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Abstract: This thesis explores a fundamental pairs trade strategy of adidas and PUMA. The
strategic analysis highlights their shared strengths in global reach, sustainability, and women’s
sportswear, with both relying on Asian sourcing. Adidas focuses on innovation and dominance
in Europe and Greater China, while PUMA’s agility and youth focus drive growth, particularly
in Emerging Markets. The valuation emphasizes PUMA’s undervaluation and growth potential
versus adidas’ overvaluation and higher risk. The long PUMA, short adidas strategy proves

robust, offering investors a promising opportunity for risk reduction and relative returns.

Keywords: Fundamental Pairs Trade, adidas, PUMA, Strategic Analysis, Product Portfolio,
Regional Differentiation, Sourcing and Production, Sustainability Strategy, Company
Valuation, Discounted Cash Flow, Scenario Analysis, Risk Management, Investment

Proposition

This work used infrastructure and resources funded by Fundagdo para a Ciéncia e a
Tecnologia (UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences Datal ab,
Project 22209), POR Lisboa (LISBOA-01-0145-FEDER-007722 and Social Sciences

Datal ab, Project 22209) and POR Norte (Social Sciences Datal ab, Project 22209).



Group Part

Introduction

In this paper, a detailed analysis of a pairs trade strategy of adidas and PUMA has been
conducted. The goal is to assess whether a long position in PUMA combined with a short
position in adidas could yield profitable returns by exploiting PUMA’s relative strengths and
adidas’ vulnerabilities. The motivation behind this study lies in the contrasting outlooks for the
two companies. While adidas faces operational challenges, such as profitability volatility,
inventory issues and weaker growth in key regions, PUMA has proven consistent market share
gains, particularly in high-potential Emerging Markets. This divergence, coupled with sector-
wide trends such as rising consumer demand for performance and lifestyle products, presents a
compelling case for leveraging a fundamental pairs trade to generate alpha. Key valuation
insights reveal potential mispricing in both companies’ stocks. PUMA offers greater upside
potential, while adidas faces downside risks. The findings recommend a zero-cost portfolio with
a long position in PUMA and a short position in adidas. PUMA stands out as a strong candidate
for a long position due to its consistent growth in Emerging Markets. The company’s focus on
fast-growing footwear and innovative product offerings aligns well with evolving consumer
preferences, enhancing its profitability. Additionally, PUMA has demonstrated superior
operational efficiency, with effective working capital management and shorter inventory
turnover cycles compared to adidas. Its agility in responding to market trends, such as the rising
demand for athleisure and sustainable products, further underscores its competitive edge.
Strong brand resonance, particularly among younger demographics, positions PUMA for
sustained financial outperformance. Conversely, adidas presents several vulnerabilities that
make it a suitable candidate for a short position. The company faces operational challenges,
including persistent inventory issues and inefficient working capital management, which
undermine profitability. Its heavy reliance on mature markets limits its growth potential

compared to PUMA’s success in high-growth regions. Financially, adidas faces margin



Group Part

compression due to higher marketing expenses and operational inefficiencies. With its stock
appearing overvalued relative to its growth prospects, and its slower adaptability to intensifying
megatrends, adidas faces heightened risks, further supporting a short position. These findings
collectively strengthen the recommendation for a pairs trade strategy that capitalizes on
PUMA’s growth momentum while hedging against adidas’ challenges. To address risk, the
analysis employs the Fama-French Five-Factor Model to assess exposure to market and
economic variables, with results indicating limited factor-driven risks. Nevertheless, robust risk
management practices are advised, including monitoring market volatility, valuation multiples,
and company-specific developments.

The paper starts with the analysis of the external environment, including macroeconomic and
industry dynamics. Next, a comparative assessment of adidas’ and PUMA’s strategies and
financial performance is conducted. Forecasted financial figures and valuations follow,
highlighting relative pricing inefficiencies. Scenario analyses test the strategy’s resilience under
various conditions, and the final section provides actionable recommendations, supported by
risk management considerations. The findings offer institutional investors, financial analysts,
and portfolio managers a data-driven framework for implementing a pairs trade in the
competitive global sportswear market, capitalizing on PUMA’s strengths and adidas’
challenges to deliver potential outperformance.

Strategic Analysis of adidas and PUMA

Introduction to adidas and PUMA

Adidas, founded in 1949, is a German leader in athletic footwear and apparel, renowned for its
commitment to quality, performance, and innovation in sustainability and technology. Adidas’
roots trace back to 1924 when the Dassler brothers, Adolf and Rudolf, started producing athletic
shoes (Walters 2020). Following the brothers’ business split, Adolf founded adidas, gaining

recognition for its specialized footwear and the iconic 3-Stripes design (adidas 2024d). Today,
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adidas continues to innovate, cementing its position as a global market leader.

PUMA, founded in 1948 by Rudolf Dassler, quickly emerged as a key player in the sportswear
market. Known for pioneering the football boot with screw-in studs and achieving world
records with its running shoes (PUMA 2024d), PUMA later expanded into sports apparel to
increase visibility and cater to athletes’ diverse needs. The company’s vision is to be the world’s
fastest sports brand, blending sport and culture to push innovation and appeal to both athletes
and fashion-conscious consumers (PUMA 2024e).

Both adidas and PUMA capitalize on the expanding sportswear market by addressing the
increasing demand for athleisure, fitness culture, and sustainable products. They focus on filling
gaps where consumers look for high-performance, innovative, eco-friendly, and stylish options.
Both target a broad range of consumers across different age groups, genders, and regions. To
meet the diverse needs of their global customer base, they offer a wide variety of products
across the three segments.

Product Portfolio

Footwear is the most significant product category for both adidas and PUMA, contributing
heavily to their revenues. As of mid-2024, adidas’ footwear segment accounted for 60% of its
total revenue, while PUMA’s footwear made up 54%, making adidas slightly more reliant on
this segment. Both brands have a strong presence in key sports such as football, running, and
basketball, with adidas also catering to niche markets like golf and rugby. PUMA, meanwhile,
distinguishes itself with a focus on motorsports, an area where it has established clear
leadership. The post-pandemic trend for running products has been a key driver for both
companies (Rahman 2023). Adidas has leveraged this trend by accelerating innovation in
running technology, setting ambitious goals to expand its range and enhance its product pipeline
(adidas 2024b, 12). PUMA has also capitalized on this opportunity by prioritizing foam

technology, positioning itself as a credible leader in running performance with endorsements
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from high-profile running ambassadors (PUMA 20243, 211). Moreover, adidas is renowned for
its ability to combine performance with lifestyle products through its iconic adidas Originals
line (adidas 2024c, 5). Adidas’ collaborations with designers further enhance its cultural
influence in lifestyle footwear and lead to the creation of exclusive, limited-edition shoes that
drive strong demand in the lifestyle market. PUMA, by contrast, has a clear focus on youth-
oriented, streetwear-inspired footwear, collaborating with celebrities and influencers to appeal
to younger, style-conscious audiences. Lastly, adidas continues to invest heavily in cutting-
edge technology (adidas 2024a). This poses an opportunity since the market shows increased
demand for smart clothing. PUMA, too, is advancing its product technology, particularly with
innovations in running shoes (PUMA 2024b).

Both adidas and PUMA are capturing the booming athleisure footwear market. However,
adidas’ broader product offering and its strong focus on technical innovation enable it to cater
to the aging population looking for comfortable and premium products. In contrast, PUMA’s
youthful branding, while resonating strongly with younger consumers, may limit its ability to
fully capture the potential of an aging but active population.

Apparel contributes 34% of adidas’ revenue and 31.1% of PUMA’s as of June 2024. Adidas
combines high-performance products with premium fashion, often collaborating with
prominent designers to create collections that balance functionality and style. PUMA, on the
other hand, emphasizes mainstream streetwear and athleisure, appealing to younger consumers
with casual yet sporty designs. PUMA’s strong ties to pop culture have cemented its success in
athleisure, making it a leader in this growing segment driven by comfort-seeking consumers.
Accessories, though a smaller part of revenue, represent a strategic opportunity. Accessories
contribute 6% to adidas’ revenue and 14.9% to PUMA’s. The global accessories market,
expected to grow at a CAGR of 3.0% from 2024 to 2029 (Statista 2024c), presents a potential

growth avenue for both brands. PUMA’s larger share in this category allows it to attract more
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new consumers through affordable, trendy items that serve as entry points for the brand. This
focus on lifestyle accessories aligns with the athleisure trend and positions PUMA to capture
the youth market effectively. However, adidas’ premium positioning in this segment could
make it more attractive to older consumers seeking high-quality and functional accessories.

In conclusion, both excel in performance sports products while catering to lifestyle trends.
Adidas leads in high-tech performance gear and luxury collaborations, making it particularly
well-suited to capturing the aging population’s demand for quality and comfort alongside the
athleisure trend. PUMA, meanwhile, has a sharper focus on specific sports like motorsports and
maintains a strong connection to youth culture and casual fashion. While this ensures PUMA’s
dominance among youth, adidas’ more inclusive appeal positions it better to tap into the
lucrative older generation, a demographic that values comfort, innovation, and versatility.
Demographics

Both adidas and PUMA cater to diverse, global demographics, increasingly targeting women
and younger consumers. Adidas appeals broadly, balancing performance-driven and casual
wear products for men and women. Initiatives like the FIFA Women’s World Cup partnership
and adidas x Stella McCartney women’s team kit underscore its growing credibility among
women (adidas 2024b, 57). These efforts position adidas as a frontrunner in inclusivity and
gender-specific performance gear, reflecting strong alignment with emerging consumer trends.
PUMA emphasizes youth-driven styles and affordability, strongly resonating with younger
women through initiatives like its industry-first women-specific football boots (PUMA 2024a,
210). This targeted approach strengthens PUMA’s brand relevance with its core demographic,
offering a differentiated appeal in a competitive market.

While both brands share a commitment to inclusivity, adidas’ partnerships highlight its
leadership in women’s sportswear, whereas PUMA’s pop culture focus enhances its connection

with younger consumers. Its youth-oriented, accessible positioning could drive superior growth
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potential in Emerging Markets compared to adidas.

Regional Differentiation

Both adidas and PUMA operate globally, adapting their strategies to cater to regional market
demands, sports trends, and cultural preferences. This approach enables them to maintain a
consistent global brand identity while building strong local connections to maximize sales
potential. Despite shared global aspirations, adidas and PUMA exhibit notable differences in
their regional strategies and market positions.

Both companies consider Europe their most significant market due to their shared origins and
strong cultural ties to the region. As of mid-2024, Europe accounts for 32% of adidas’ global
revenue, making it the brand’s largest and most critical region, while PUMA derives 23.8% of
its revenue from Europe. Adidas leverages its heritage, focusing on elite sports performance
and streetwear to cater to both athletes and trend-conscious consumers. PUMA’s strategy
revolves around youth-driven streetwear and aligns with Europe’s football culture. While
adidas benefits from a wider product portfolio and its dominance providing stability, PUMA’s
narrower focus offers growth opportunities among younger audiences.

In North America, adidas and PUMA operate in a fiercely competitive market dominated by
local giants like Nike and Under Armour. Adidas generates 21.5% of its revenue from this
region, while PUMA derives 24.3%, making this its most prominent revenue source and in
relation to adidas more dependent on this market. Both companies target key sports like
basketball and running, but their approaches differ significantly. Adidas strategically integrates
exclusive product releases and collaborations with basketball stars to bolster its market presence
(adidas 2024b, 60). PUMA emphasizes pop culture and athleisure trends, leveraging celebrity
partnerships and streetwear collaborations to attract younger audiences (PUMA 2024c, 6). Both
adidas and PUMA have integrated sustainability as key part of their identities, appealing to eco-

conscious consumers, but the growing anti-ESG sentiment in the US, along with political
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debates around green initiatives, could present challenges that require rapid strategic
adjustments. PUMA’s pop culture partnerships align with US athleisure trends, which could
yield higher short-term gains. However, adidas’ wider portfolio provides resilience and
stability. Both brands will need to balance sustainability initiatives with sensitivity to evolving
public sentiment. To maintain and grow market share, both companies must remain agile,
adapting their product offerings, marketing strategies, and messaging to navigate these complex
dynamics.

Greater China is a high-potential market for both brands. Adidas, with 15.2% of its revenue
from this region, has invested heavily in capturing the rising fitness and streetwear trends
among Chinese consumers (Zhang 2023). Its broad sports offering and the success of adidas
Originals, alongside local influencer partnerships, have solidified its market presence. In
contrast, PUMA, earning 7.5% of its revenue from Greater China, is still expanding its
footprint. It aims to position itself as a credible performance brand, leveraging influencer-led
campaigns and specialized store formats (PUMA 2024e). Although adidas leads in market
share, PUMA’s untapped potential suggests a growth opportunity through its focus on
athleisure trends and localized marketing in this important market.

