
Brand value estimatior 945
Sensitivities
5445
0,34 3786
Q@ 0,39 4339
o
% 0,44 4892
g 0,49 5445
% 0,54 5998
a 0,59 6551
0,64 7104

Sources: Thomson One, Reuters, Acquirors annual reports for transaction years
Table 44 - Adidas brand value using the transaction multiples method

Due to the fact that Salomon is more different than the other brands from adidas, and
to the extreme multiple obtained for this transaction, we decided to exclude it from the
valuation multiple.

According to this method, the adidas brand would thus dithwm 5 445, which is
far below the results obtained from the incebased valuations based on forecasts.

4.9.Demand driver approach
This approach and its derivatives is the one commonly used by firms making annual
brand rankingge.g. Interbrand)We appled exactly the one developed in pdu3.2.
It is divided into four steps.

(1) Brand earnings differential part

The hypotheses and data used in the computation of adidas brand earnings are the following:
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- adidas AG EBIT forecasts wemextracted from Desche Bank Equity research report
(March 3", 2014), adidas brand division as a percentage of Group sales was computed
based on adidas AG annual reports;

- Ultrasonic EBIT was extracted from (1) annual reports for years 2011 and 2012; (2) Bank
M equity reseech report (December 2013) for years 2013 and 2014 forecasts;

- Inflation was taken from the World Bank database, for Germaargbove explained

- Accordingto Salinas (2009), thdiscountrate to use here igh@ return on capital that
would have been usddr the production of a private lab@f. We thus used our brand
discount rate hypothesis of 7.8% to compute capital remuneration.

Our results are presented in the table below:

Hypotheses

Tax rate 31,2% See Common hypotheses
Discount rate (WARA) 7,8% See Common hypotheses
Computations

(1) Adidas brand earnings differential

I'm 2011 2012 2013 2014
Adidas AG EBIT 1011 920 1202 1283
Adidas brand division as a % of sales 74% 76% 76% 76%

Adidas division EBIT 749 701 917 979

Ultrasonic EBIT 33 42 42 44

Brand EBIT differential 716 659 875 935

Inflation adjustment 1,06 1,03 1,01

Brand EBIT differential inflation adjusted 756 682 887

Weighting factor 1 2 3

Brand's weighted financial EBIT 753

Allowance for future reduction of EBIT -

Capital remuneration (59)

Brand's differential earnings before tax 694

Tax (216)

Brand's differential earnings 478

Table 45 - Adidas brand value using the demand driver method - Brand earnings differential
(2) Adidas brand strength score computation

As discussed in part Il, thigart is very subjective. We base daglowassessment on
own market researdisee paragraph aboyeGlobal data SWOT analysis and CrZdit Suisse
emerging markets surv&yThe objectiveis to give scores for the adidas brands for the 5 axis
of strengthanalysis.

Leadership

As mentioned in our market penetration subsediat as presented by Euromonitor
in its sportswear dashboaradidas is considered as a leading brand in the sportswear, sector
first or second (behind Nike) inrtas of market share gending orcountrie$’. We can thus
infer that adidas has good resistance to competitiand a significant ability to set prices for
its products meaning a high leadershiphis ability is reinforced by the fact that the major
part of its yearly sales awes from products launched during the course of the year, meaning
that adidas leadership ability is tested and renewed every yéardogtomersWe gave it a
21/25 score.

46
p.217

47

GlobalData March 2014 adidas AG (ADS) Financial and Strategic SWOT Analysis Review
48 .

CrZdit Suiss&quity Research, March 2014didas AG
49

See appendix 3
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Stability

The brand exists since 1949 and has developed itself along timd)itegisabbrands
and subsegments to enlarge its customer base (the last one being the NEO brand targeting
fashionable teenag@rdVe gave a score of 12/15 for this point.

Market

The sportswear markét which adidas operates a growing on€3.5% CAGR fom
2013 to 2018 according to Euromonitor), following the growth of emerging countries like
China (5.7% growth CAGR 138) and Russia (5.8% growth CAGR-18).

Entry barriersused to beelatively low since producing apparel and footweagsamt
require significant investments artdchnologydevelopment Nevertheless, by sponsoring
events and athletes and by spending significant amounts on marketing and communication,
the biggest brands try to raise barriers to erawpidng new brands to é toovisible. We
gave a score of 701to adidas.

Internationality

Adidas is obviously an international brand as shown in 2&l&levertheless, half of
its sales are still focused on North America and Western Europe, whiggalweng markets
are locéed in emerging countries. What is more, it is not present on all contiregts (
Africa). We gave a score of 20/25 to adidas for this point.

Trend

As stated in 2013 annual report, 74% of adidas sales are related to products launched
during the course of the year. What is more the results of the CrZdit Suisse survey presented
in partll.2 showthat adidas is successful at keeping up to date withréhdg and satisfying
its target customersnaking them willing to buyndhappy to pay more for its producitd/e
gave a score of/80for this axis.

Support

The brand is owned by the adidas AG conglomerate (owning as well other top brands
like Reebok), viich has negative net debt and significant cash in balance sheet. The group
has the ability to invest in its brand and does it througtsigaificant yearly marketing,
distribution and R&D budget, whi¢classeen in part 11.4.6, is more or less stabléerms of
percentage of sales every year. Support from the mother company is thus not volatile at all
and unconditional even in times of cris€¥08 and 2009ears were not affected by
significant decreasan marketing, distribution and R&D expensésje cave a score of 8/10
to adidas.

Protection
Data onthis topic are kept confidential but we obviously think tih&t adidas brand is
legally well protected Nevertheless, thesk of counterfeited productaffecting brand image
is high: adidas produsemost of its products in Asia. Accordirig the UN Office on Drugs
and Crimé®, from 2008 to 2010, 70% of seized counterfeited products came from China.
We gave a score of 316 adidas.

Overall, the adidas brand gets a 80/100 score. Results are sumnmatigetbllowing
table.

50
http://www.businessinsider.com/mestunterfeitgoodsare-from-china20136
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(2) Adidas brand strength score

. Adidas
Strength factor Maximum score brand
Leadership 25 21
Stability 15 12
Market 10 7
Internationality 25 20
Trend 10 9
Support 10 8
Protection 5 3
Brand strength 100 80

Table 46 - Adidas brand value using the demand driver method - Brand strength score
(3) S-curve construction

We used ReutersO figures on adidas industry to construettineeS
The lower and the higher P/E bounds in curve are the 5Y lower and higher industry
average. Wé¢hen used a normal distribution anotained the following mapping:

(3) S-curve construction

29
27

25

Multiplier!
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0O 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 100

Brand Score!

Sector P/E ratios

High 26,87
Low 11,42
Average 19,15
Brand score Multiplier

0 11,42

5 11,42

10 11,42

15 11,42

20 11,42

25 11,42

30 11,42

35 11,44

40 11,77

45 13,87

50 19,15

55 24,42

60 26,52

65 26,85

70 26,87

75 26,87

80 26,87

85 26,87

90 26,87

95 26,87

100 26,87

Table 47 - Adidas brand value using the demand driver method - S-curve construction

The implied multiple for a score of 80 is thus a P/E rati@@&B7 (for information
adidas AG P/E ratio wa®0.33at time of valuatiop Note that for higkstrengthscore brand,
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the multiple obtained does not vary significantly, leaving the main responsibility of valuation
to the brandOs differential earnings computation.