The Asia-Pacific region presents a diverse landscape requiring nuanced strategies. Adidas has
split the region into Japan/South Korea and Emerging Markets to better address its
complexities. In Japan and South Korea, which account for 5.9% of adidas’ revenue, the brand
caters to demand for exclusivity with adidas Originals and limited-edition collaborations. In
Emerging Markets, it focuses on affordable sportswear for the rising middle class. PUMA,
generating 4.8% of its revenue from the region excluding Greater China, emphasizes its
youthful and fashion-forward appeal in Japan and South Korea while balancing affordability
and style in markets like India. Both brands face stiff competition from agile local players who

dominate through stronger price advantages and closer consumer ties.
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Latin America represents another key growth market, contributing 11.4% of adidas’ revenue
and 14.9% of PUMA’s. Adidas adopts a broad pricing strategy to reach consumers across
economic segments, ensuring accessibility while maintaining its competitive edge against local
and global brands. PUMA’s approach is youth-centric, focusing on trendy, cost-effective
products that balance functionality and style. Regional influencer partnerships and athlete
endorsements further enhance PUMA’s appeal in this market. Given PUMA’s relatively larger
revenue share from Latin America, it may have greater potential to capitalize on the region’s
growing GDP and decreasing inflation compared to adidas.

In the Middle East and Africa, both companies emphasize cultural sensitivity to connect with
diverse consumer bases. Adidas, which generates 13% of its total revenue from its Emerging
Markets segment that includes the Middle East and Africa, tailors its offerings with hijab-
friendly sportswear and modest activewear for women, reflecting a commitment to inclusivity.
PUMA, generating 18.7% of its revenue within its EEMEA region, adopts a similarly tailored
approach to engage distinct consumer groups, aligning its marketing with local customs.
While adidas and PUMA share overarching goals of regional adaptation and global consistency,
their strategies differ in execution. Adidas leans toward premium and performance-driven
offerings, whereas PUMA adopts a youth-oriented, accessible approach, heavily influenced by
pop culture and athleisure trends. These contrasting strategies highlight the brands’ unique
paths to maintaining relevance and competitiveness across diverse global markets.

Sourcing and Production

Both adidas and PUMA heavily rely on Asia for their sourcing and production needs, leveraging
the region’s cost-efficient manufacturing capabilities. Adidas has a more diversified sourcing
strategy, with Vietnam and Indonesia contributing 38% and 32% of its footwear production
respectively, while China accounts for 14%. Its apparel production is similarly concentrated in

Asia, representing 91% of the total volume, with Cambodia, Vietnam, and China as key hubs
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(adidas 2024b, 67). Overall, considering all product segments, China accounts for 15.7% of
adidas’ total production. In contrast, PUMA’s sourcing and production are more centralized,
with Asia contributing 95% of its total volume. Within this, China accounts for 32%, followed
by Vietnam at 30% and Cambodia at 13% (PUMA 2024a, 221). This concentrated strategy
allows PUMA to benefit from established supply chain networks and significant cost
efficiencies. However, its heavy reliance on Asia, particularly China, exposes PUMA to
increased risks from potential geopolitical tensions or economic disruptions. Adidas’ more
diversified approach reduces its supply chain vulnerability, making it less exposed to
disruptions compared to PUMA’s higher market concentration. These risks and their
implications are further explored in Scenario 1.

Sustainability Strategy

Both adidas and PUMA have implemented extensive sustainability strategies, starting with a
focus on making their products as sustainable as possible through the materials used. In 2017,
adidas set the goal to replace all virgin polyester with recycled polyester in all products where
a solution exists by the end of 2024. As of 2023, the company has reached 99% of this target
(adidas 2024b, 91), expecting to make 90% of their entire product range sustainable by 2025
(adidas 2024b, 82). Similarly, PUMA is pursuing ambitious sustainability goals, aiming for
90% of its apparel and accessories products to contain over 50% recycled or certified materials
and 90% of its footwear to include at least one component made from recycled or certified
materials. Additionally, PUMA aims to raise the proportion of recycled polyester used in its
apparel and accessories to 75% by 2025 (PUMA 2024a, 165).

With regards to circularity, adidas has introduced its “Made to Be Remade” line, which allows
customers to return worn-out items to be recycled and repurposed into new products, helping
to reduce waste (adidas 2024b, 92). Circularity is also a priority of PUMA’s sustainability

strategy. The RE:SUEDE project focuses on creating biodegradable shoes. Similar efforts have
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been made in apparel with the RE:FIBRE initiative which enables the recycling of fabric waste
(PUMA 2024a, 156). These initiatives are in an early phase compared to adidas’ “Made to Be
Remade” products, but they represent PUMA’s increasing commitment to waste reduction.

In addition, both companies are part of the Science-Based Targets initiative and have set
ambitious goals to reduce both their own and their suppliers’ greenhouse gas (GHG) emissions.
While adidas aims to achieve climate neutrality in its own operations by 2025 and is working
toward a 30% reduction in total GHG emissions across its entire value chain by 2030, compared
to 2017 levels (adidas 2024b, 84), PUMA has set a more aggressive target, aiming for 90%
reduction in Scope 1 and 2 emissions and 33% reduction in Scope 3 emissions by 2030 (PUMA
20244, 104). These different approaches could have a significant impact on the business if the
importance of sustainability shifts in the future, as explored in Scenario 2, making this an
essential factor for an investment recommendation.

Apart from environmental goals, both companies have showcased initiatives in social
responsibility topics through their partnerships with organizations like the Fair Labor
Association, which ensures oversight of working conditions, prioritizing fair and ethical labor
practices across their entire supply chain (adidas 2024b, 99; PUMA 20244, 262).

In terms of recognition and industry standing, adidas has been widely recognized for its efforts
in environmental sustainability, ranking among the top ten in the industry in the Corporate
Human Rights Benchmark by MSCI ESG rating and among the top three in the KnowTheChain
Benchmark by S&P Global ESG Evaluation in 2023 (adidas 2024f). In contrast, PUMA has
earned a prominent position, ranking at the top of the FTSE4Good in its sector in 2023 and was
part of the Corporate Knights Global 100 Most Sustainable Companies list for the third year in
arow (PUMA 2024a, 34). In addition, PUMA had the highest score among all sports brands in
the S&P Corporate Sustainability Assessment in 2023 (PUMA 2024a, 34), showing its standing

in the industry with regards to sustainability initiatives.
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In conclusion, both adidas and PUMA share common sustainability goals, aligning with
growing ESG trends. While PUMA holds a competitive advantage in achieving impactful
emissions reductions and securing greater recognition in key sustainability rankings, adidas
demonstrates leadership in material innovation, circularity, and human rights benchmarks.
PUMA’s more aggressive targets and stronger external recognition could particularly appeal to
investors seeking measurable outcomes, but adidas’ comprehensive approach positions it as a
strong player in broader sustainability efforts.

Distribution Channels

A balanced distribution mix between wholesale and direct-to-consumers (DTC) channels is
critical for a company, reducing reliance on one channel and the impact of market fluctuations
or shifting consumer behavior.

In 2023, adidas reported 59% of sales through wholesale and 41% through DTC (adidas 2024b,
61). This balanced split shows adidas’ focus on developing its DTC channels, including both
physical retail stores and online platforms. This approach aligns with a broader industry shift
toward e-commerce, reflecting changing consumer preferences especially post-pandemic. By
investing heavily in DTC, adidas can offer a more consistent brand experience, experiment with
unique product offerings, and capture a larger portion of consumer spending. PUMA’s channel
mix leans more heavily on wholesale with 75% of its sales and only 25% from DTC (PUMA
2024a, 351). This structure allows PUMA to leverage its strong retail partnerships to reach
consumers widely and efficiently while maintaining lower fixed costs. However, this heavy
reliance also increases the risk of pricing pressures from retail partners, competition for shelf
space, and fluctuating demand from retailers. PUMA continues to recognize the strategic
importance of DTC for brand control and consumer insights, especially through e-commerce,
which continues to grow. Improving brand loyalty and expanding distribution channels are key

objectives for PUMA, as it seeks to increase its presence in retail spaces and digital platforms
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(PUMA 2024e). PUMA may need to invest more in growing its DTC channels to capture a
larger portion of the digital market.

In summary, while adidas benefits from a balanced approach that combines reach and control,
with an overall stronger DTC presence that could provide resilience against wholesale market
shifts, PUMA’s wholesale focus offers efficiency but bears the risk of market dependency.
Adidas has thus far been more effective than PUMA in addressing the industry’s growing
demand for a strong e-commerce presence. However, both companies are expanding their DTC
channels, highlighting their recognition of this trend and commitment to capitalizing on it.
Technological Development

Adidas and PUMA have recognized the megatrend of technological development and integrated
innovative technologies such as Al into their business processes, albeit with different
approaches and priorities that reflect their strategic goals. Adidas has developed a
comprehensive and established strategy for the use of Al technologies, particularly in e-
commerce. As part of the five-year “Own The Game” strategy launched in 2021, the company
aims to double online sales to EUR 9 billion by 2025 and thus generate the majority of its sales
digitally (Mixson 2022). The focus lies on the digitalization and automation of processes and
the application of machine learning to create personalized product recommendations, enhance
the customer experience and improve efficiency (Mixson 2022). In addition, adidas is working
with external partners to implement advanced tools such as 3D scanning to improve product
visualization and scale e-commerce content production (Castro 2023). PUMA, on the other
hand, takes a more focused approach and uses Al primarily to improve its online sales and
branding. Since March 2024, PUMA has been working with Google Cloud and has migrated
its entire e-commerce operations to this tool, primarily to transform the digital shopping
experience (Google Cloud 2024a). This includes Al-powered personalized product discovery

and the streamlining of online and offline purchases. The Al capabilities will be permanently
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expanded in collaboration with Google, for example, by personalizing website images to the
shopper’s location, which has demonstrated improved click-through rates (Google Cloud
2024b). Al supports PUMA in strengthening direct customer contact by adapting to customer
preferences globally and improving customer loyalty programs, especially in regions like North
America and Greater China, where PUMA currently sees potential to expand its market position
(Bousquette 2024). While this initiative gives PUMA a first-mover advantage in this specific
Al function for e-commerce, the company’s dependence on wholesale channels is an obstacle
to faster growth in direct customer contact, as less customer data is available (Bousquette 2024).
In Research and Development (R&D), adidas shows a consistent and long-term focus on
innovation with relatively constant R&D spending over the last years, apart from the period of
the COVID-19 pandemic (adidas 2024g). This indicates adidas’ commitment to further
developing new technologies and products. Conversely, PUMA has significantly increased its
R&D spend in recent years, including an increase of 33.2% in 2022 and 8.3% in 2023 (PUMA
2024f). This dynamic development underlines PUMA’s efforts to rapidly integrate modern
technologies to streamline business functions. The two companies are also pursuing different
strategies in warehouse management and supply chain. Adidas has integrated its entire data
infrastructure into Amazon Web Services to digitize core processes across the value chain,
optimize inventory management and support DTC sales (Berthiaume 2021). Adidas plans to
invest over EUR 1 billion in digital transformation by 2025 and further expand its internal
technology expertise (Mixson 2022). Meanwhile, PUMA has introduced an Al-driven
warehouse management system with the optimization of in- and outbound processes, timely
order fulfillment and effective inventory control, which has already been implemented in three
regions and enables quick responses to consumer trends (Girschner 2024). PUMA’s goal is to
establish the fastest supply chain in the industry and implement the system globally.

In conclusion, adidas follows a more comprehensive approach to implementing Al
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technologies, which already covers various business areas and positions itself as a technology
leader. PUMA, in contrast, is more focused on e-commerce and branding and is leveraging Al
to strengthen customer loyalty and expand its position in weaker markets. While adidas leads
in technological integration, PUMA’s recent investments may yield quicker consumer-focused
returns, supporting its growth in competitive markets.

Market Perception

While both brands have built a strong brand image and a loyal customer base over time and
enjoyed high levels of awareness, adidas has significantly outperformed PUMA in terms of
popularity and product usage (Figure 2), highlighting a stronger emotional connection with
consumers across the key markets of Germany and the US. However, both brands have faced
reputational challenges. Adidas has faced criticism over its late response to the Kanye West
controversy, who was under scrutiny for antisemitic and offensive comments (Penta 2022).
PUMA’s association with the Israeli Football Association has led to boycotts (Connaughton
2023). This underlines that while both adidas and PUMA benefit from their history and
established brand image, wrong moves can easily lead to a loss of customer trust. They highly
depend on the public’s opinion to continue their success.

Key Findings of Strategic Analysis

In conclusion, both adidas and PUMA exhibit notable similarities in their global reach,
emphasis on women-specific and sustainable sportswear, and significant reliance on Asia for
sourcing. However, they differ in key strategic areas. Adidas adopts a broad approach,
emphasizing performance-driven innovation, maintaining dominance in Europe and Greater
China, and balancing wholesale and DTC channels, making it a more established, yet slower-
moving player. In contrast, PUMA demonstrates agility and a growth-oriented strategy,
appealing to a younger, cost-conscious customer base. It holds untapped potential in North

America and Greater China, leverages expansion opportunities in Emerging Markets, and
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benefits from recent investments in Al and measurable sustainability initiatives. These
differences reflect their unique approaches to navigating the competitive global sportswear
industry.

Valuation of adidas and PUMA

To determine the long-term enterprise value of adidas and PUMA, both cash flow-based and
relative valuation were performed. The resulting share price is compared to the current stock
price to assess whether the stock is overvalued or undervalued. A sensitivity analysis is
conducted for each method, using key value drivers to account for uncertainties in the
assumptions. All valuations are carried out as of June 30, 2024, reflecting the most recent
business figures available for both companies. The discount rates used to determine enterprise
value, along with the methodologies applied, are explained in greater detail below to ensure
that a well-founded investment decision can be made.