(4) Final result

From the adidas brand earnings and multiple computedet the followingesult:

(4) Final result

Strength score 80
Multiple 26,87
Brand's differential earnings 478
Adidas brand value (! m) 12'843

Sensitivities

Strength score
12'843 65 70 75 80 85 90 95
268 71195 71200 71201 71201 71201 71201 71201

@
%ﬂ 338 91074 9081 9!081 91081 91081 91081 91081
£ 408 101954 101962 101962 10962 10962 101962 101962
g 478 121833 121843 121843 121843 121843 121843 121843
E 548 141713 141724 141724 141724 141724 14724 141724
g 618 16592 161605 16605 16605 161605 16605 16!605
688 181472 181486 18486 18486 181486 18486 18486
Adidas brand current discount rate
12'843 4,8% 5,8% 6,8% 7,8% 8,8% 9,8% 10,8%
" 268 71201 71201 71201 71201 71201 71201 71201
2 338 91081 91081 91081 91081 91081 91081 91081
é 408 10962 101962 101962 10962 10962 101962 101962
g 478 121843 121843 121843 121843 121843 121843 121843
T 548 141724 14724 14724 141724 141724 141724 141724
g 618 166605 161605 16605 16605 161605 16605 16!605
688 181486 18486 18486 18486 18486 18486 18486
Brand earnings multiple
12'843 11,87 16,87 21,87 26,87 31,87 36,87 41,87
@ 268 31181 41521 51861 71201 81540 91880 111220
%‘J 338 41012 51702 71392 9081 10771 12461 14151
£ 408 41843 61883 81922 101962 13002 15042  17!082
B 478 51674 81063 10453 121843 151233 171623 20013
E 548 6!505 91244 111984 141724 17464 20204 221944
g 618 71335 10425 13515 161605 191695 221785 251875

688 81166 11606 15046 18486 211926 251366 28806

Table 48 - Adidas brand value using the demand driver method - final results and sensitivities

According to this method, the adidas brand would thus be worth !'m 12 843.

4.10. Priceto-sales difference ratio

As presented in 11.3.3, this methocbmparesthe priceto-sale ratio of a branded
company (here adidas) to a OtwandedO company (here Ultrasonic), estimating that the
brand value is nothing else but the ability of the company to charge a highefopribe
same products, leading to higher masgand thus to a higher prit@sale ratio.

We used here two methods:

- The formula proposed by Damodaran wWéwonched this valuation method,
- A full-market view based on prite-sales ratio extracted from Reuters.

For the Damodaraformula-based application, we used the following hypotheses:

- Perpetual payout ratios we assumes that payt ratios of companies will tend to
converge to the industry average fmay ratio when it is below, but stay caast when it
is above (indeed, wassumehat it isdifficult and seen as a negative sign to decrease pay
out ratios, since it generally (but not is all cases) decreases as well dividends).

- We considered thdtee cash flowwould growat the same pace as sales for Adidas and
took the Reters 5Y sales growth estimate. Nevertheless, for Ultrasonic, as above seen,
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Bank M estimates that margiwill decrease at least until 2016, while Reuters forecasts a
0% sales growth. We took the assumption d¥@decrease per year on FCF.
- We aligned bothperpetual growth rateon a conservative assumption of 2%, which
corresponds to usual assumption on the perpetual growth rate of global economy.
- The discount rates to be applied are the WACC of both companies (since the purpose in
the formula is to valuthe company, not directly the brand).
o For adidas, we thus used the WACC computed above, both as current and perpetual
discount rate, adidas AG being already a quite mature company.
o For Ultrasonic, we computed a current WACC using the same type of assusngui
for adidas g¢ee table below for computations and souycbievertheless, considering
that Ultrasonic is still a recent company and that its WACE&xiseemelylow, mainly
due to a volatile assumption (itbw beta), we assumed a 1% higher WACC as
pempetual discount rate, in order to bridge the gap with the adidas group when
Ultrasonic will become bigger, supposing that its beta will increase to approach the
market beta.

Utrasonic WACC computation

Beta 0,28 boerse-frankfurt April, 23rd 2014

risk-free rate 2,71% HK 10Y government bond, Bloomberg

ERP 6,31% Damodaran estimate of China ERP

Cost of debt 6,60% 2012 Ultrasonic annual report

Tax rate 25% According to 2012 Ultrasonic annual report

Gearing 0 Negative current and forcecasted gearing - conservative v
Cost of equity 4,48% @

Cost of debt after taxes 4,95% @

WACC 4,48%

Table 49 - Ultrasonic WACC computation

- The variable n represents tlyear from which perpetual assumptions are agpMe
considered 15 years asfar assumption before a stable kgrowth state is reached for
both companies.

Our other hypothese(and sources), results and sensitivities are presented in the table
below, along with the result of the futharket valuabn approach.

Hypotheses

Non-branded company chosen Ultrasonic

Adidas AG hypotheses

EBIT 8,7% Adidas AG 2013 Annual report

Sales 141492 Adidas AG 2013 Annual report

Current payout ratio 37 4% Adidas AG 2013 Annual report

Perpetual payout ratio 37 4% Max(industry estimate, firm estimate), based on Reuters f
Current growth rate 6,1% Reuters 5Y estimate

Perpetual growth rate 2% Own estimate

Current discount rate (WACC) 6.,5% WACC, own computation

Perpetual discount rate (WACC) 6.,5% WACC, own computation

Ultrasonic hypotheses

EBIT 26% Bank M reseach note, December 11th, 2013

Sales 163 Bank M reseach note, December 11th, 2013

Current payout ratio 0% Reuters

Perpetual payout ratio 17% Max(industry estimate, firm estimate), based on Reuters f
Current growth rate (1%) Own assumption

Perpetual growth rate 2% Own estimate

Current discount rate (WACC) 4.5% Ultrasonic WACC (own computatic

Perpetual discount rate (WACC) 5.5% Own hypothesis

n 15 Own estimate
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Computations n°1 (Damodaran way)

Adidas price to sale ratio 1,16 @

Ultrasonic price to sale ratio 0,59 @

P/S ratios difference 0,58

Adidas AG brands value 8 349

Other brands value (1583) Adidas AG 2013 Annual report - mainly Reebok
Adidas brand value 6766

Computations nj2 (100% market view (Reuters))

Adidas Share price to sale ratio 1,09 Reuters estimate

Ultrasonic Share price to sale ratio 0,56 Reuters estimate

P/S ratios difference 0,53

Adidas AG brands value 7681

Other brands value (1583) Adidas AG 2013 Annual report - mainly Reebok
Adidas brand value 6098

Sensitivities

Number of years before perpetuity considerations (n
61766 0 5 10 15 20 25 30
05% (6842) (1576) 2913 6798 10213 13258 16012
1,0% (7620) (2006) 2744 6826 10387 13541 16376
1,5% (8630) (2582) 2496 6824 10569 13860 16796
20% (9988) (3381) 2120 6766 10750 14218 17285
2,5% (11894) (4538) 1529 6601 10904 14611 17854
30% (14727) (6318) 545 6218 10972 15016 18509
35% (19284) (9287) (1222) 5358 10796 15352 19226

Perpetual growth
rate

Adidas brand current discount rate

61766 3.5% 45% 5.5% 6,5% 7.5% 8,5% 9.5%
1,5% (40346) (16017) (10190) (7807) (6550) (5780) (5257)
25% 13015 3716 697 (654) (1366) (1779) (2033)
35% 30016 13089 6852 3 805 2073 992 272
45% 38099 18393 10692 6 766 4458 2974 1960
55% 42675 21706 13246 8 822 6167 4429 3221
6,5% 45537 23911 15020 10296 7421 5517 4180
75% 47443 25444 16294 11380 8361 6344 4917

Ultrasonic brand
current discount
rate

Adidas brand perpetual discount rate
61766 35% 4.5% 55% 6,5% 7.5% 8.,5% 9.5%
25% (25113) (37045) (42176) (45030) (46 848) (48 107) (49031)
35% 15287 3355 (1776) (4630) (6448) (7707) (8631)
45% 23271 11339 6208 3354 1536 271 (647)
55% 26683 14751 9620 6766 4948 3689 2765
65% 28576 16644 11513 8659 6841 5582 4658
75% 29780 17847 12717 9863 8045 6785 5862
85% 30613 18680 13550 10696 8878 7618 6695

Table 50 - Adidas brand value using the price to sale ratio method

Ultrasonic brand
perpetual
discount rate

According to the Damodaran approach, the adidas brand would thus be worth 'm 6
766, compared to 'm 6 098 considering the fatlarket approach.

4.11. And what about considering real options?

As stated in part Il, the use of real options in brand valuation is not a method per se
but a method to use on top of a more classical, on@rder to take into account selected
growth opportunities.

The first step is to value the adidas brand assunmongrowth. To do so, we used the
Baldi and Trigeorgispproach andomputed the brand valuatiassuming no growtthrough
a royalty relief methodassuming a 0% growth from 20lénwards The embedded
assumptios arethat theexpansiorinvestmens done in he last few years will pagff in the
two following years due to inerti@until 2015where, as you will see below, decision to pursue
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investments will have to be donevhile maintenance investmentill allow keepingup with

a 0% growth rate (instead of a decreasing .orié)e other hypotheses and computations are
identical with the one presented in the royalty relief method application. The results are the
following:

Hypotheses
Royalty rate 7,5% Based on RoyaltySource report, own hypothesis
Discount rate 7,8% Based on Adidas AG 2013 Annual Report p.200, own hypothesis
Tax rate 31,2% Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
Perpetual growth rate 0,0%
Lifetime of the brand Perpetual Adidas AG 2013 Annual Report p.199
Computation
Brokers's view Softlanding

m! 2013 2014 2015 2016 2017 2018 2019 2020
Year 0 1 2 3 4 5 6 7
Sales 11059 11466 12151 12151 12151 12151 12151 12151

% growth na. 37% 60% 00% 00% 00% 00% 00%
Pretax royalty income 824 854 905 905 905 905 905 905
Taxes (257)  (266) (282) (282) (282) (282) (282) (282)
After taxes royalty income 567 588 623 623 623 623 623 623
Discount factor 0963 0893 0829 0769 0,713 0662 0614 0569
Present value of royalty income 546 525 516 479 444 412 382 355
Sum of discounted royalty income (2013-2020) 3661
Terminal value 4548
Brand value (classic method) 81209

Table 51 - Adidas brand "no-growth" value using the royalty relief method

The second step is to identify and value fatgrowth options.

Based on the 2013 adidas AG annual report, ientified the main growth
opportunitiescontemplated by management i.e. further expansiohima, the US and
Russia.Note that these three options are obviously not the only growth oppiedusdidas
could decide to follow but only the omthey decided to mention to shareholders. This is one
of the limits of using the real options approach.

The opions we chosebeing clearly separateiot compounded as in the example
computed in part llifdeed,failing to expand further in China wilh priori notprevent a
further expansion in the US or Russiale usedhe Black & Scholes formula to value each
option separately. Due to the lack of information available on a clear adidas strategic plan
(obviously confidential), our optiomaluations include many assumptions.

The strategic plan adidas mentions in its annual report is targeting at years 2013 to
2015, we thus chose to put year 2015 asrmxt decision milestoneOn the other hand,
Euromonite providing market data until 2018, we chose to put year 201thea2015
investment decision payff date Each option is constructed as a growth option in terms of
market share in the target count8uch a construction means that adidas started to @xpan
the target country in 2018r beforeand has to decide in 2015 whether or not its keeps on
investing to redt the market share target set 201.8.

In terms of necessary investment need to know how much money will be invested
between 2015 and 2018 each geographical zone reach the 2018 targetWe know from
2013 annualreport that in 2013, roughly 4% of capex are dedicated to investing in
expanding in the three geographical zostudied hereBased of Thomson capex forecasts
for 2015to 2017, we estimated the part to be attributecatbdasfor each yeafconsidering
thatit is equivalent to the part adidas represents in 2013 sales, i.e. K&2then discounted
the cash invested to have its value in 2015, at investment dedi$iemliscount rate used
here is adidas AG WACC.

Finally, we estimate the split that would be done betweeach coutry, based on
2013annual report distributioOur assumptions are the following:
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€m

2015

2016

2017

Group capex forecasts

513

531

528

Dedicaded to expansion 46% 236 244 243
Adidas part 76% 76% 76%
Capex to expense for one year 180 186 185
Capex value in 2015 (discounted at WACC) 6,51% 180 175 163
Target Investment costs 518
China 13% 146
Russia 17% 192
us 16% 180

Total investment

518

Source: Thomson estimates; adidas AG 2013 annual report, own estimates

Table 52 - Investments for growth options

- For China, the growth assumption made here is that adidlasatch up with Nike in
terms of market shares in value in 2018 (Nike market share in China&% &8cording to
Euromonitor?). Note thatin 2013,around40% of the market share is performed by small
companiesand that this number has kept on dedref$ We thus expect this trend to
continue, favouring adidag\ssuming a linear increasé¢ market share between 2013 and

2018, we computed 2015 results iimiormationpurposes.

- In the United States, adidas market share has been decreasing in the lgsaifs. The
objectivewe set is to return back to the 2008 market share by,28id to increase it by
2% by 2018, given that more than 50% of the market share is owned by small corfipanies

- In Russia, Euromonitor figures shaothat the Adidas group hasén increasing market
shares by 8% in the last 5 years. We assume adidas brand (which represents 76% of adidas
AG in terms of salgswill keep growing at such a pae¢ leastuntil 2018. As for the
Chinese market, we assume that theketashare growth wlilbe linear and computetie
2015 situation forinformation purposes Note that in 2013small companies represent
57 4% market share, this part having decreased significantly 2008(See appendix)3

Let us study first the case of expansion to China.

From 2013 Euromonitor forecasts on both market and the adidas Group, we infer:
- 2013 adidas sales and market share in Cfiiased on the part of adidas brand division in

global sales)

- Market sizain valuein 2015 and 2018.

The growth assumption made here is that adidas will catch up with Nike in terms of
market shares in value R018.From ths figure we can infer adidas brand sales2018 in
China. The expectenhvestmentcash flow is thercomputed athe difference between the
sales performed taking into account ti&e catch up in 2018, and the sales that would be
performed should adidas market share stay constant across the yeaecaih flows are
discounted aadidasGroupChinese/NVACC, as canputed in the table beloWote that we do
not discount them at our brand riske since these cafibws do not concern brand earnings
but simply earnings from operations in the selected country.

Then, in the Black & Scholes formula:
- Risk-free rate useds the 10Y government bond yield of the concerned country (here

China) extracted from Bloomberg;

51
See appendix 3
52 .
Euromonitor data

53 .
Euromonitor data
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- We set volatility of 2018 cash flows at 35%, due to uncertainty related to them and having
as a benchmark an average annual share price volatility of a20d6dAs you can see in
the sensitivity analysis, the impact of volatility here is very low.