Discount Rate

The forecasted future cash flows must be discounted at an appropriate discount rate to calculate
a final enterprise value (Schmidlin 2012). The cost of capital, which represents the minimum
return required to finance operations before generating added value, helps investors to
determine the financial risk of an investment and its potential returns (Saalmuller 2022). The
WACC is the most commonly used method for determining the cost of capital in enterprise
DCF valuations. It incorporates all financing sources by weighting equity and debt according
to their respective market values (CFI 2024c). The WACC comprises three key components
namely cost of equity, after-tax cost of debt, and the targeted capital structure. Each element
and its application for adidas and PUMA is further discussed for clarity.

Cost of Equity

The cost of equity represents the rate of return that is expected by equity investors (Saalmuller

2022). In practice, it is typically calculated using the Capital Asset Pricing Model (CAPM),
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which measures the riskiness of an investment compared to the market (Saalmuller 2022).
The risk-free interest rate, which assumes neither default risk nor reinvestment risk, is usually
determined using the return of a long-term government bond (Damodaran 2008). As this pairs
trade investment strategy targets a global audience, it is crucial to select an appropriate risk-
free interest rate. Due to its high liquidity, the 10-year US treasury bond serves as a proxy for
the global benchmark. However, as the valuation is conducted in EUR, the US risk-free rate on
the valuation date of 4.4% is converted using the 10-year cross-currency basis swap spread.
The approximated global risk-free interest rate, quoted in EUR, therefore amounts to 4.25%
(Bloomberg 2024).

Furthermore, beta quantifies the sensitivity of a company’s stock to market movements,
measuring its systematic risk relative to the broader market (CFI 2024b). Unsystematic risk,
being company-specific, can be mitigated through portfolio diversification and is therefore
excluded from this analysis (CFI 2024b). For adidas and PUMA, the equity beta was calculated
using a regression of their respective daily returns from mid-2021 to mid-2024 against market
returns. Three indices, representing distinct market segments, were selected for this analysis.
The Deutscher Aktienindex, representing the German market, was included as both adidas and
PUMA are headquartered in Germany, despite the index’s relatively small size. The Euro Stoxx
50, which encompasses major companies within the eurozone, was included due to Europe’s
status as one of the most significant markets for both companies. Finally, the Morgan Stanley
Capital International World index was chosen to represent the global developed market,
reflecting the companies’ global operations and exposure to global economic conditions. The
average beta from regressions against these indices was calculated for each stock. The
historically levered betas were adjusted towards the market average of one (CFI 2024a) to
estimate future betas, as adidas and PUMA are expected to grow in size. This results in an

adjusted beta of 1.02 for adidas and 0.98 for PUMA. To reflect the targeted capital structure in
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the WACC, the betas were first unlevered with the capital structures on the valuation date and
then re-levered to the new financial structures. This results in a levered beta of 1.08 for adidas
and 1.03 for PUMA, indicating that adidas is slightly more volatile than the market, while
PUMA is marginally less risky. When considering operational risk using the unlevered betas,
assuming no debt, the sensitivity of the two companies appears to be very similar. This reflects
the fact that the core businesses are the same and therefore their operations are exposed to
almost identical risks. Consequently, differences in stock performance are primarily due to
variations in capital structure and strategic measures.

The market risk premium represents the expected excess return of the market portfolio over a
risk-free investment, compensating investors for taking on additional risk (Saalmuller 2022).
To maintain consistency with the perspective of the risk-free rate, the global equity risk
premium, weighted by regional GDP, was 5.5% as of the valuation date (Damodaran 2024a).
Based on the CAPM, the cost of unlevered equity is 9.4% for adidas and 8.8% for PUMA.
Given their updated capital structures, investors demand a 10.2% return on adidas’ stock to
compensate for its market risk, while a 10.1% return is required for PUMA’s stock.

Cost of Debt

The cost of debt represents the pretax interest rate that a company pays on its borrowed capital
(Saalmuller 2022). This compensates creditors for the risks of lending (CFI 2024d). Therefore,
the interest rate reflects the company’s default risk. There are different approaches to determine
the cost of debt. For companies with observable market debt, the current yield to maturity of
the company’s debt can be used (Damodaran 2024d). This approach was applied to adidas. The
bond with the longest maturity, in this case 15 years, was chosen to align with the long-term
valuation horizon. The bond’s yield to maturity is 3.0% (TradingView 2024). The default
spread is derived from the difference between the bond’s yield and the 10-year German

government bond yield of 2.5% on the valuation date (TRADING ECONOMICS 2024), which
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serves as the risk-free rate for the company bond listed in Germany. This results in a default
spread of 0.6% and an overall cost of debt of 4.8% for adidas. For companies without
outstanding market debt, the cost of debt can be estimated by calculating a synthetic credit
rating based on financial ratios, such as the interest coverage ratio (Damodaran 2024d). This
method was applied to PUMA, which currently has no outstanding market debt. In 2023,
PUMA’s interest coverage ratio of 11.7 corresponds to a credit rating of AAA based on the
scale for large-cap firms (Damodaran 2024b). Consequently, a default spread of 0.75% was
applied, resulting in a cost of debt of 5.0%.

The after-tax cost of debt, which incorporates the tax benefits known as the interest tax shield
from corporate bonds, is applied in the WACC calculation. No changes are expected in the tax
rates of the two companies, as they have remained constant over the last four years. Therefore,
a tax rate of 27.4% is assumed for adidas and of 27.2% for PUMA. The similarity in tax rates
can be explained by shared business, geographical, structural, and tax conditions. After
incorporating tax benefits, the after-tax cost of debt is 3.5% for adidas and 3.6% for PUMA.
Targeted Capital Structure

The capital structure that companies adopt to finance their operations has a major impact on
their cost of capital. Well-established companies like adidas and PUMA tend to be in a better
position for higher leverage. The targeted capital structure of adidas and PUMA was determined
by analyzing their current market value-based structure (Table 1), the industry benchmark, and
company-specific investment plans. A constant D/E ratio is assumed for both companies. For a
fair estimation of the market value of adidas’ and PUMA’s debt, the carrying amounts of the
net financial debt were used. The market value of equity is calculated by multiplying the number
of shares outstanding by the share price on the valuation date. Adidas’ current capital structure
averaged 11.8% debt from 2021 to 2024, with a peak of 19.9%, a low of 4.2%, and 9.1% as of

June 30, 2024. The number of outstanding shares and net financial debt were relatively constant
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during this period, with the ratio primarily influenced by share price fluctuations. The target is
an increase in D/EV ratio from 9.1% in the first half of 2024 to 15%. This rise is supported by
its strong investment-grade rating and stable future cash flows, which make it well positioned
to increase leverage. In addition, the company intends to invest further in the business, which
will require additional financing. Adidas’ current D/E ratio of 10.1%, significantly below the
industry average of 47.7%, suggests the company is underleveraged, with room to increase
leverage and enhance financial efficiency. PUMA has an average debt of 11.5% of the total
enterprise value. A steady increase to 17.2% was reported by mid-2024, due to a slight increase
in net financial debt and a simultaneous decrease in its share price. The current D/E ratio of
20.8% is already higher than that of adidas, but remains well below the industry benchmark,
indicating potential to increase leverage. Furthermore, PUMA operates on a much smaller scale
than adidas, which means that additional leverage can enable PUMA to finance growth
initiatives and expand its business, aligning with its already announced investment plans. A
D/EV ratio of 25% is targeted and factored into the WACC. For both companies, raising
additional debt could increase their D/E ratios, enhancing ROE and potentially improving their
attractiveness to investors.

Weighted Average Cost of Capital

The WACC is calculated using the cost of equity, cost of debt, and targeted capital structure for
each company (Table 2). For adidas, the WACC is 9.2%, while for PUMA it is lower at 8.5%.
Adidas’ higher WACC is primarily driven by its elevated cost of equity, reflecting greater
volatility relative to the market, and its lower reliance on debt. This makes it more challenging
for adidas to achieve returns above its cost of capital. In contrast, PUMA benefits from a more
balanced D/E ratio and a slightly better risk profile than adidas. PUMA’s ability to utilize capital
more efficiently than adidas is reflected in its lower WACC, which provides a competitive

advantage.
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Cash Flow-based Valuation

The DCF method estimates enterprise value using projected cash flows and growth, with risk
captured by the discount rate (Damodaran 2024c). For adidas and PUMA, the UFCFs from
2024 to 2030 were used (Table 3 and Table 4). Beyond the forecast period, the companies are
assumed to operate in a stable environment with cash flows valued using a perpetuity-based
continuing value. The terminal value is a critical component of the valuation, as it represents a
substantial component of the total enterprise value. This approach is particularly suitable for
companies that pursue a target capital structure (Damodaran 2024c). Given the assumption of
a constant D/EV ratio for adidas and PUMA going forward, it appears reasonable to use this
method to define the value of both companies. The final enterprise value is determined by
discounting the core UFCFs of the forecast period and the terminal value and then adding the
non-core UFCFs. The market value of equity is calculated by subtracting net debt including
non-controlling interests, as defined by the targeted D/EV ratio. The share price is then derived
by dividing the market value of equity by the number of outstanding shares, which is assumed
to remain constant as no changes have been announced by adidas or PUMA. The share prices
are further analyzed using a sensitivity analysis to assess the impact of key assumptions. The
WACC and terminal growth rate, based on forward-looking assumptions about capital costs,
returns, and growth, are varied by £0.2%. These key variables are particularly suitable for
sensitivity analysis, as small changes significantly affect both the forecasted enterprise value
and the terminal value, which constitutes a major portion of it. This allows for a better
assessment of uncertainties in financing costs and growth assumptions, verifying the robustness
of the valuation.

As of June 30, 2024, adidas’ enterprise value of operations is EUR 28,343 million (Table 5).
Of this total, 76.2% comes from the discounted terminal value, calculated using a perpetual

growth rate of 4.4%, while the remaining 23.8% is attributed to the forecast period. After
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considering the non-operating UFCF at market value and deducting net debt of 15%, the equity
value available to shareholders on the valuation date is EUR 24,091 million. With currently
178.55 million shares outstanding, the enterprise DCF method indicates a 39.5% downside from
the market share price of EUR 223 on June 30, 2024. Therefore, the enterprise DCF indicates
that adidas is significantly overvalued in the market, as the projected growth in core UFCFs
does not support the current share price. PUMA’s business is significantly smaller than adidas,
as reflected in its core UFCFs. Its enterprise value from the operating business amounts to EUR
11,238 million (Table 6), representing 39.9% of adidas’ enterprise value. While PUMA’s
perpetual growth rate of 3.9% is slightly lower than adidas’, its terminal value plays a more
important role, accounting for 84.4% of the core enterprise value, due to PUMA’s lower risk
profile. Additionally, the non-operating business is valued at EUR 94 million. After deducting
25% net debt, the equity value is EUR 8,499 million, corresponding to a share price of EUR
56.95, a potential increase of 32.8% compared to the current market price as of mid-2024.

In conclusion, both companies are growing steadily within the projected period, considering
their difference in scale. However, PUMA offers a more favorable opportunity for investors
with an appreciation in the current share price, while adidas may be significantly overvalued.
The sensitivity analysis of the enterprise DCF method demonstrates that adidas and PUMA are
more sensitive to fluctuations in the WACC than in the terminal growth rate (Table 7 and Table
8), which indicates that both companies are more dependent on macroeconomic factors such as
interest rates and capital market risks. Changes in the global financial markets could therefore
have a major impact on their valuation. For adidas, the sensitivity analysis suggests that a
potential undervaluation is unlikely. Even with a 0.8% reduction in the WACC and a
simultaneous 0.8% increase in growth after the forecast period, the resulting share price is EUR
195.30. This remains well below the current market price of EUR 223, signaling limited upside

potential in the valuation of adidas. This suggests that although adidas’ valuation responds
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positively to improvements in both variables, its stock price would still reflect a loss of 12.4%
even under highly favorable conditions. Thus, moderate improvements are insufficient to justify
a buy recommendation for adidas. In contrast, the sensitivity analysis suggests that PUMA may
be slightly overvalued under certain conditions. If the WACC increases by 0.8% and the
terminal growth rate decreases by 0.8%, the resulting share price would be 0.4% lower than the
current market price of EUR 42.87, indicating minimal downside risk. Conversely, if both key
variables improve, PUMA’s share price could rise to EUR 86.42, reflecting a potential upside
of 101.6%. This makes PUMA an attractive investment opportunity for investors anticipating
favorable market conditions.

Relative Valuation

Relative valuation, unlike intrinsic valuation, assesses a company’s value based on the current
market prices of comparable companies (Damodaran 2024c). The market prices of a peer group
are converted into multiples of common variables representative of adidas’ and PUMA’s
enterprise value. This method is less time- and resource-intensive, easier to apply, and more
intuitive than the cash flow-based approach, as it reflects the current market sentiment
(Damodaran 2024c). In addition, some multiples serve as an important decision-making basis
for investors (CFI 2024e). However, relative valuation often provides only a snapshot of the
company’s current status and does not include future forecasts. This limitation can be mitigated
by using forward-looking multiples instead of current ones. In addition, there may be a lack of
transparency in determining the multiples and the valuation may lead to distorted results due to
an over- or undervaluation of the market (CFl 2024e). To minimize the risk of incorrect
investment decisions, multiples valuation should complement, rather than replace, cash flow-
based methods.

Two steps in particular are essential for conducting a robust valuation (Damodaran 2024c).

First, the peer group for adidas and PUMA must be determined. For this purpose, publicly listed
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competitors within the same industry and with similar fundamentals such as operations, product
portfolio, market presence, profitability, growth, and risk are selected. Since both companies
operate globally and are positioned among the top ten globally, the peer group includes Nike,
Under Armour, lululemon, VF Corporation, Skechers, Anta, Li Ning, and Asics. Under Armour
and VF Corporation were excluded due to losses in their last fiscal year, which hinder
comparability. The second step involves adjusting market prices to standardized variables.
There are a large number of multiples that can be used. For adidas and PUMA, three multiples,
divided into the categories equity and enterprise value, proved to be the most useful. It is
particularly important that the multiples are consistent. Depending on the category, the value in
the numerator and the standardized variable in the denominator must correspond to the same
claim holders of the company, either equity holders or equity and debt holders. The price-to-
earnings (P/E) ratio is the most widely used equity multiple (Damodaran 2024c). However,
when comparing this within the industry, it should be noted that this category includes different
levels of debt. To eliminate the effect of debt financing and disregard the capital structure,
enterprise value multiples are used in addition (CFI 2024e). For this purpose, the enterprise
value-to-EBIT (EV/EBIT) and enterprise value-to-revenue (EV/Revenue) ratios are applied to
adidas and PUMA. The latter is the least affected by the accounting rules of the individual peer
companies. The comparability of the individual multiples shows that the profit-related multiples
of adidas are extraordinarily high. This is due to the losses in 2023, which are not representative
of the future performance of the business. For instance, adidas’ EV/EBIT ratio was 201.7x,
significantly inflated by weak profits in that year. To maintain comparability and preserve the
integrity of both companies throughout this analysis, adidas is included in PUMA’s peer group,
even though its 2023 results were atypical. To mitigate the effect of outliers and adjust for
skewed distribution, the median is used to determine the industry indicators.

The low earnings and efficiency of adidas in 2023 are reflected in a weak enterprise value
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(Table 9). The median share price of the three multiples is EUR 25.22, which signals a current
overvaluation of 88.7%, and is significantly below the result from the cash flow-based
valuations. The sensitivity analysis, with a median-based fair market value deviation of £10%,
also indicates a potential downside risk of at least 87.6% for adidas’ price. Excluding the
earnings multiples, the EV/Revenue multiple still leads to a downside of 8.0%, with a share
price of EUR 205.23. Since historical data includes losses and is not representative, multiples
should be applied to the forecasted year-end 2024. The analysis then shows that adidas is still
significantly overvalued, with a 52.6% overvaluation compared to the share price at the
valuation date. Consistent with the previous valuation method, the multiples valuation for
PUMA issues a clear buy signal. The application of the fair market multiples results in a median
share price of EUR 51.02 for PUMA, corresponding to an upside potential of 19.0% (Table 10).
The valuation of PUMA is also confirmed in the best- and worst-case.

Key Findings of Valuation

The valuation highlights adidas’ higher WACC compared to PUMA’s, driven by adidas’ greater
market volatility and less efficient capital structure, which increase its risk for investors. The
enterprise DCF method shows that adidas is overvalued, with a 39.5% downside, whereas
PUMA offers a 32.8% upside. The relative valuation further reinforces these results, with adidas
displaying inflated multiples, while PUMA remains attractively undervalued. The sensitivity
analyses underscore the resilience and growth potential of PUMA.

Scenario Analysis

The scenario analysis assesses the impact of key value drivers on the financial performance of
adidas and PUMA under three scenarios, focusing on major market drivers that could influence
the pairs trade recommendation. The particular focus lies on the implications of their post-
pandemic revenue growth and EBIT margin correlations. The strong revenue growth and

moderate EBIT margin correlations emphasize the importance of considering the
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interdependencies between the two companies when analyzing potential scenarios, ensuring
that assumptions about their performance are aligned.

Scenario 1 — Trump’s Presidential Election of the US and his Tariff Policy on Imports
Donald Trump’s re-election on November 6, 2024, marks a pivotal moment with significant
implications for global markets and company valuations worldwide. Although both adidas and
PUMA are headquartered in Germany, as one of the world’s largest economies, the US exerts
considerable influence over trade, monetary policy, and global economic stability, especially
as Trump’s trade policies could negatively impact the world (Wolf 2024). A central component
of Trump’s economic policy includes imposing tariffs, with rates as high as 20% on imports
from most countries and up to 60% on imports from China (Wolf 2024). The proposed tariffs
could lead to increased costs, which may be passed on to consumers, thereby affecting demand.
Analysts have expressed concerns that these two German companies could soon face higher
tariffs on their US business (DPA 2024). The overall impact on revenue remains uncertain, as
it depends on consumer responses to price changes and the companies’ abilities to mitigate
increased costs. However, the initial impact on North American revenue is expected to be
significant for both companies, due to tariffs, reduced consumer spending, and increased prices.
This aligns with the high historical correlation of revenue growth, as the companies are
expected to respond similarly to a shared external shock.

PUMA s total revenue is projected to decline by 16% in 2025, slightly steeper than adidas’ 13%
decline, reflecting PUMA’s higher reliance on North American sales versus adidas’ broader
global footprint and stronger brand positioning (Table 11 and Table 12). As the companies
begin adapting by diversifying supply chains or sourcing locally to mitigate tariff impacts,
following Steve Madden’s model of reducing reliance on Chinese production (Goldman 2024),
it can be assumed that the revenue declines moderates by 2026, with further stabilization by

2027 and recovery to pre-tariff levels by 2030.
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Additionally, tariffs may prompt Chinese manufacturers to target European markets to offset
losses from the US, which would increase competition, particularly in the footwear sector,
where Chinese products could be seen as lower-cost alternatives (Martuscelli 2024). As a result,
the European market is expected to decline in parallel, with adidas being less affected due to its
stronger brand loyalty in its top-selling region and its resilience to price pressure. The impact
on sales is expected to be relatively moderate, with a 3% decline for adidas and 5% for PUMA
in 2025, as both will be able to maintain brand loyalty. In the medium term, the decline may
accelerate to 6% and 8% respectively, due to increased competition from Chinese brands. By
2027, market dynamics are expected to stabilize as both companies innovate, leading to a
smaller decline of 2% in the following years, with no further impact expected by 2029.

The trend in COGS for adidas and PUMA would likely follow a multi-year pattern similar to
the revenue decline trend, with an initial spike in COGS due to tariffs in 2025, followed by
gradual stabilization until 2028 as supply chain adaptations come into effect. Assuming no
immediate alternative supply sources, COGS of products sourced from China may increase by
9% in 2025 for both companies. With 32% of production being based in China, PUMA’s COGS
would see an immediate rise due to its greater reliance on Chinese products and thus higher
import costs. However, as adidas sources only 16% of its supplies from China, its overall
reliance on Chinese manufacturing is lower. As a result, while both companies face the same
tariff impact on Chinese imports, the overall increase in adidas’ total COGS would be
proportionally smaller than PUMA’s due to its more diversified supply chain. From 2026 to
2028, COGS could potentially return to pre-tariff levels as companies shift production to
countries less affected by tariffs.

Moreover, both companies are expected to incur supply chain adjustment costs to diversify or
relocate their production. These costs will primarily appear in Operating Expenses, specifically

under G&A, with temporary increases in Sales and Distribution Expenses due to higher logistics
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and shipping costs associated with new sourcing locations. The increase in costs is less severe
for adidas, as it had strategically planned to cease sourcing US goods from China (Scott 2024).
However, the difference is not significant, as PUMA’s smaller number of facilities and lower
trading volumes make relocating factories comparatively easier.

Overall, PUMA’s EBIT margins are expected to decline more sharply than adidas’ due to
operational factors and different cost structures, such as PUMA’s higher reliance on North
American sales, Chinese imports, and associated tariff costs. In 2025, PUMA’s margin is
projected to drop by 2.8 percentage points, while adidas experiences a smaller decline by 2.0
percentage points, reflecting its lower sales and cost pressures. As both companies adjust supply
chains and reduce dependency on Chinese manufacturing, the margin impact moderates, with
PUMA showing a 0.7 percentage point decline by 2028 and adidas a 0.4 percentage point
decline. By 2029, both companies stabilize close to pre-tariff margin levels.

The rise in PPE due to increased CAPEX reflects the necessary investments in relocating or
setting up new factories outside of China, with an assumed 1% increase from 2025 to 2028 for
adidas and a 2% increase for PUMA, reflecting its higher dependency on Chinese production.

Ultimately, Trump’s policies are expected to lower core UFCFs of both adidas and PUMA from
2025 to 2028, the period of his administration. However, these effects are largely temporary
and are expected to have a minimal impact on their long-term valuations. PUMA’s core UFCF
is projected to turn negative in 2025 and 2026, driven by core EBIT declines, with an estimated
reduction of 41.1% compared to 2024, attributed to increased operational costs and competitive
pressures in key markets. Additionally, higher cash adjustments, mainly from increased
CAPEX investments and a smaller reduction in NWC, are expected to further impact cash flows
during these years. In contrast, adidas is forecast to maintain positive UFCF, albeit at a lower
level, throughout this period. Its diversified business model and broader market reach provide

resilience against market fluctuations and trade-related challenges, allowing adidas to sustain
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core EBIT, which is expected to decrease by 25.2% in 2025 and mitigate the impact on cash
flows despite the political headwinds. PUMA, despite greater exposure to this scenario, faces
relatively modest impact on its share price, which is expected to decline by only 6.4%. This
suggests a potential undervaluation of 24.3%, even after adjusting for policy-driven effects. As
for adidas, although less impacted operationally, a smaller decline of 4.9% is expected,
positioning its share price as overvalued by 42.5%, reflecting no change in the final
recommendation. This scenario has a high likelihood of materializing, as Trump’s trade
policies, well-established during his first term as US president, have since been reinforced.
Scenario 2 —The Rising Importance of Sustainability

Adidas and PUMA have taken different approaches to sustainability, particularly in terms of
reducing Scope 1, 2, and 3 emissions. PUMA has pursued a more aggressive approach to
achieve significant and rapid reductions across all emission scopes, while adidas has adopted a
more measured strategy, balancing sustainability goals with other business priorities. This
difference is evident in their respective Carbon Disclosure Project climate scores, with adidas
improving from a B-score in 2017 to an A- by 2023 (CDP 2024), while PUMA showed a greater
commitment to sustainability, advancing from a C in 2017 to the highest possible score of A by
2023 (PUMA 2024a, 106). These contrasting strategies offer valuable insights into the
performance of each company under varying future scenarios.

In the scenario where sustainability becomes a key source of competitive advantage driven by
stricter regulations, evolving consumer awareness, and global climate agreements, the financial
implications of carbon pricing will be significant (Table 13 and Table 14). By 2030, the average
global carbon price is expected to reach USD 300 per ton of Carbon Dioxide (Systems Change
Lab 2023). Under this high-carbon price scenario, adidas’ and PUMA’s emission reduction
targets appear reasonable, as achieving them would help offset the substantial financial burden

of rising carbon costs. Adidas aims to reduce GHG emissions across its entire value chain by
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30% until 2030, measured against its 2017 baseline (adidas 2024b, 84). In contrast, PUMA has
adopted a more ambitious approach targeting a 90% reduction in Scope 1 and 2 emissions and
a 33% reduction in Scope 3 by 2030, similarly measured against 2017 (PUMA 2024a, 105),
implying a total reduction across all scopes of 35%. PUMA’s more aggressive approach to
reduce emissions, particularly of Scope 3, which accounted for 97.3% of total GHG emissions
for adidas and 99.4% for PUMA in 2023, positions the company to be significantly less
impacted by this rise in carbon prices. The additional carbon emission costs will result in an
increase in COGS and operating expenses, rising from 0.8% in 2024 to 1.7% in 2030 for
PUMA, and more significantly from 1.6% to 3.5% for adidas. The post-pandemic EBIT margin
correlation indicates that while both companies face similar pressures from rising carbon costs,
their sustainability strategies affect their cost structures differently. This difference in costs
highlights PUMA’s more proactive sustainability strategy and its relative advantage in
mitigating the financial impact of rising carbon prices on the EBIT margin due to much lower
total emissions. In contrast, adidas, with its slower progress in addressing sustainability
challenges, will face more significant increases in operating costs and a greater impact on
profitability.

Balancing the effect of increased carbon prices, both companies will benefit from the attraction
of consumers to brands prioritizing eco-friendly products by actively reducing GHG emissions
and adopting more sustainable production methods. Showecasing their commitment to
sustainability offers the potential to gain market share in the growing market for
environmentally responsible goods. The sustainable footwear market size per region has been
analyzed using the regional CAGR (Grand View Research 2024b). For example, Greater China
is projected to grow annually at 7.5% from 2024 to 2030, driven by the increasing prominence
of sustainability on social media and other online platforms, which are reshaping consumers’

perceptions of eco-friendly products. Similarly, Asia-Pacific, including Japan and South Korea,
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shows strong potential for sustainable growth at 7.1%, as this market offers favorable conditions
for producing sustainable products while maintaining affordability. The sustainability trend
reflects a shared macroeconomic impact on adidas and PUMA, with both potentially benefiting
from increasing demand for eco-friendly products. However, the post-pandemic revenue
growth correlation of 0.87 suggests that the impact on both will be similar in some respects but
different in terms of market positioning. Adidas’ stronger presence in these regions supports a
13.5% sales CAGR through 2030, compared to 11.9% for PUMA. However, PUMA’s
advanced sustainability efforts are expected to drive higher long-term growth, with a terminal
growth rate of 1% compared to adidas’ 0.5%.