The computations and results are presented in the table below:

Current 2013 2015 objective 2018 objective
China
Market
2013 Market size (! m) * 16999 Market size 18992 Market size 22429
Growth CAGR (13-18) * 5,7% Estimated adidas market share 11%  Estimated adidas market share 14%
Market per capita (! ) * 126  Adidas brand sales 21172 Adidas brand sales 31050
Group Estimated sales (no market share growth) 1"899 Estimated sales (no market share growth) 2242
Adidas Group sales * 2231 Expected cash flow 274 Expected cash flow 808
Market share * 13,1%
Point change * (last 5 years) 1,5%
Adidas
Adidas brand in % of sales 76%
Estimated Adidas brand sales 1"703
Estimated adidas market share 10,0%
Option computation Discount rate computation
2018 target investment 146 Risk-free rate 2,14%  HK 10Y government bond - Bloomberg
PV of 2018 expected cash flows 576  Adidas AG 0,77 )
Reuters estimate
Investment decision delay (in 2 Equity risk premium 631%  Damodaran estimate on China ERP
years) "
Risk-free rate (discrete) 2,14% Cost of equity 7,00%
Risk-free rate (continuous) 2,12% Cost of debt 3.80%  Group Weighted average interest rate / Adidas AG 2013 Annual Report p.138
Effective tax rate 31,17%  Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
Estimated volatility of the 2018 35%  Gearing ratio O Negative current and forcecasted gearing - conservative view
investment cash flows
Estimated WACC 7,00%
S 576
E 146
d; 3,100
d, 2,605
@(d) 0,999
D(d>) 0,995
China expansion call option 436

value
Source: * Sportswear market forecasts from Euromonitor

Table 53 - Option to expand further in China valuation

Sensitivities - expansion in China
2018 cash flow volatility

436 25% 30% 35% 40% 45% 50% 55%
= 71 508 508 508 508 508 508 508
E 96 484 484 484 484 484 484 484
- 121 460 460 460 460 460 461 461
E 146 436 436 436 436 437 437 439
po 246 340 341 343 345 348 352 357
= 346 248 252 258 265 273 281 290
N 446 168 178 189 201 212 224 236

546 106 121 136 150 165 180 194

2018 market share

436 11% 12% 13% 14% 16% 18% 20%
= 71 34 188 348 508 828 11147 11467
2 96 21 164 324 484 804 11123 11443
*E 121 12 142 300 460 780 11100 11419
2 146 7 121 277 436 756 11076 11395
po 246 1 59 190 343 660 980 11300
= 346 0 27 123 258 566 884 11204
N 446 0 13 77 189 477 790 11108

546 0 6 48 136 396 699 11014

Table 54 - Option to expand further in China valuation - sensitivities

The mechanism is the same for the further expansion to the US (gtomapt that the
2018 ash flows are computed compared to the estimated sales should the market share keep
on decreasing by 0.5% every 5 yearahd for the further expansion to Russia option.
Hypotheses, computations and results are presented in the below tables:
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Current 2013 2015 objective 2018 objective
us
Market
2013 Market size! (m)* 61420 Market size 64908 Market size 70514
Growth CAGR (13-18)* 2,8% Estimated adidas market share 5% Estimated adidas market share 7%
Market per capita! ()* 194,1 Adidas brand sales 21972  Adidas brand sales 41639
Group Estimated sales (decreasing market share) 2'669  Estimated sales (decreasing market share) 2'891
Adidas Group sales* 3343  Expected cash flow 303 Expected cash flow 11748
Market share* 5,40%
Point change (last 5 years)* -0,50%
Adidas
Adidas brand in % of sales 76%
Estimated Adidas brand sales 2'551
Estimated adidas market share 4,1%
Option computation Discount rate computation
2018 target investment 192  Risk-free rate 2,67%  US 10Y government bond - Bloomberg
PV of 2018 expected cash flows 1274  Adidas AG! 0,77 Reuters
Investment decision delay (in 2 Equity risk premium 5,00% Damodaran estimate on the US ERP
vears) )
Risk-free rate (discrete) 2,67%  Cost of equity 6,52%
Risk-free rate (continuous) 2,63% Cost of debt 3,80%  Group Weighted average interest rate / Adidas AG 2013 Annual Repor
Effective tax rate 31,17% Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
_Estimated volatility of the 201¢ 35% Gearing ratio 0  Negative current and forcecasted gearing - conservative view
investment cash flows
Estimated WACC 6,52%
S 1274
E 192
d; 4,183
d, 3,688
" (dy) 1,000
" (da) 1,000
US expansion call option 11093
value
Source: * Sportswear market forecasts from Euromonitor
Table 55 - Option to expand further in the US valuation
Sensitivities - expansion in the US
2018 cash flow volatility
11093 25% 30% 35% 40% 45% 50% 55%
< 117 1164 1164 1164 1164 1164 1164 1164
g 142 1140 1140 1140 1140 1140 1140 1140
g 167 1116 1116 1116 1116 1116 1117 1117
2 192 1093 1093 1093 1093 1093 1093 1093
© 292 998 998 998 998 999 1000 1002
> 392 903 903 904 905 907 911 915
N 492 808 809 811 814 820 826 834
592 714 717 722 728 737 748 760
2018 market share
11093 4,2% 5% 6% 7% 9% 11% 13%
< 117 1 137 650 1164 2192 3221 4249
g 142 0 116 626 1140 2169 3197 4225
%‘ 167 0 98 602 1116 2145 3173 4202
2 192 0 81 579 1093 2121 3149 4178
© 292 0 37 485 998 2026 3055 4083
3 392 0 17 397 904 1931 2960 3988
N 492 0 8 319 811 1837 2865 3893
592 0 4 252 722 1742 2770 3798

Table 56 - Option to expand further in the US valuation - sensitivities
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Current 2013 2015 objective 2018 objective

Russia
Market
2013 Market size€m) * 6068  Market size 6792  Market size 8043
Growth CAGR (13-18) * 5,8% Estimated adidas market share 20% Estimated adidas market share 25%
Market per capita€) * 42,3  Adidas brand sales 1!378  Adidas brand sales 21018
Group Estimated sales (no market share growth) 1161 Estimated sales (no market share growth) 1375
Adidas Group sales * 1360  Expected cash flow 217  Expected cash flow 643
Market share * 22,40%
Point change (last 5 years) * 8%
Adidas
Adidas brand in % of sales 76%
Estimated Adidas brand sales 1038
Estimated adidas market share 17%
Option computation Discount rate computation
2018 target investment 180 Risk-free rate 9,17%  Russia 10Y government bond - Bloomberg
PV of 2018 expected cash flows 319 Adidas AGp 0,77
Reuters
Invest)ment decision delay (in 2 Equity risk premium 7,63% Damodaran estimate on Russia ERP
years
Risk-free rate (discrete) 9,17%  Cost of equity 15,05%
Risk-free rate (continuous) 8,77%  Cost of debt 3,80%  Group Weighted average interest rate / Adidas AG 2013 Annual Repor
Effective tax rate 31,17% Adidas AG 2013 Annual Report p.247 / Last 10Y effective rate average
_EStimatEd volatility of the 201t 35%  Gearing ratio 0,00% Negative current and forcecasted gearing - conservative view
investment cash flows !
Estimated WACC 15,05%
S 319
E 180
d: 1,757
d. 1,262
®(ds) 0,961
D(d2) 0,897
Russia expansion call option 171

value
Source: * Sportswear market forecasts from Euromonitor

Table 57 - Option to expand further in Russia valuation

Sensitivities - expansion in Russia
2018 cash flow volatility

171 25% 30% 35% 40% 45% 50% 55%
< 105 231 231 231 231 232 233 234
g 130 210 210 210 211 212 214 215
2 155 189 190 190 192 194 196 198
E 180 169 169 171 173 176 179 183
» 280 94 100 106 112 119 125 132
= 380 45 54 63 71 80 88 97
N 480 19 28 36 45 54 63 72

580 8 14 21 29 37 46 55

2018 market share

171 18% 20% 25% 30% 35% 40% 45%
= 105 1 40 231 431 630 830 11029
g 130 0 28 210 410 609 809 11008
- 155 0 20 190 389 588 788 987
E 180 0 14 171 368 567 767 966
po 280 0 3 106 288 484 683 882
= 380 0 1 63 217 404 600 799
« 480 0 0 36 159 331 521 717

580 0 0 21 115 267 446 638

Table 58 - Option to expand further in Russia valuation - sensitivities

The final value of the adidas brand is then the combination of the growth options
values and the brand value without growth:

Final Computation

Adidas brand assuming no growth 8209
Expansion in China option 436
Expansion in the US option 1093
Expansion in Russia option 171
Adidas brand value €m) 9908

Table 59 - Adidas brand value taking into account growth opportunities via Real options
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Considering only these three growth options, the admtand would be worth !'m9
908 The interesting point is that this value is below the valuation we get from the common
royalty relief method. Such a situation may be explained first by our assumptions (maybe not
as ambitious as the one embedded in the companyOs perpetual gromglmgigor), but
also by the restriction to three growth directions made in the options computations, while we
know that adidas is also developing duands and other product categoseshas the NEO
line, not takeninto account at all here for simplificab purposes, and due to the lack of
disclosed information on this topic.