From a valuation perspective, PUMA would benefit much more under this scenario due to its
higher sustainability efforts and lower emissions, as the cost increase is less detrimental than
for adidas. PUMA’s share price of EUR 57.52 indicates a 34.2% undervaluation while adidas’
share price of EUR 65.13 suggests a 70.8% overvaluation. This disparity is driven by the higher
carbon-related costs associated with adidas’ larger GHG emissions and its slower progress in
addressing sustainability challenges. If adidas does not take more decisive action, investors are
likely to favor more eco-responsible competitors like PUMA. This becomes particularly critical
in a future scenario where stricter regulations and consumer demand for sustainability redefine
the competitive landscape.

In contrast, a less likely, but possible scenario, is that sustainability loses relevance or even
becomes detrimental to the success of companies like adidas and PUMA (Table 15 and Table
16). This scenario stems primarily from Trump’s recent victory, with his advocacy for anti-
ESG rules, alongside geopolitical uncertainties leading to other important issues taking top
priority. At the international level, a US withdrawal from the Paris Climate Agreement under
Trump’s leadership would not only lower US commitments but also undermine the resolve of

other major emitters, such as China and India, to meet their pledges (Carlin 2024). For adidas
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and PUMA, this shift could ease the pressure to meet their ambitious emissions reduction
targets, particularly for Scope 3, which is tied to supply chains in regions like Asia, where local
environmental commitments might weaken. It is assumed that adidas will adjust its Scope 3
emissions reduction target from 30% to 10%, and PUMA from 33% to 15%. These changes are
likely driven by expectations of weaker environmental regulations and reduced pressure to
achieve aggressive sustainability goals, prompting both companies to scale back their targets
while still focusing on emissions reduction in a more cost-conscious environment. However,
Scope 1 and 2 emissions for internal operations, directly controlled by the companies, remain
crucial. Reducing these emissions is, on the one hand, essential for aligning with ESG goals
and, on the other hand, for driving cost savings and improving operational efficiency. Even in
a less ESG-focused environment, these reductions remain a key strategic priority for both
companies. For PUMA, this means a 90% reduction of Scope 1 and 2 emissions by 2030, while
a more conservative approach has been adopted for adidas. Adidas’ Scope 1 and 2 emissions
increased significantly by 171.4% from 2017 to 2023, making a 90% reduction by 2030 less
feasible. Consequently, the target has been adjusted to 60%. Overall, the reduction of total
emissions by 2030 is 10% for adidas and 17% for PUMA, which continues to represent
PUMA’s greater ESG commitment.

Simultaneously, in this scenario, climate damage is less penalized, and a lower carbon tax on
emissions is expected, set at the global minimum price of USD 170 in 2030 (Systems Change
Lab 2023). When sustainability is deprioritized compared to the opposite scenario, the operating
and sales costs rise on average 0.6 percentage points less at adidas and 0.3 percentage points
less at PUMA. PUMA'’s lower decline reflects higher risk and less flexibility to reduce costs as
it allocates more resources to sustainability, whereas adidas’ less aggressive approach allows
greater cost-cutting flexibility, despite its total emission cost share remaining higher.

Moreover, a lower attraction to sustainability impacts the growth of sustainable products.
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Despite a global decline in ESG priority, Europe could continue to secure demand for
sustainable products due to strict regulations and strong consumer expectations. Adidas and
PUMA could maintain higher investments to adapt to local expectations, with PUMA having a
competitive advantage. If Trump’s policies lead to an easing of climate regulations and an
aggressive request to rethink America’s climate policy, sustainable products will completely
lose their appeal in this market. In this context, a significant decline in demand in China and
Asia-Pacific is assumed, by 4% each. In the remaining markets, a moderate decline of 2% is
forecast due to a general reduction in sustainability and cost efficiencies. Overall, PUMA’s
CAGR from 2024 to 2030 is 2.8 percentage points lower compared to the scenario where
sustainability gains importance, while adidas’ is 3.2 percentage points lower. This small
difference suggests a similar impact from shifts in sustainability priorities due to their strong
correlation, albeit shaped differently by their respective market positioning. Even in the long
term, PUMA gains only a slight advantage due to the strong integration of sustainability into
its corporate strategy, reflected in a modest increase of 0.5% in the terminal growth rate,
resulting in 4.4%.

The reduced emphasis on sustainability, characterized by significantly lower carbon taxes
despite higher emissions, leads to lower overall emissions costs for adidas. This positively
impacts short-term profitability, on average by 0.6 percentage points per year, allowing the
company to achieve slightly better EBIT margins compared to the opposite scenario. The
substantial price reduction of USD 130 per ton of Carbon Dioxide more than offsets the impact
of increased emissions caused by lower targets, as well as the loss of additional sales. This leads
to a slightly better valuation of adidas compared to the opposite scenario, with an increase in
share price of 19.4%, yet the stock remains overvalued by 65.1%. PUMA’s margin, in contrast,
faces immediate pressure as the losses due to lower consumer appeal in high-sales regions

cannot offset the relatively high emission costs. This leads to a largely negative development
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of the EBIT margin by 1.8 percentage points in 2025, followed by a recovery of 0.3 percentage
points per year. This divergence underscores the impact of their strategic differences in
managing sustainability and cost pressures, as evidenced by the correlation. A lower share price
for PUMA of 9.1% is reflected compared to the favorable sustainability scenario, still signaling
a potential undervaluation of 21.9%. The significant integration of sustainability into PUMA’s
business model and the lead in emissions reduction could allow the company to maintain a cost
advantage in the future if sustainability regains importance and requires less future
reinvestment.

In both scenarios, the valuation results remain robust to changes in sustainability. It can be
assumed that the sustainability trend will gain importance in the future with a probability of
65%, driven by global climate commitments of most stakeholders, evolving consumer values,
and increasing environmental risks. PUMA’s deeper ESG commitment provides a compelling
long-term advantage in a strong ESG commitment scenario, supporting the portfolio’s
positioning. The occurrence of an anti-ESG scenario is expected to be 35%, which could result
from potential changes in political power or economic pressure, thereby temporarily reducing
the importance of ESG efforts. Nonetheless, the increased cost pressure on PUMA should be
considered. Adidas’ relative flexibility and immediate cost benefits could challenge the
portfolio’s short-term performance.

Scenario 3 — The Rise of Artificial Intelligence and E-Commerce

The final scenario explores the megatrend of technological development and the resulting
opportunities for the global sporting goods industry, particularly through increased e-commerce
sales and reduced overstocking. The use of advanced technologies, such as Al, can enable
companies like adidas and PUMA to achieve both short- and long-term goals, ultimately
gaining a competitive advantage (von der Gathen et al. 2024). Increased implementation can

significantly impact the businesses in many ways (Table 17 and Table 18), with similar
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financial consequences due to shared business models. This scenario assumes a long-term
impact starting from 2025 onwards, and the forecasts partly reflect the current level of
technology adoption at adidas and PUMA. Adidas began addressing this megatrend several
years ago by implementing adaptations across multiple areas of its business, while PUMA only
began relevant implementations this year, focusing on e-commerce and inventory management.
Firstly, by focusing on the expansion of e-commerce, both companies can reach a broader
audience, allowing customers to shop at any time and from anywhere. By investing in digital
infrastructure, Al-driven personalization, and mobile-friendly experiences, online shopping can
be customized, improving decision-making, and ultimately enhancing customer understanding
and loyalty for both adidas and PUMA (Sinha, Shastri, and Lorimer 2023). Additionally,
conversion rates are expected to improve, which is beneficial, as retaining customers is less
expensive than acquiring new ones (von der Gathen et al. 2024). This is expected to increase
the companies’ e-commerce sales share, which were 20% for adidas and approximately 12.1%
for PUMA in 2023. According to the “Own The Game” strategy, adidas’ target for online sales
is to reach EUR 9 billion in 2025 (Mixson 2022), which corresponds to a forecast share of
36.7%. Due to numerous investments in online sales, the share is expected to increase by 2%
per year, as the company aims to generate predominantly digital sales and thus achieve nearly
50% by 2030. Similarly, PUMA expects a continuous increase in e-commerce sales over the
next years as a result of the multi-year agreement with Google Cloud, which supports the
optimization of e-commerce with Al (Google Cloud 2024a). However, PUMA'’s sales are
heavily driven by wholesale, which may limit the potential of this sales channel. With annual
growth of 1%, PUMA aims to approach the global 2023 industry share of online sales of 29.7%
in the long run (Euromonitor International 2024), which is important for its business growth.
The scenario assumes that both companies benefit from the megatrend of e-commerce growth,

aligning with the historical high correlation between them, while adidas is able to adopt more
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quickly, resulting in strategic divergence. The e-commerce sales forecast incorporates the
regional CAGR of online footwear and apparel sales from 2025 to 2030. According to the
market analysis, the global growth of 6.8% for footwear is two percentage points lower than
for apparel purchased online (Grand View Research 2024a). The potential increase in sales
leads to a CAGR from 2024 to 2030 of 10% for adidas and 7.5% for PUMA, indicating that
adidas is leveraging Al technologies more effectively, while PUMA is slowed to implement
them, partly due to its reliance on wholesale. In the long term, a 1% terminal growth rate
increase is assumed for both, as strong investments in digital technologies can lead to greater
and more efficient scaling of their business models.

However, increased R&D costs will be incurred for expanding e-commerce and investments in
other business areas where the introduction of Al will increase efficiency. R&D costs, which
are linked to sales, are expected to increase in the short term, as companies seek to unlock
optimization potential. Sustained effort in innovation is reflected in adidas’ relatively stable
R&D costs over the last ten years with a CAGR of 2% (adidas 2024g). For this reason, it is
assumed that R&D costs will continue to grow constantly at this rate. PUMA, in contrast, has
experienced a significant increase in R&D costs related to new technologies in the last two
years (PUMA 2024f). To close the gap with competitors and capitalize on the Al megatrend,
R&D costs for PUMA are projected to grow by 8.3% annually over the next four years, based
on 2023 growth. The elevated costs will be gradually reduced by 1% annually starting in 2029.
Capitalized investments in the latest technologies are included in the balance sheet within other
intangible assets. For the integration of more efficient systems and software, an annual increase
of 3% of sales for adidas, which aligns with planned investments in digital transformation of
EUR 1 billion by 2025 (Mixson 2022), and 4% of sales for PUMA is assumed starting in 2025.
With ongoing technological advancements, it is anticipated that systems such as Amazon Web

Services, used for adidas’ corporate infrastructure, and PUMA’s warehouse management
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system, which is to be deployed in all regions soon, will require continuous updates. For
PUMA, these investments are particularly critical, as this system has yet to be fully
implemented across all company functions.

In addition, expert teams will be needed for technology integration (von der Gathen et al. 2024).
G&A costs will rise, especially during the initial roll-out phase, with an estimated increase of
4%. Over time, despite constant human monitoring of the systems by technology teams, adidas’
advanced technological expertise is projected to result in a 0.5% faster annual cost reduction
compared to PUMA. In the long term, simple activities can also be replaced by Al leading to
savings in personnel costs (Morel 2023).

Furthermore, the implementation of new technologies, particularly in the sporting goods
industry, can help companies reduce the risk of overstocking and stock-outs through better
demand forecasting and inventory management. Both adidas and PUMA are focused on
optimizing working capital, making this advantage especially relevant as Al continues to grow.
Both companies have already started investing in the digitalization of their warehouse
infrastructure to optimize inventory operations. With continuous improvements from 2025
onwards, inventory optimization may lead to an AHP reduction below the industry average by
2030, with a reduction of ten days for adidas and five days for PUMA. Adidas gains a greater
advantage due to its more comprehensive warehouse system. Favorable inventory management
will also impact production and slightly lower COGS, while also reducing the number of returns
and generating efficiencies, especially in waste management. From 2025 to 2030, these
potentials can be further exploited, starting with a COGS reduction of 1% for adidas and 0.5%
for PUMA and thus leading to a steady margin improvement for both.

Ultimately, the successful implementation of Al technologies and long-term planning in the
growing e-commerce and other business areas can increase the profitability and efficiency of

adidas and PUMA and thus offset high initial costs. In terms of operational efficiency, adidas’
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EBIT margins are expected to improve steadily in the long term, with a change compared to the
base case of -0.6 percentage points in 2025 to 2.4 percentage points in 2030. This aligns with
adidas’ ability to leverage technological advancements to enhance sales growth and supply
chain efficiency. PUMA’s EBIT margins are forecast to improve at a slower pace, ranging from
-0.1 percentage points in 2025 to 1.7 percentage points in 2030. The slower shift to digital sales
helps to protect its margins in the short term. While both companies are benefiting from similar
technological trends, the difference in their speed of improvement is mainly driven by the time
lag in PUMA’s technological roll-out. Adidas’ more aggressive technological implementation
allows it to capture greater efficiency gains and thus results in higher EBIT margins, outpacing
PUMA in this regard.

In the cash flow-based valuation, the impact of this scenario positively affects the estimated fair
share prices of adidas and PUMA compared to the base case, with the effect being more
pronounced for adidas. Despite the growing Al trend, adidas’ stock remains overvalued by
11.4%, even as it reflects a 46.5% improvement from the base case. For PUMA, the impact is
more moderate due to its less developed technological infrastructure at present, leading to
higher investments and lower leverage. Nevertheless, its share price is expected to improve by
14.9% compared to the base scenario, indicating a potential undervaluation of 52.6%. While
adidas gains greater benefits from Al integration, PUMA offers investors a more attractive
opportunity in the event of a greater Al evolution in business. This scenario is most likely to
occur in the future given the rapid advancements of Al technologies, growing consumer
preference for online shopping, and businesses’ increasing reliance on data-driven solutions to
enhance efficiency and personalization in a digitally driven economy.

Key Findings of Scenario Analysis

In conclusion, the positioning of adidas and PUMA across the three scenarios is shaped by

recent macroeconomic events like Trump’s presidential re-election, and megatrends such as
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sustainability and technological development. Their outcomes are heavily influenced by their
strong correlation in revenue growth and EBIT margin. Although the overall impacts on sales
and costs are similar, key differences arise from each company’s regional presence, sourcing
strategies, sustainability efforts, and innovation initiatives. Adidas shows greater resilience in
navigating political headwinds, benefits from its fast adoption of sustainability initiatives in an
anti-ESG scenario and capitalizes on its technological advancements. Conversely, PUMA’s
proactive commitment to sustainability and recent digital transformation position it strongly for
future success, despite short-term challenges. Ultimately, the valuation result — overvaluation
of adidas and undervaluation of PUMA — remains unchanged.

Recommendation of an Investment Strategy for adidas and PUMA pairs trade

The recommendation for a fundamental pairs trade strategy involving adidas and PUMA is
based on the comprehensive analysis of their strategic approach, financial performance, and
response to current economic and industry trends. This includes evaluating their forecasts,
competitive positioning, and valuation resilience under various potential future scenarios.
Both adidas and PUMA demonstrate strong growth prospects, with each company capitalizing
on market trends within the challenging macro- and microeconomic environment. Both brands’
strategies have been shaped by a growing fitness culture, the increasing demand for female and
athleisure wear, running products, and the incorporation of sustainable materials, with each
emphasizing certain differentiations that appeal to their customer demographics. Adidas
benefits from a strong market position, supported by high brand loyalty and a stable customer
base that has grown over time. A key advantage is its broad product portfolio, enabling it to
appeal to a diverse demographic, including older consumers who seek quality, comfort, and
premium offerings. This positions adidas uniquely to capture the growing demand from an
aging population. Additionally, adidas excels in advanced sports technology and smart clothing

initiatives, capitalizing on the trend of tech integration. Its well-established e-commerce
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strategy and balanced distribution mix further enhance its adaptability in the industry’s digital
transformation. However, adidas’ heavy reliance on footwear makes it vulnerable to shifts in
demand within this segment. While its dominance in Europe and Greater China drives global
reach, the slower growth potential in Emerging Markets and intense competition from local
players in North America and Asia-Pacific constrains expansion. Moreover, its diversified
sourcing strategy, while reducing risk exposure, comes at the cost of slightly higher operational
complexity compared to its peers. PUMA, in contrast, has exhibited agility and alignment with
youth-driven fashion and cultural trends, particularly in North America, where PUMA has
captured significant revenue growth. PUMA has effectively leveraged post-pandemic trends,
focusing on running shoes and strategic collaborations, enhancing its brand appeal. Its
diversified revenue streams, including a larger share from accessories, provide additional
growth opportunities by attracting new consumers through trendy, affordable products that
serve as accessible entry points to the brand. PUMA’s smaller footprint in Greater China
presents untapped growth potential. Its lack of deep market penetration suggests room for
expansion through localized campaigns and stronger engagement with athleisure and streetwear
trends among Chinese consumers. While its concentrated reliance on Asia for sourcing exposes
its supply chain to geopolitical risks, this focus enables significant cost efficiencies, supporting
margin sustainability. Both brands’ sustainability efforts resonate to eco-conscious consumers
while the growing athleisure trend and Emerging Markets expansion, particularly in Latin
America, present opportunities. Adidas offers stability and established recognition, but its
growth appears more mature. PUMA presents higher growth potential, especially for investors
willing to accept slightly higher risks to capitalize on its undervalued market position and brand
momentum.

Additionally, adidas and PUMA show distinct financial performance trends that are relevant

for the investment strategy. While adidas remains significantly larger than PUMA in terms of
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revenue, it has shown greater volatility in profitability. The loss in 2023 was mainly a one-time
write-off. Since then, adidas has rebounded, driven by strong demand for specific footwear
products, signaling a recovery and improved outlook. PUMA has achieved stable profitability,
proving resilience in a competitive market as well as effective, above-average cash flow
management, allowing the company to maintain a robust operating framework. Although both
companies have increased their reliance on debt, PUMA has maintained a more prudent
approach to leverage, reflecting its healthier capital structure. Given PUMA’s consistent
performance, efficient asset management, and stronger liquidity position, it represents a more
attractive investment option, potentially offering higher and more stable returns.

A comparison of adidas and PUMA valuations using both enterprise DCF and multiples shows
that the relative valuation leads to more extreme results. While the cash flow-based method
estimates adidas’ share price to be overvalued by 39.5%, the relative valuation indicates an even
greater downside of 52.6%. For PUMA, the relative valuation indicates a larger upside of 38.6%
compared to the current price, exceeding the cash flow-based projection by 5.8 percentage
points. Nevertheless, both valuation methods provide the same conclusions. Adidas appears
significantly overvalued, with its current market price of EUR 223 exceeding the average fair
value of EUR 120.37 by 46.0%. Sensitivity analysis suggests limited upside potential but a
downside risk of up to 53.1%. PUMA’s fair price averages EUR 58.19, an upside potential of
35.7% with potential ranging from -0.4% to 101.6%, highlighting a significant upside potential.
This suggests that the share price could be corrected to a more realistic value in the near future
if market sentiment or investor confidence increases.

The base case valuation demonstrates the investment strategy’s resilience across future
scenarios. US tariff policy shifts, which are likely to occur due to Trump’s strong conviction in
his revised policy, could impact PUMA more than adidas, which is better positioned to navigate

political changes. However, despite this potential development, PUMA’s stock remains
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undervalued and continues to offer upside potential for investors. PUMA’s stronger
sustainability focus offers a strategic advantage in a high-ESG scenario, while adidas’ cost
flexibility provides a temporary edge in a scenario where sustainability holds less importance.
However, due to the strong demand for sustainability from many stakeholders such as investors
and consumers, it is likely that this megatrend will continue and even intensify, while anti-ESG
movements will take place regionally and are unlikely to reach a global scale. Additionally,
adidas can benefit from potentially far-reaching advancements in Al and e-commerce, driven
by its more mature implementation of advanced technologies, still signaling a slight
overvaluation. For PUMA, this future case also offers opportunities, which the company is
increasingly addressing through various technological initiatives. Overall, the scenario analysis
underscores PUMA as an appealing long-term opportunity for investors, consistently

undervalued across scenarios, whereas adidas continues to trade at an inflated level.

Positioning of adidas and PUMA on Investment Factors
Expmson in Emengong Markets
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Figure 1: Positioning of adidas and PUMA on Investment Factors

Combining the current positioning of adidas and PUMA with the importance of each factor to
global investors, it is clear that PUMA outperforms its direct competitor adidas in key business
areas such as expansion in Emerging Markets, popularity of athleisure and importance of
sustainability, particularly on environmental matters (Figure 1). This signals growth potential
for investors as opportunities are exploited. In terms of digital transformation and supply chain

diversification, PUMA is somewhat lagging behind, although it has already begun
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implementing these trends and is well-positioned to overcome this delay. Financially, PUMA
has secured an outstanding position with its consistently strong operating profitability and
effective financial management. This forms a solid basis for valuation, which, together with a
lower risk profile, leads to a clear undervaluation, while adidas remains significantly
overvalued. Additionally, PUMA demonstrates resilience in responding to intensifying
megatrends. Thus, based on the comprehensive fundamental pairs trade analysis, the investment
strategy of going long on PUMA and short on adidas presents a promising opportunity for
investors. By betting on PUMA’s potential to outperform and adidas’ likelihood of
underperformance, the portfolio aims to capitalize on PUMA’s strengths while hedging against
potential declines in adidas’ share price due to financial challenges.

Risk Management

For effective risk management, historical performance is analyzed using the past seven years
of adidas’ and PUMA’s share prices and multiples. This period reflects recent market dynamics,
including economic cycles, industry trends, inflationary periods, and customer sentiment, while
minimizing distortions from outlier events, such as the COVID-19 pandemic.

Historic Stock Development and Weights of the Long-Short Portfolio

During the reviewed period, PUMA achieved an average annual return of 9.4%, slightly
outperforming adidas’ 8.6% return, signaling increased investor confidence in PUMA’s stock
(Table 19). However, PUMA carried a higher risk, with a volatility of 34.5%, compared to
adidas’ 30.4%, reflecting PUMA’s potentially greater returns with increased risk. Historically,
risk-seeking investors may have favored PUMA, while risk-averse investors leaned toward
adidas. Yet, the fundamental pairs trade analysis indicates that PUMA’s returns are projected
to increase with potentially lower volatility relative to adidas in the future. A zero-cost portfolio
with a 100% long position in PUMA and a 100% short position in adidas is selected to focus
on relative performance without the influence of general market trends. This approach provides

a relative annual gain of 0.8% over this period, without requiring additional capital, and reduces
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risk to 29.7% by largely neutralizing systematic risk and focusing on the idiosyncratic risk
specific to each stock (Table 20). However, the portfolio’s risk exhibits moderate volatility over
time, peaking at 45.6% in the first year, falling to 16.2% by mid-2022 and rebounding thereafter
(Figure 3). Nonetheless, the portfolio metrics demonstrate an effective pairs trading strategy
based on fundamental analysis. From 2020 to 2021, cumulative excess portfolio returns
increased due to PUMA’s outperformance, peaking at the end of 2021. However, from 2022
onwards, macroeconomic challenges affected PUMA’s performance and led to cumulative
portfolio losses (adidas 2023). In contrast, market performance remained stable, highlighting
the portfolio’s exposure to unique risk factors (Figure 4).

Fama-French Five-Factor Model

According to the Fama-French (FF) model, the portfolio returns can be predicted based on its
sensitivity to macroeconomic risk factors. Developed market factors are selected for this
analysis because the proposed investment is intended for international investors who primarily
operate in well-established and highly developed stock markets. These factors are the most
relevant and representative of the investment environment in which the investors participate.
For this long-short portfolio, the five-factor model was applied using the FF factors market risk
premium (Mkt-RF), small-minus-big (SMB), high-minus-low (HML), robust-minus-weak
(RMW), and conservative-minus-aggressive (CMA) (French 2024). With an R-squared of
9.3%, the model explains a limited part of the portfolio’s returns, suggesting other factors may
drive performance. The F-statistic of 1.59 and p-value of 0.1727 indicate that the model is not
statistically significant, suggesting it does not robustly explain returns. The portfolio’s
annualized alpha of 3.2% represents the excess return earned with the long-short portfolio.
However, the intercept lacks statistical significance, potentially indicating limited impact on
returns. Among the five factors, the Mkt-RF has a coefficient of -0.4164, indicating that the

portfolio may have a defensive characteristic, potentially performing better during market
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downturns. However, with a p-value of 0.0667, this factor is not statistically significant, thus
no confident conclusion can be drawn that the portfolio consistently benefits from market
declines. The HML factor, with a coefficient of 1.0174, reflects a potential tilt toward value
stocks, which aligns with PUMA’s recent financial performance. Similarly, the SMB factor of
1.0436 and the RMW factor of 1.2925 suggest a slight tendency toward small-cap and profitable
companies, respectively. These factors are consistent with PUMA’s characteristics as a
relatively smaller, profitable company within the industry. However, the p-values for HML,
SMB, and RMW indicate that none of these factors are statistically significant. Therefore, while
these coefficients align with PUMA’s profile, the lack of significance indicates that these
characteristics do not drive portfolio returns with confidence. The only statistically significant
factor at a 5% level is CMA, with a coefficient of -1.7938. This loading suggests a strong
preference for companies with aggressive investment strategies, aligning with PUMA’s growth-
oriented initiatives.

In summary, while the model shows certain alignment with characteristics such as value, small-
cap, and profitability, the statistical insignificance of these factors prevents final conclusions
from being drawn about their influence on portfolio performance. Only the CMA factor
demonstrates statistical significance, indicating a preference for growth-oriented, aggressive
investments. The model’s overall low explanatory power suggests that factors beyond the FF
five may be influencing returns.

Performance of Current Multiples and Historical Signal-Based Long-Short Strategy

The analysis of the current multiples as of June 2024, along with a historical trend, provides
further insights into the suggested pairs trade strategy. As of June 2024, the trading multiples
for both companies show notable shifts. Adidas’ EV/EBIT multiple has decreased from 201.7x
in 2023 to 60.1x, based on trailing twelve months data, suggesting improved profitability.