5. Result comparisons and comments

Results summary

The results from each valuation method are gathered in the following table:

Final Computation

€m Low Result High
Royalty relief 7 636 10 438 13 240
Price premium * (47 115) 95383 236 681
Gross margin comparison 27720 32489 39162
Excess cash flow 9904 14 834 22559
Historical costs 10 968 10 968 10 968
Replacement costs 13324 15374 17 424
Transaction multiples 4892 5445 5998
Demand driver 10 962 12843 14724
Price-to-sale difference ratio (Damodaran way) (2582) 6766 14 611
Price-to-sale difference ratio (full market view) n.a. 6098 n.a.
Real options na. 9908 n.a.
Gross approach - benchmark 1 n.a. 7534 na.
Interbrand - benchmark 2 na. 7535 n.a.
BrandFinance - benchmark 3 na. 7776 na.
Crédit Suisse - benchmark 4 na. 14 400 n.a.
Mean 11 601
Median 10173
Methods valuations mean 12516 34%
Benchmarks mean 9311
Methods valuations median 10703 40%
Benchmarks median 7 656
Income approaches mean 38 286
Income approaches mean (exclu. Price premium) 19253
Cost approaches mean 13171
Market approaches mean 7788
Income approaches mean 23661
Income approaches mean (exclu. Price premium) 14 834
Cost approaches median 13171
Market approaches median 6432

* excluded from statistics

Table 60 - Adidas brand value - valuations summary

We mapped these results in a football field to aybetter view on their distribution,
taking into account sensitivities. In order for the graph to be clearer, we intentionally excluded
the price premium goach result, which leads éxtremely high valug
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Median Mean

Crzdit Suisse|- benchmark 4
BrandFinance|- benchmark 3 |
Interbrand - benchmark'2 |
Gross approach - benchmark| 1 |
Real option$

Price-to-sale difference ratio (full market viéw)

Price-to-sale difference ratio (Damodaran W
Demand driver
Transaction multiples| [
Replacement cost _
Historical cost$ |
Exgess cash Rd m

Gross margin comparisbn R

Royallty relief *

(5'000)" 10" 51000 101000 15000 201000 25000 301000 351000 401000

Table 61 - Adidas brand value - valuations summary - football field

We finally mapped the exact results wet gmmd benchmarks, according to the
approach they use. We obtadthe following results:

Benchmark range

Gross approac| |
CrZdit Suisse i

BrandFinance |

Interbrand |

Real options

Price-to-sale difference ratio (full market view)

Price-to-sale difference ratio (Damodaran way)

Demand driver

Transaction multiples

Replacement cost

Historical costs : |

Excess cash Ro

Gross margin comparison

Royalty relief

0 5000 10000 15000 20000 25000 30000 35000
Table 62 - Adidas brand value - valuations summary - distribution versus benchmarks
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Observed trendsand comments

Our first observation is that the results we get are very dispersed, from 4#55
using the transaction multiple approach, to 8 383 using the price premium approadh.
the range is spectacular, dispersion between results is one of tlsndstand valuations as
pinpointed in our benchark part and in Salinas (2009)What is more, dependingno
approaches, some methods l¢éadesults highly sensitive to assumptions (e.g. gross margin
comparison approach, excess cash flow and Damodaran version of thdo{gates
difference ratio). Nevertheless, excluding extreme results, most of the valapfiooaches
lead to resultsvithin or not far from the benchmarks range.

- Compared to benchmarks

As explained in part I11.4.1, we took as benchmarks tipiadties valuations from
Interbrand, BrandFinance and CrZdit Suisse Research, and our gross valuation. The
benchmarks thus range fromm 7 535 (Intertrand, equal with our gross valuation
benchmark) to !m14 400 from CrZdit Suisse Research.
If we now look at the distribution of our valuation resulige observe thatour
methods leado results within the benchmark range (roya#lief, demand driver approach,
the real option approaand historical costs approgckour methods results fall not far from
the benchmark range
- Excess cash flow approach, 3% higher thaAd@ Suisse approadihich is the upper
bound of our benchmark range)

- Replacement cost approachp higher than CrZdiSuisse bnchmark;

- Both priceto-sales difference approaches, leading to results 10% and 22% lower than the
benchmark range lower bound (!m 6 766 and Im 6 098).

On the other handhreeapproaches lead to te@me results:

- The price premium approach leads to a result of9m1383 562% higher than the CrZdit
Suisse benchmark (upper limit of the benchmark range);

- The gross margin comparison approach, leading to a result of Im 32 489, 126% higher
than thebenchmark upper limit;

- The transaction multiple approach, valuing adidas at 'm 5 443, 28¥er than the
Interbrand valuergépresenting the range lower bolund

Interestingly,amongthe methods leading to values within the benchmark range are the
two methals highlighted by Salinas and Ambler (2009) as preferred by practitioners (see part
[1.5): the royalty relief and the demand driver an€he place othe demand driver one may
seem m contradiction with its attributes (high level of subjectivity amdh number of
hypotheses Nevertheless, looking at how it is computed and to tHoaer$e, one could see
that for very stable and established brands like the one we valued, the strength score (which is
the most subjective part of the valuation) has a low itpadhe multiplier and thus on the
final value, leaving most of the valuation job to the brand earnings differeftmlpresence
of the real options approach within the benchmark range is partly due to iteB236e on a
royalty relief approach. Thenost surprising one within the range is the historical cost
approach, supposed to lead to floor values according to literature but leading here 10 a mid
range valuation.

54
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In terms of mean and median, both indicators are slightly higher for our valuations

than for the benchmarks:

- Our sample mean is of Im 1816while the benchmarks one is of @& 311
- Our sample median amounts to 'm @3 while the bencimark sample median is of !'m

7 65%.

- By type of valuation approach

The following graph highlights thealuation distribution by type of approach:

Gross approach

CrZdit Suisse

BrandFinancé

Interbrand

Real option$

Price-to-sale difference ratio (full market viéw)

Price-to-sale difference ratio (Damodaran way)

Demand driver

Transaction multiplé's

Replacement costs

Historical cost$

Excess cash Rdw

Gross margin comparisbn

Royalty relief

10"

Median Mean

5l000

10000 151000 20l000 25000 30l000 35000

Table 63 - Adidas brand value - valuations summary - distribution by approac

At first sight, trends depending on the valuation approach seem obvious, but are not
necessarily in the direction we expected them.

Indeed, according to the literature review, we expected cost approadiegsesent
floor values for the adidas brand. On theatcary in our results, they lead to mignge or
upper bound valuati@both above our sample medjaespite the fact that we started to take
costs into account long after the brand creation (1948ug€1999). This could be explained

by the facts that:

- Both method do not take into account the amortisation of costs: indeed, some marketing
campaigs aim at constructing the brand further, stretching it, while other are only
maintenance ones, which netedbe repeated every year and are aimed at maintaining the
current value of the brand without expanding it. Ideally, tHa#er costs should not be
taken into account but distinguishing them based on annualséponpossible;

- The brand constructiois not linear, some costs may have led to failures as we explained
in part Il, nevertheless as for the above pointaistg those costs is difficult;
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- The 75% chosen may be too high for adidas and should be reduced, nevertheless the
necessary informatiomo do so is unfortunately not available, hence our reliance on
literature suggestions.

Turning now toward incombased approaches, we observe that their results are very
dispersed. Both comparisons with a GbandedO company lead to extreme resultsggro
margin comparison and price premium approaches). Interestingly these two methods are also
the ona requiringmore indepth analysis of operationsn explanation to that could be that
in the end, the value of the brand is not linear with the number of psxhidtand with the
price of productge.g. lwury brands may sell productsm@ices similar with premium brands
but have a much higher bramdlue) What is more, comparing a multinational wattyoung
companyis not necessarily relevant despite their comparability in terms of products. The size
of the company should also be taken into account and adidas AG is not a multinational
company only bcause of its brand management but also because of its history, its
managemerdnd peoplethe business opportunities it himcthe pastThese later elements are
wrongly taken into account in the valuation as relating to the brand value. What is mere thes
methods highly depend on the company to which we compare. Ultrasonic, despite its quality
in terms of information and comparability, may not be the best choice. Contrary to what we
thought in part Il, these method®uld thus be the leastlevant despé of beingntuitive.

On the other hand, excess cash flow and royalty relief approaches lead to results more
in line with our benchmarks. Note as well that the royalty relief method teadsults in the
low range of incomdased approaches and in thghhaiange of markebased approaches,
while it is also a method that coule loonsidered in both categories. Indeed, the royalty rate
taken isestimated based on comparable transactions. The same observation applies to the
demand driver approach, classified our paper in as markéased but having also
characteristics of the inconfsed approaches, and to the real options one.

Looking at markebased approaches, excluding the demand driver approach, which
result ranges in the middle between incdmasedresults and other markbasedmethods
due to its dual approach, we observe that the results from these methods are concentrated in
the lower bound of our valuations, in line with our gross approach (which is as well market
based). Does it imply that mats are valuing the brandl @lower price than managememt
brokers, being unable to reallynderstand andeflect its upward potential®oes it reflect
prudence from marketoward intangible assets in general?

In the end from the above observationse could infer that for adidasarketbased
approaches would tend to undervalue the brand compared to our benchmarks, while income
based and codtased approaches would tend to lead)y some casesto significant
overvaluation. In a way, markesgem to nsunderstand thadidasbrand value and tis not
consider it as they shouldhile methods based on internal information (frommw@al reports
or brokers notesnotes being ofte based on magament forecasts) seemdweerestimate the
brand importance, anithusits value.Reasons for markdtased method undervaluation may
be the following:

- adidas is part of a Group in which it is thesbperforming brand. As explained by
Deutsche Bank Equity Research, investors historically apply a dis(maoind 25%)o
adidas Group valyen orderto reflect the burden of ngmerforming brands the portfolio
(Salomonuntil 2005, Reebok from 2006 to 2009). The piticesales ratio considering first
the whole group before restricting to the brand thus takes this disotmaccount.

- The brands used as comparable in the transaction msikippgoach where all acquired at
some point, meaning that they were not performing well (e.g. Salomoaj},least that

76



thereweresome room for improvement by the acquirer to justify acquisition, hence again a
potential discount on the multiple applied to adidas brand sales.
Mixed approachegroyalty relief, demand driver, real options) seenietmd to more
credible results.

- By details needed and number of parameters

Gross approach
Crédit Suisse
BrandFinance

Interbrand

Real options |j:|
Price-to-sale difference ratio (full market view)

Price-to-sale difference ratio (Damodaran way)

Demand driver
Transaction multiples
Replacement costs
Historical costs I
Excess cash flow

Gross margin comparison

Royalty relief

0 5000 10 000 15 000 20 000 25 000 30 000 35000

Table 64 - Adidas brand value - valuations summary - distribution according to required level of detail

Interestingly, methods pinpointeith part I1.5. to be requiring a high number of
assumptions and-depth research within detailed indicators (e.g. volume sold, unit price) are
also the ongleading to the highest valuationghe only exception to this rule seems to be the
real option approach. Nevertheless, this method is 82% based on a royalty relief approach,
which may explain itsnore credibleutput.

Thus,in the case of adidathe moresimple the approactsed the more reasonable
and accurate the valuation result seems to be, when compared to a benchmeark.
comparison between our gross valuation approach result (!'m 7 534) and the Interbrand
benchmark (Im 7 535) speaks for itself.

Attributes for a method to value brands correctly

Based on our observations above, to value the adidas brand correctly, the selected
method should:
- Be a mixed approach between maskased and incomigased approaels
- Be simpek, require neither many hypo#esnor a high level of detalil.

Based on these criteria and dre tdistribution of results we gdrom the methods
application, our studpn adidasconfirms the choice opractitioners and the conclusiarf
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Salinasand Ambler (2009)the two best methods value brands as fairly as possible, despite
their multipledisadvantages stated in part Il and the approximation in their application due to
the restrictions embedded in public informatiamuld be the royalty relief and the demand
driver approaches. 8thods related to the above two also lead to similar results (real option
approach).The only surprise here is the presence of the historical costs method in the mid
rangevaluations but we think this is not a frequent result and is due to the diffieedtyrad

to isolate properly costs. We do not retain this method as one of tisedbedb theabove
mentionedreasons and following its significant disadvantagasiong all its backward
looking approachind lack of recognition in both the academic prattitionersO worl@ee

[1.5.).

In the end, asupposedlyfair valuation range for the adidas brand, narrower than the
benchmark range, could be defined as between the royalty relief approach and the demand
driver one, i.e. from !m 10 438 to !m12 843 (mwte that this range includdéoth sample
median and mean).

6. Brand valuation: OAnN Art, not a scienceO?

As above stated, our conclusion is based on our study of the adidas brand value and on
the distribution obtained depending on the methods. Neverthelesgpinted by Salinas
(2009), the royalty relief and demand driver methods are the most used in a commercial
approab®. Our benchmarks being all practitionefas opposed to academicsyur
observations areecessarily biased in this direction. Salina@0@ highlights that academics
tend to criticize those two methods, preferring a priesales difference approach or a stock
price movement approachn the end, the lack of consensus may be due to the recentness of
the subject, and to the difficult balzeto find between timeconsumption / sophistication and
relevance of the methods.

Despite the large range ofitputvalues, the use of several methods has the advantage
to, at leastprovide us with a range of values to attribute to the brand, after exclusion of
extreme resultdn our case, despite the disadvantages of each method pinpointed in part II,
and the additional level of subjectivity embedded in their application in part Ill, due to the
lack of available information, we managed to get results not so dispersed but concentrated
around our benchmarkdVhile rational methods allow the range estimate, the choice of an
exact number is still nebulous and more related to subjective ideas or negdegatures.
Putting a number on a brand may thus be far fradiaia valuedas accounting would require
it, and the output should probably not be booked in balance sheet as currently claimed by
many due to the volatility and uncertainty it would creaténancial statements, that should
be viewed asautiousand certain.

Nevertheless, if we return to the definition of fair value we gave at the beginning of
the thesi¥, the fair value estimate necessarily bears a pastigjectivitydepending on who
is considering the brand and to the negotiation ability of the parties in the transaction. Such
attributes are not in conttection with the above paragraph. Brand valuation would thus be
based in its first step on OscienceO, but on fait®final outpw, after restriction of the
possible valueddowever, these characteristics are inherent to any asset valuation.
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OThe price that would be paid shouldabset valued be transferred from an entity to another in a transaction. It is thus considered as the objective price for
an asset, and may not coincide with the market price, which can sometimes include discounts or premiums.O
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Conclusion

The objective of this study was to gather and classify the main existing approaches to
brand valuation, and apply them to aagiical @se, adidas, to isolate the measicurate
methods to be applied. In the second part, we pinpointed the advantages and disadvantages of
each method as reported by authors sunggested a classification basmd their estimated
accuracy and difficulty foapplication. The third part objective was to validate and refine the
second pafddindings for thespecific case of thadidas brand.

As a result, we undemdd why brand valuation iperceived as nebulousné
subjective based on the diversified results we gmtadidas Many of the points highlighted
as importansteps to look ain part Il were in the end not feasible from public information
(e.g. the split within royalty rates)he intuitively mostaccuate approaches were finally the
ones leading to the most extreme results; thgposediower-bound appraches finally
resulted inmid to high range outputs. Nevertheless, we were still able to determine a
reasonable valuation range for the adidas brandesmany values tended still to be
concentratedaround our initial benchmark§he approaches apparently leading to the best
valuations were the royalty relief one (and its derivatives) and the demand driver one, which
are alreadythe two methods mogtraised by practitions as stated by Salinas (2008jom
our results observatisnwe derived that the attributes of methods leading to reasonable and
consensual valugs the case of adidaseem to be having a mixed approach (both market
based and incomleased), taking into account both management and market unearketing,
financial and legal viewsand being simple i.e. requiring neither many hypotheses nor deep
delving into detalils.

Nevertheless, the twanethodshighlighted abovestill lead to resultswith 23%
difference. Finding a range of values seeimus to be perfectly achievable from public
information, but finding the right figure, the exact fair value of the brand that reftects
correctlyin monetary termstill relieson even moreubjectivefeatures like negotiation and
valuatorOs experience of the brafidinding the valuation range hasecome sufficiently
rational,finding the exact value may still be considereddartO, particularly dueviduation
ranges muchlargerthan for any assée.g. companies).

As a conclusion, brand valuation is still an under research topic and if more advanced
models will probably be designed in the following years, the main challenge is still to design
modelsboth supported by academics aapplicableby practitioners to be interesting in terms
accuracy versusme-consumption.

Rationalising completely a dream, an experience and thus valuing brands will
probably always remain a controversial issue.
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Appendices

Appendix 1 DAdidas AG balance sheebaccounting view

Adidas AG Balance sheet - accounting view

€m 2013 2014 2015 2016
Cash and cash equivalents 1587 1142 1442 1821
Short-term financial assets 41 41 41 41
Accounts receivable 1809 1 865 1965 2072
Inventories 2634 2 689 2 849 3020
Income tax receivables 86 86 86 86
Other current assets 689 689 689 689
Assets classified as held for sale 11 11 11 11
Total current assets 6857 6523 7083 7740
Property, plant and equipment 1238 1379 1523 1 660
Goodwill 1204 1204 1204 1204
Trademarks 1419 1 469 1519 1569
Other intangible assets 164 164 164 164
Long-term financial assets 120 120 120 120
Deferred tax assets 486 486 486 486
Other non-current assets 111 161 176 191
Total non-current assets 4742 4983 5192 5394
Total assets 11599 11506 12275 13134
Short-term borrowings 681 100 100 100
Accounts payable 1825 1881 1982 2090
Income taxes 240 240 240 240
Accrued liabilities and provisions 1597 1597 1597 1597
Other current liabilities 389 389 389 389
Liabilities classified as held for sale - - - -
Total current liabilities 4732 4207 4308 4416
Long-term borrowings 653 500 400 300
Pensions and similar obligations 255 260 265 270
Deferred tax liabilities 338 338 338 338
Non-current accrued liabilities and provisions 89 89 89 89
Other non-current liabilities 51 51 51 51
Total non-current liabilities 1386 1238 1143 1048
Share capital 209 209 209 209
Reserves 321 321 321 321
Retained earnings 4959 5539 6302 7148
Shareholders' equity 5489 6069 6832 7678
Minority interests (8) (8) (8) (8)
Total equity 5481 6061 6824 7670
Total liabilities and equity 11599 11506 12275 13134

Source: Deutsche bank Equity Research Adidas Report (March 5th 2014)

Table 65 - Adidas AG Balance sheet forecast - Accounting view
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Appendix 2 DAdidas AG 2013 Annual reportBimpairment on intangible assets

Intangible assets (except goodwill)
Intangible assets are valued at amortised cost less accumulated amortisation (except for assets with indefinite
useful lives) and impairment losses. Amortisation is calculated on a straight-line basis taking into account any
potential residual value.

Expenditures during the development phase of internally generated intangible assets are capitalised as
incurred if they qualify for recognition under IAS 38 “Intangible Assets”.

Estimated useful lives are as follows:

Estimated useful lives of intangible assets

Years
Trademarks indefinite
Software 5-7
Patents, trademarks and concessions 5-15

The adidas Group determined that there was no impairment necessary for any of its trademarks with indefinite
useful lives in the years ending December 31, 2013 and 2012. In addition, an increase in the discount rate of up to
approximately 1.5% or a reduction of cash inflows of up to approximately 20% would not result in any impairment
requirement.

Page 199

The recoverable amount is determined on the basis of fair value less costs to sell (costs to sell are calculated with
1% of the fair value]. The fair value is determined in discounting notional royalty savings after tax and adding a tax
amortisation benefit, resulting from the amortisation of the acquired asset (“relief-from-royalty method”). These
calculations use projections of net sales related royalty savings, based on financial planning which covers a period
of four years in total. The level of the applied royalty rate for the determination of the royalty savings is based on
contractual agreements between the adidas Group and external licensees as well as publicly available royalty rate
agreements for similar assets. Notional royalty savings beyond this period are extrapolated using steady growth
rates of 1.7% (2012: 1.7%). The growth rates do not exceed the long-term average growth rate of the business to
which the trademarks are allocated.

The discount rate is based on a weighted average cost of capital calculation derived using a five-year average
market-weighted debt/equity structure and financing costs referencing the Group’s major competitors. The
discount rate used is an after-tax rate and reflects the specific equity and country risk. The applied discount rate
depends on the respective intangible asset being valued and ranges between 6.8% and 8.8% (2012: between 6.5%
and 8.4%).

Page 200
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Appendix 3DMarket shares by geography

World sportswear market - Company Shares (by Global Brand Owner)

In % 2008 2009 2010 2011 2012 2013
Nike Inc 13,4 14,0 13,4 13,7 14,5 15,0
adidas Group 10,4 9,9 10,1 10,5 10,7 10,8
VF Corp 1,6 1,7 18 2,9 3,0 3,1
Kering SA - - - - - 2,1
Asics Corp 1,1 1,3 1,4 1,6 1,6 15
Columbia Sportswear Co 1,0 1,0 11 1,2 1,3 1,2
Under Armour Inc 0,4 0,5 0,6 0,7 0,9 1,1
Mizuno Corp 0,8 0,8 1,0 1,0 1,0 1,0
Skechers USA Inc 0,9 0,9 1,2 0,8 0,8 0,9
Hanesbrands Inc 0,7 0,7 0,7 0,7 0,7 0,7
New Balance Athletic Shoe Inc 0,7 0,7 0,6 0,6 0,6 0,6
Fila Holding SpA 0,4 0,5 0,6 0,6 0,6 0,5
Lululemon Athletica Inc 0,1 0,1 0,2 0,3 0,5 0,5
Anta (China) Co Ltd 04 0,5 0,6 0,7 0,6 0,5
Wolverine World Wide Inc 0,5 0,4 0,5 0,5 0,5 0,5
Oxylane Group 0,3 0,3 0,3 0,3 0,3 0,4
Li Ning Co Ltd 0,5 0,7 0,7 0,6 0,5 0,4
Xtep International Holdings Ltd 0,2 0,3 0,3 0,4 0,4 0,3
Descente Ltd 04 0,4 0,4 04 0,4 0,3
361 Degrees International Ltd 0,2 0,3 0,4 0,5 0,4 0,3
Geox SpA 0,4 0,4 0,3 0,3 0,3 0,3
Peak Sport Products Co Ltd 0,2 0,3 0,3 0,4 0,2 0,2
Pentland Group Plc 0,1 0,2 0,2 0,2 0,2 0,2
Beijing Toread Outdoor Products Co Ltd 0,0 0,0 0,0 0,1 0,1 0,2
Vulcabris azalZia SA - - - 0,3 0,3 0,2
Kolon Group 0,1 0,1 0,1 0,1 0,2 0,2
Russell Corp 0,2 0,2 0,2 0,2 0,2 0,2
Mr Price Group Ltd 0,1 0,1 0,2 0,2 0,2 0,2
Quiksilver Inc 0,2 0,2 0,2 0,2 0,2 0,2
Exceed Co Ltd 0,2 0,2 0,3 0,3 0,2 0,2
Sportmaster Group 0,0 0,1 0,1 0,1 0,1 0,1
Arena Holding SpA 0,1 0,1 0,1 0,1 0,1 0,1
Jack Wolfskin AusrYstung fYr Drau§en GmbH & Co KGaA 0,1 0,1 0,1 0,1 0,1 0,1
Iconix Brand Group Inc - - - - 0,1 0,1
Hongxing Erke Group 0,2 0,2 0,2 0,2 0,1 0,1
PVH Corp - - 0,0 0,0 0,1 0,1
Deckers Outdoor Corp 0,1 0,1 0,1 0,1 0,1 0,1
H&M Hennes & Mauritz AB 0,1 0,1 0,1 0,1 0,1 0,1
LS Group 0,1 0,1 0,1 0,1 0,1 0,1
Aigle Sarl 0,1 0,1 0,1 0,1 0,1 0,1
BasicNet SpA 0,2 0,3 0,3 0,2 0,1 0,1
Achilles Corp 0,1 0,1 0,1 0,1 0,1 0,1
China Sports International Ltd 0,2 0,2 0,1 0,1 0,1 0,1
K Swiss Inc 0,1 0,1 0,1 0,1 0,0 0,0
PPR SA 1,8 2,3 2,3 2,3 2,2 -
Warnaco Group Inc 0,1 0,1 0,1 0,1 - -
Timberland Co, The 0,9 0,9 1,0 - - -
Vulcabris SA 04 0,4 0,5 - - -
Decathlon SA - - - - - -
Others 60,0 58,1 56,9 55,9 55,1 55,0
Total 100,0 1000 100,0 100,0 100,0 1000

Source: © Euromonitor International (Apparel and Footwear: Euromonitor from trade sources/national statistics)

Table 66 - Sportswear World market share split
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Chinese sportswear market - Company Shares (by Global Brand Owner)

In % 2008 2009 2010 2011 2012 2013
Nike Inc 13,0 11,7 11,2 12,4 13,9 13,6
adidas Group 11,6 8,7 8,5 9,6 11,9 13,1
Anta (China) Co Ltd 53 6,1 6,8 7.4 6,5 57
Li Ning Co Ltd 7,2 8,0 8,0 6,9 5.2 4,1
Xtep International Holdings Ltd 29 34 3,8 4,6 4,4 3,8
361 Degrees International Ltd 2,7 3,6 4.4 5,1 4.6 3,6
Peak Sport Products Co Ltd 2,2 3,1 3,8 4,0 25 2,4
Asics Corp - - - 2,0 2,1 2,2
VF Corp 0,4 0,5 0,7 1,2 1,7 2,1
Beijing Toread Outdoor Products Co Ltd 0,3 0,3 0,5 0,9 1,3 2,1
Exceed Co Ltd 2,8 2,8 3,2 3,6 2,7 17
Columbia Sportswear Co 0,3 0,4 0,5 0,9 1,2 1,4
Hongxing Erke Group 2,5 25 2,2 1,8 14 11
BasicNet SpA 3,3 3,5 3,3 2,0 1,2 0,8
Jack Wolfskin AusrYstung fYr Drau§en GmbH & Co KGaA 0,1 0,1 0,2 0,3 0,6 0,8
Hosa International Ltd 0,3 0,3 0,3 0,6 0,7 0,8
Kering SA - - - - - 0,7
China Sports International Ltd 2,2 2,4 1,3 0,9 0,8 0,6
Under Armour Inc - - 0,2 0,2 0,3 0,3
PPR SA 0,6 0,6 0,7 0,7 0,7 -
Timberland Co, The 0,1 0,1 0,2 - - -
Others 42,3 42,1 40,4 34,8 36,4 39,1
Total 100,0 100,0 100,0 100,0 100,0 100,0
Source: © Euromonitor International (Apparel and Footwear: Euromonitor from trade sources/national statistics)

Table 67 - Chinese Sportswear market share split

US sportswear market - Company Shares (by Global Brand Owner)

In % 2008 2009 2010 2011 2012 2013
Nike Inc 16,2 17,7 17,0 174 188 20,2
VF Corp 3.1 30 34 59 59 59
adidas Group 6,0 54 6,0 6.3 56 54
Under Armour Inc 1,2 1.5 1,7 2,1 2,5 29
Skechers USA Inc 23 24 33 2,0 19 23
Hanesbrands Inc 2,1 2.2 2,2 2,1 2.2 2.1
Columbia Sportswear Co 15 15 1.8 18 1,7 1,6
Wolverine World Wide Inc 14 13 1.5 1,5 1,5 14
New Balance Athletic Shoe Inc 14 1.5 14 14 14 14
Kering SA - - - - - 12
Lululemon Athletica Inc 0,1 0,2 04 0,7 10 1,1
Asics Corp 0,7 0.8 09 09 09 09
Russell Corp 0,6 0,6 0,6 0,5 0,5 0,5
Deckers Outdoor Corp 0,2 0,2 0,2 0,2 0,3 0,3
PVH Corp - - - - 03 03
Fila Holding SpA 0,1 0.2 0.2 03 0.2 03
Iconix Brand Group Inc - - - - 0,2 0,2
Gap Inc, The - - 0,0 0,1 0,1 0,1
Brooks Sports Inc 0,1 0,1 0,1 0,1 0,1 0,1
K Swiss Inc 03 03 0.2 03 0,1 0,1
PPR SA 13 13 14 1,5 14 -
Warnaco Group Inc 0,3 0,3 0,3 0,3 - -
Timberland Co, The 22 2,1 2,3 - - -
Others 58,6 574 55,0 54,6 534 51,5
Total 100,0 100,0 1000 1000 100,0  100,0

Source: © Euromonitor International (Apparel and Footwear: Euromonitor from trade sources/national statistics)

Table 68 - US Sportswear market share split
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Russian sportswear market - Company Shares (by Global Brand Owner)

In % 2008 2009 2010 2011 2012 2013
adidas Group 144 19,5 20,2 21,1 222 224
Nike Inc 57 6,7 64 6,3 6,0 59
Sportmaster Group 14 2,7 34 4.0 42 4.5
Columbia Sportswear Co 3,1 39 37 38 38 33
Oxylane Group 0,7 14 2,1 23 2,7 30
Kering SA - - - - - 1,5
Bosco Di Ciliegi Group 03 0,6 0,6 0,7 0,6 0,7
Asics Corp 0,1 02 04 04 04 04
Iconix Brand Group Inc - - - - 04 04
Intersport International Corp (IIC) 0,3 0,3 04 0,3 0,3 0,3
VF Corp - - - 0,2 0,2 0,2
PPR SA 14 1,6 1,7 1,6 1.5 -
Others 72,5 63,1 61,2 59,3 57,1 574
Total 100,0 100,0 100,0 100,0 100,0 100,0

Source: © Euromonitor International (Apparel and Footwear:

Table 69 - Russian Sportswear market share split

Euromonitor from trade sources/national statistics)

87



Appendix 4 DAdidas AG Free cash flowforecast

Hypotheses
Effective tax rate 31.2% g?;d25§59§013 Annual Report p.247 / Last 10Y effect
Computations

2013 2014 2015 2016
EBIT 1202 1283 1571 1795
Taxes on EBIT (375) (400) (490) (560)
Change in WCR 446 55 159 170
D&A 346 308 315 332
Net Capex (474) (505) (515) (525)
Free cash-flow 1145 741 1040 1212

Source: Data from Deutsche bank Equity Research Adidas Report (March 5th 2014), own computation
Table 70 - Adidas AG Free cash-flow forecast
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