Despite this reduction, adidas’ multiple remains substantially higher than PUMA’s, which
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recorded an EV/EBIT multiple of 11.2x in June 2024, indicating a continued overvaluation of
adidas. PUMA’s multiple has remained stable, suggesting consistent operational performance.
Similarly, adidas’ P/E ratio has decreased by more than two-thirds, despite an improvement in
net income. This implies that investors continue to price adidas optimistically relative to its
earnings. In contrast, PUMA’s ratio remained constant. Moreover, while adidas’ EV/Revenue
fell to 1.86x by mid-2024, it still commands a premium over PUMA’s 0.82x, reinforcing the
conclusion that PUMA is relatively undervalued. Despite a reduction in the average multiple
gaps by 75.8%, a divergence of 29.9x persists. Therefore, the current multiples support the
recommended pairs trade strategy, offering the opportunity for abnormal returns through this
long-short strategy.

To further support the strategy, a signal-based trading framework is developed using the
historical multiples EV/EBIT and EV/Revenue of adidas and PUMA over the last seven years.
Based on the relative positions and a sigma threshold of 0.5, which represents a conservative
approach that reduces the risk of extreme volatility, a signal strategy with a 3-month rolling
period is created. This approach generates trade signals of +1 indicating a recommendation to
buy PUMA, while selling adidas, and -1, suggesting the opposite. These signals are derived by
combining EV/EBIT and EV/Revenue, as investors typically assess both metrics for a holistic
view. EV/EBIT reflects efficiency and profitability, while EV/Revenue highlights top-line
valuation relative to enterprise value, providing complementary insights into financial and
operational performance. This signal-based strategy reflects proactive investor behavior,
leveraging the overvaluation of one company’s ratios by selling its stock while capitalizing on
the undervaluation of the other by buying its shares. By integrating this rebalancing approach
into the portfolio, the strategy aligns with the broader recommendation of exploiting valuation
discrepancies for consistent returns. Over the past seven years, the signal trading strategy

delivered an average monthly return of 1.5%, with a standard error of 0.007, indicating a high
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precision in the average return estimate. The corresponding t-test provides statistically
significant evidence against the null hypothesis at the 5% level, with the p-value of 0.0263. This
suggests that the observed positive returns are unlikely to be due to chance. These results
provide evidence that a long-short strategy of adidas and PUMA generates positive returns.
Breaking down the strategy by signal, the average return for the signal recommending the long-
short strategy is 2.9%, while the return for the opposite signal is significantly lower at 1.5%.
The historical results show that the recommended long PUMA and short adidas strategy has
been more profitable, reinforcing the recommendation to pursue this approach based on relative
performance insights.

Key Findings of Risk Management

The risk analysis shows that a portfolio with a 100% long position in PUMA and a 100% short
position in adidas effectively reduces systematic risk, being primarily defined by idiosyncratic
risk factors, resulting in an annualized relative return of 0.8%. While PUMA has historically
delivered higher returns, it is associated with greater volatility due to its growth-oriented nature.
Despite moderate fluctuations in overall portfolio risk, the strategy demonstrates a robust
approach to mitigating market impact, with a focus on the relative performance of the two
stocks. Both historical and current valuation multiples support this strategy, highlighting
consistent profitability due to the undervaluation of PUMA and the overvaluation of adidas.
Conclusion

Overall, the recommended pairs trade strategy of going long on PUMA and short on adidas
remains promising, as PUMA is likely to maintain its competitive edge, while adidas may
continue to be overvalued. PUMA’s attractive valuation, coupled with its steady financial
performance and growth potential in Emerging Markets, offers a promising opportunity for
investors willing to embrace slightly higher risk. The company’s agility, strong brand appeal in

key markets, along with its alignment with current consumer trends in athleisure and
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sustainability, position it well for future growth. The undervaluation, highlighted by both cash
flow-based and relative valuation methods, further strengthens the case for a long position in
PUMA, with substantial upside potential. On the other hand, adidas, despite its established
market position and strong brand loyalty, faces significant challenges, including overvaluation
based on current market conditions. The company’s volatility and substantial debt exposure
present risks that are not fully priced into its stock. While adidas benefits from its leadership in
markets such as Europe and Greater China, an established e-commerce presence, and resilience
to macroeconomic headwinds, its growth prospects are constrained by slower adaptation to
opportunities in Emerging Markets, comparatively lower investment in emissions reduction
initiatives, and weaker capitalization on the growing athleisure trend. The downside risk is
notably higher for adidas, making it less attractive at its current valuation.

Considering risk management, the strategy remains compelling and demonstrates significant
potential for outperformance. The portfolio has successfully mitigated systematic market risk,
as evidenced by a reduction in portfolio volatility over time, while maintaining exposure to the
idiosyncratic risks of each stock. While the FF model provided some insights, particularly
regarding the portfolio’s preference for growth-oriented companies, its limited explanatory
power suggests that other factors may be affecting returns. The signal-based trading framework
has generated larger abnormal returns for a long position in PUMA and a short position in
adidas, further supporting the viability of this approach. The concept of pairs trade aims to
construct a market-neutral portfolio by offsetting positions, thereby mitigating systematic risk
and minimizing the portfolio’s sensitivity to broader market fluctuations. This strategy centers
on capitalizing on the relative performance of two stocks, leveraging their strong correlation
within the sportswear sector to enhance potential returns. Since this strategy is inherently
concentrated within a single industry and lacks diversification, international investors should

incorporate it into a broader, more diversified portfolio. By combining the potential of this long-
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short pairs trade strategy with exposure to unrelated industries, investors can mitigate industry-

specific risks and enhance the overall risk-return profile of their investments.
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Appendix
Glossary
AHP

Al

APP
CAGR
CAPEX
CAPM
CMA
COGS
D/E
D/EBITDA
D/IEV
DCF

DTC
EBIT
EBITDA
EEMEA
ESG

EUR
EV/EBIT
EV/Revenue
FF

G&A

GDP

Average Holding Period
Artificial Intelligence

Average Payable Period
Compound Annual Growth Rate
Capital Expenditure

Capital Asset Pricing Model
Conservative-Minus-Aggressive
Costs Of Goods Sold
Debt-to-Equity
Debt-to-EBITDA
Debt-to-Enterprise Value
Discounted Cash Flow

Direct-to-Consumer

Earnings Before Interests and Taxes
Earnings Before Interests, Taxes, Depreciation and Amortization
Eastern Europe, Middle East, and Africa

Environmental, Social and Governance

Euro

Enterprise Value-to-EBIT
Enterprise Value-to-Revenue
Fama-French

General and Administrative

Gross Domestic Product
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GHG

HML

Mkt-Rf

NWC

P/E

PPE

R&D

RMW

ROE

ROIC

ROU

SMB

UFCF

us

WACC

Greenhouse Gas
High-Minus-Low

Market Risk Premium

Net Working Capital
Price-to-Earnings

Property, Plant, and Equipment
Research and Development
Robust-Minus-Weak
Return On Equity

Return On Invested Capital
Right of Use
Small-Minus-Big
Unlevered Free Cash Flow

United States

Weighted Average Cost of Capital
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Market Perception of adidas and PUMA in 2024
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Figure 2: Market Perception of adidas and PUMA (Statista 2024b; 2024a; 2024e; 2024d)
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Table 1: Current Capital Structure based on Market Values

2021 011 2023 HY 023 FY 2024 HY
adidas
Market Capitalization 48,512 22,756 31,742 32,882 39,816
Shares Outstanding 191.6 178.5 178.5 178.5 178.5
Stock Price 253.2 127.5 177.8 184.2 223.0
Met Financial Debt® 2,118 3,668 3,519 4,126 4,004
EV 50,629 28425 37.262 37,007 43,820
D/EV 4.2% 19.9% 14.8% 11.1% 9. 1%
EEV 95.8% B0.1% 85.2% BE.9% 90.9%
PUMA
Market Capitalization 16,082 8485 8257 7,571 6,421
Shares Outstanding 149.6 1496 1458 149.9 1498
Stock Price 107.5 6.7 351 50.5 429
Met Financial Debt® 695 933 1,378 1,007 1,333
EV 16,777 9418 9,635 8577 7,754
D/EV 4.1% 9.9% 14.3% 11.7% 17.2%
EEV 95.9%% 90.1% B5. 7% BE.3% B2.E%
* Assumption: Book Value is the approximated Market Value.
Table 2: Weighted Average Cost of Capital
adidas PUMA

US treasury bond 10 year 4.4% US 10 year treasury bond 4.4%
Cross currency basis swap spread USD to EUR 0.1% Cross currency basis swap spread USD to EUR 0.1%
Risk-free rate 4.3% Risk-free rate 4.3%
Market risk premium 5.5% Market risk premium 5.5%
YTM of bonds issued by adidas (10-year maturity) 3.0% Interest expense FY 2023 (million EUR) 53.1

EBITFY 2023 (mullion EUR) 621.5

Interest coverage ratio 11.70
Credit spread 0.6% Credit spread 0.8%
Debt heta 10.1% Cost of debt 5.0%
Cost of debt 4.8% Debt beta 13.6%
Corporate tax rate 27.4% Corporate tax rate 27.1%
Adfter-tax Cost of debt 3.5% Adter-tax Cost of debt 3.6%
Systematic risk of unlevered cost of equity 93.2% Systematic risk of unlevered cost of equity E3.1%
0Old Systematic risk of levered cost of equity 101.6% Old Systematic risk of levered cost of equity 97.6%
Equity beta (relevered) 107.9% Equity beta (relevered) 106.3%
E'EV 85.0% EEV 75.0%
D/EV 15.0% D/EV 25.0%
Cost of unlevered equity 9.4% Cost of unlevered equity B.R%
Cost of levered equity 10.2% Cost of levered equity 10.1%
WACC 9.2% WACC 8.5%

60



Table 3: Reformulated Cash Flow Statement of adidas

(in million EUR) 2021 2022 2023 2024 2024 2025 2026 2027 2028 2029 2030
HY FY

Core Business

Core EBIT 1,968 636 276 718 1,459 1,634 1,824 2,029 2,252 2,654 2,815
Statutory Tax =539 =174 =76 -197 -400 448 =500 =336 -617 =727 =774
Tax Adj 7 160 -61 = 0 0 0 0 0 0 1)
Core NOPLAT 1,436 622 139 512 1,059 1,186 1,324 1,473 1,635 1,927 2,051
Cash Adjustments:

Depreciation, amortization and impairment losses 1,149 1,375 1,212 560 976 1,009 1,045 1,083 1,123 1,166 1,212
Change in NWC 242 -2,079 1,271 405 260 -122 21 33 45 87 182
Change in PP&E -1,388 -1,493 -674 -1,051 -582 -1,091 -1,176 -1,257 -1,336 -1,416 -1,495
Change in Goodwill -20 -3 22 -6 -2 -23 -25 =27 -28 =30 -32
Investments in other intangible assets 650 =77 -13 2 -31 -89 -85 -81 -B0 =79 B0
Change in other ing net assets -53 2 34 58 -110 =71 =70 -72 =76 =72 =79
Total Cash Adj 580 -2,304 1,852 -31 512 =387 -289 -322 -153 =344 =292
Core Unlevered Free Cash Flow 2,016 -1,682 1,991 481 1,571 799 1,035 1,151 1,282 1,583 1,760
Non-Core Business

Non-Core EBIT 17 11 -12 36 -66 -78 -B6 =82 -99 -106 -133
Statutory Tax -5 -6 3 10 18 21 24 25 27 19 36
Tax Adjustments 141 -188 -46 -7 [} 0 0 1] 0 0 0
(Gains / (losses) from di d operations, net of tax 666 384 44 -7 -7 0 0 0 0 0 0
MNon-Core NOPLAT 819 212 =10 -40 -55 -57 -63 -67 =72 =77 -97
Cash Adjustments:

Change in Other Non-Core Assets -1,970 2,024 =35 -7 o 0 0 0 0 0 0
Change in Other Non-Core Liabilities 577 =743 136 26 35 -93 5 5 5 5 5
Other hensive income 572 18 =238 192 162 0 0 0 0 0 1)
Total Cash Adj -§21 1,299 -137 159 227 -93 5 5 5 5 5
Non-Core Unlevered Free Cash Flow -1.662 1,511 =147 119 172 =150 =58 -62 -67 =72 -92
Total Unlevered Free Cash Flow 2,014 =171 1,844 600 1,743 649 G978 1,08% 1,215 1,511 1,668
Financing Business

Net financial cost =131 =269 =201 -131 -268 =250 -281 -189 =301 =313 =324
Tax Shield 36 74 55 36 74 79 77 79 B3 86 &9
Change in Net Debt -253 3,551 -1,543 -55 210 216 267 259 263 242 235
Net Change in Equity -1,666 -3,184 -155 -450 -1,758 -655 -1,041 -1,138 -1,259 -1,525 -1,668
Total 2,014 171 -1,844 -600 21,743 649 978 -1,089 1,215 -1,511 -1,668

Table 4: Reformulated Cash Flow Statement of PUMA
(in million EUR) 2021 2022 2023 2024 2024 2025 2026 2027 2028 2029 2030
FY HY FY

Core Business

Core EBIT 533 a7 583 265 533 601 673 750 775 00 1,255
Statutory Tax -145 -165 -159 72 -145 -164 -183 -204 =211 -218 =342
Tax Adj 9 17 22 9 0 0 0 0 0 0 0
Cote NOPLAT 397 459 446 202 388 438 490 546 564 582 913
Cash Adjustments:

Depreciation and impairment 306 359 358 184 404 446 486 526 566 605 6dd
Change in NWC -282 -408 -11 160 274 -33 -23 -17 -17 -13 (]
Change in PP&E -434 -649 -427 -194 -585 661 -606 =732 -769 -B04 -B42
Investments in intangible assets -28 -35 -24 -10 5 -21 -21 =20 =20 =21 =21
Change in other operating net assets -4 239 =11 -1 12 3 3 3 1 0 -1
Total Cash Adj -462 -494 -116 138 100 =267 -251 -240 -239 =213 -213
Core Unlevered Free Cash Flow -65 -35 330 340 487 171 239 306 326 349 700
Non-Core Business

Non-Core EBIT 23 33 38 11 38 37 37 37 37 37 37
Statutory Tax -6 -8 -10 -3 -10 -10 -10 -10 -10 -10 -10
Tax Adj 0 5 =10 -4 0 0 0 0 0 0 1)
MNon-Core NOPLAT 17 30 18 4 27 27 27 27 27 17 27
Cash Adjustments:

Change in Other Non-Core Assets -2 4 -16 -1 10 -1 -1 -1 -1 -1 0
Change in Other Non-Core Liabilities 4 -5 -23 -1 50 9 9 9 9 9 10
Other comprehensive income 207 8 =107 91 91 0 0 0 0 0 0
Total Cash Adj 210 7 =147 90 152 ] 7 7 B B 10
Non-Core Unlevered Free Cash Flow 126 36 =129 94 179 35 35 34 35 35 37
Total Unlevered Free Cash Flow 162 1 201 434 666 206 274 340 360 384 737
Financing Business

Net financial cost -51 -E8 -143 -69 -166 -172 -161 -149 -138 -118 =135
Tax Shield 14 24 39 19 45 47 44 41 38 is 37
Change in Net Debt -31 237 74 26 1,475 159 195 195 206 218 149
Net Change in Equity -93 =174 =171 -357 -2,020 -239 =352 =426 -466 =509 =T8T
Total -162 -1 201 434 -666 206 274 340 -360) 384 737
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Table 5: Enterprise Discounted Cash Flow Model of adidas

(in million EUR, except per share data) HY FY Terminal value
30.06.24 2024 2025 2026 2027 2028 2029 2030 2031
Core Unlevered FCF 1571 799 1,035 1,151 1,282 1,583 1,760 1,836
Core Enterprise Value 28,224 27,923 29,688 3378 33,106 34,863 36,480 38,070
Non-Core Unlevered FCF 119 172 =150 =58 -62 -67 =72 =92
Total Enterprise Value 28,343 | 28095 29538 31,320 33,044 34796 36408 | 37978
Net Debt 4,251
Equity available to Common Shareholders (30.06.2024) 24,091
Share Price 134.93
Current Share Price (30.06.2024) 223.00
Overvaluation -39.5%
Table 6: Enterprise Discounted Cash Flow Model of PUMA
(in million EUR, except per share data) HY FY Terminal value
30.06.24 2024 2025 2026 2027 2028 2029 2030 2031
Core Unlevered FCF 487 239 306 326 349 T00 727
Core Enterprise Value 11,238 11,219 11,999 12,778 13,556 14,380 15,251 15,844
Non-Core Unlevered FCF o4 179 35 34 35 35 37
Total Enterprise Value 11,332 11398 12,034 12,812 13,590 14415 15286 | 15,881
Net Debt 2,833
Equity available to Common Shareholders (30.06.2024) 8499
Share Price 56.95
Current Share Price (30.06.2024) 42.87
Overvaluation 32.8%
Table 7: Sensitivity Analysis of adidas on Share Price
WACC
5.4% 8 6% B.8% 9.0% 9.2% 0.4% 9. 6% 9.8% 10.0%
= 16% 139.92 13426 129.03 12418 119.69 115.50 111.60 107.95 104.52
2 18% 144.75 138.65 133.05 127.87 123.08 115.63 114.49 11062 10701
| 4.0% 150.01 143.43 137.40 131.85 126.72 121.98 117.58 113.4% 109 66
E 4.2%, 155.97 148.64 14213 136.16 130.66 125.59 120.50 116.54 112.4%
& 4.4% 162.11 154.34 14728 140.84 134.93 120.49 12448 11983 115.52
E 4.6% 16910 16061 15293 145.94 139 .56 13372 12834 12337 11877
b 4. 8% 176.87 167.54 15913 151.53 144 62 135.30 13252 127.1% 13238
E 5.0% 185.55 175.23 165.99 157.67 150.15 14331 137.06 131.33 126.06
5.2% 19530 18382 173.60 164.46 156.23 1458.78 142.01 13583 130.16
Table 8: Sensitivity Analysis of PUMA on Share Price
WACC
7.7% 7.9% B.1% B.3% B.5% 8. T% B8.9% 9.1% 9.3%
w 3.1% 5914 56.47 54.03 51.77 49 63 47.75 4595 4427 42.71
E 3.3% 6146 58.58 55.04 5352 51.29 4923 47.31 4553 43 87
| 35% 64.01 6088 58.03 55.42 5303 50.82 48.77 46 88 4512
E 3.7% 66.81 63.40 60.31 57.449 54.91 52.53 50.35 48.33 46.45
had 3.9% 69.90 66.17 62.80 50.74 56.95 54.40 52.05 44 89 47 89
E 4. 1% 7134 6923 65.54 62.21 5818 56.42 5389 51.57 4943
) 4.3% 77.19 72.64 6G8.58 64.92 61.62 58.63 55.90 53.39 51.10
E 4.5% §1.52 76.45 71.95 67.93 64.31 61.05 5808 55.38 52.90
4.7% B6.42 5073 75.72 71.26 6728 63.71 60.48 57.54 54 86
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Table 9: Multiples Valuation of adidas

Trading multiples EV/EBIT EV/Revenue PIE
Nike 16.4x 20x 20.3x
Under Armour -41.4x 0.5x -33.8x
Lululemon 16.0x 3T7x 23.0x
ASICS 22.8x 2.9x 32.79x
'V.F Corporation -57.6x 1.2x -4.5x
Skechers 123x 1.2x 17.6x
Anta 13.0x 3ax 13.3x
Li Ning TAax 1.2x T8.0x
Puma 12.9x 1.0x 24.6x
adidas 201.7x pALY 204.6x
‘Worst Case Best Case

EV/EBIT EV/Revenue PE EV/EBIT EV/Revenue PE EV/EBIT EV/Revenue PE
Mean 14.4x 22x 299x Mean 13.0x 2.0x 26.9x Mean 15.8x 2.4x 32.9x
Median 13.0x 2.0x 23.1x Median 11.7x 1.8x 20.8x Median 14.3x 2.2x 25.4x
FY 2023 EV/EBIT EV/Revenue PIE FY 2023 EV/EBIT EV/Revenue PE FY 2023 EV/EBIT EV/Revenue PE
Implied Enterprise Value 2,930 43,110 Implied Enterprise Value 2,637 38,799 Implied Enterprise Value 3,223 47421
(-) Net Debt 439 6,467 (-) Net Debt 396 5,820 (<) Net Debt 483 7,113
Implied Equity Value 2,490 36,644 Implied Equity Value 2,241 32,979 Implied Equity Value 2,739 40,308
# of Shares Outstandin 178.55 178.55 # of Shares Outstanding 178.55 178.55 # of Shares Outstandin 178.55 17855
Implied Share Price 13.95 20523 25122 Implied Share Price 12.55 184.71 .70 Implied Share Price 15.34 22575 27714
Median of Share Price 2512 Median of Share Price .70 Median of Share Price 27.74
Potential BE.T% Potential -80.8% Potential ET6% |
Forecasted FY 2024 EV/EBIT EV/Revenue P/E Forecasted FY 2024 EV/EBIT EV/Revenue PE Forecasted FY 2024 EV/EBIT EV/Revenue PE
Implied Enterprise Value 18,150 46,128 Implied Enterprise Value 16,335 41,515 Implied Enterprise Value 19,965 50,741
(-) Net Debt 2,723 6,919 (-} Net Debt 2450 6,227 () Net Debt 2,995 7,611
Implied Equity Value 15,428 39,209 Implied Equity Value 13,885 35,288 Implied Equity Value 16,970 43,130
# of Shares Outstandin, 178.55 178.55 # of Shares Outstanding 178.55 178.55 # of Shares Outstandin, 178.55 178.55
Implied Share Price 86.41 219.60 105.80 Implied Share Price 77.77 197.64 95.22 Implicd Share Price 95.05 241.56 116.38
Median of Share Price 105.80 Median of Share Price 95.22 Median of Share Price 116.38
Potential -52.6% Potential .57.3% Potential 478% |

Table 10: Multiples Valuation of PUMA
Trading multiples EV/EBIT EV/Revenue P/E
Nike 16.4x 2.0x 203x
Under Armour -41.4x 0.5x -33.8x
Lululemon 16.0x 37x 23.1x
ASICS 22.8x 2.9x 32.7x
'V.F Corporation -57.6x 1.2x -4.5x
Skechers 12.3x 1.2x 17.6x
Anta 13.0x 34x 13.3x
LiNing Tax 1.2x 78.0x
adidas 201.7x 21Ix 204.6x
Puma 12.9x 1.0x 24.6x
‘Worst Case Best Case

EV/EBIT EV/Revenue P/E EV/EBIT EV/Revenue PE EV/EBIT EV/Revenue P/E
Mean 4l.4x 24x 35.6x Mean 3T.2x 2Ix 50.1x Mean 45.5x 2.6x 61.2x
Median 16.0x 21x 23.1x Median 14.4x 1.9x 20.8x Median 17.5x 23x 25.4x
FY 2023 EV/EBIT EV/Revenue P/E FY 2023 EV/EBIT EV/Revenue PE FY 2023 EV/EBIT EV/Revenue P/E
Implied Enterprise Value 10,151 18,217 Implied Enterprise Value 9,136 16,396 Implied Enterprise Value 11,166 20,039
(-) Net Debt 2,538 4,554 (-) Net Debt 2,284 4,009 () Net Debt 2,792 5,010
Implied Equity Value 7,613 13,663 Implied Equity Value 6,852 12,297 Implied Equity Value 8375 15,029
# of Shares Outstandin, 149.23 149.23 # of Shares Outstanding 145.23 149.23 # of Shares Outstandin, 149.23 149.23
Implied Share Price 5102 91.56 40.26 Tmplied Share Price 4592 82.40 36.23 Implied Share Price 56.12 100.71 44.28
Median of Share Price 5102 Median of Share Price 45.92 Median of Share Price 56.12
Potential 19.0% Potential T.1% Potential 30.9%
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Table 11: Projected Impact on Financials of adidas under Scenario 1

2025 2026 2027 2028 2029 Information

Income §
Revenue growth North America -13.0% -0.0% -5.0% -2.0% 0.0% Increased tariffs and reduced spendings (broader global footprint), gradual improvements due to supply chain adjustments

Europe -3.0%% -6.0%% -4.0%% -2.0%% -2.0%% Pressure from Chinese manufacturers, counteracting with European innovation
COGS growth 9.0% T.0% 5.0 2.0 0.0%% Increased tariffs on imported goods {23% of goods produced in China), gradual decrease due to supply chain adjustments
Other operating expenses Distribution and selling expenses 2.5% 2.5% 1L.0%% 0.5% 0.0%% Increase due to higher logistics and transportation costs as a result of new procurement locations

‘General and administration expenses 5.0 5.0 2.0% 1L0%% 0.0%% Related to supply chain adjustments
EBIT margin vs. base case *o -2.0%% -1.8% =106 -0.4% 0.0%%
Balance Sheet
Property, Plant & Equipment CAPEX L0 1.0%% 1.0%% 1.0%% 0.0%% Need of additional inv for relocalization of production

Table 12: Projected Impact on Financials of PUMA under Scenario 1
2025 2026 2027 2028 2029 Information

Income §
Revenue growth North America % -16.0% -11.0% S1.0% -5.0% -1.0% Increased tariffs and reduced spendings (higher reliance on US sales), gradual improvements due to supply chain adjustments

Europe -5.0% -B.0% -6.0% -4.0% -2.0% Pressure from Chinese manufacturers, counteracting with Enropean innovation
COGS growth 9.0% T0%% 5.0% 200 0.0% Increased tariffs on imported goods (32% of goods produced in China), gradual decrease due to supply chain adjustments
Other operating expenses Sales and distribution expenses 3.0% 0% 1.0% 1L.0% 0.0% Increase due to higher logistics and transportation costs as a result of new procurement locations

Administrative and general expenses 6.0% 6.0% 3% 200 0.0% Related to supply chain adjustments
EBIT margin vs. base case -2.8% -2.5% -1.3% -0.7% 0.1%
Balance Sheet
Property, Plant & Equipment CAPEX 2.0% 2.0% 2.0% 1L0% 0.0%% Need of additional inv for relocalization of production

Table 13: Projected Impact on Financials of adidas under Scenario 2.1

2017 Terminal
Scenario 2.1 - becomes more baseline 2024 2025 2026 2027 2028 2029 2030 Value
Carbon price Weighted average direct carbon price per ton worldwide s 627 1023 141 1814 2200 2605 3000 Assumed the maximum price target by 2030
€ 586 955 1325 169.4 2064 2433 2802 Converted by EUR/USD rate as of 28.06.2024
Seope 1 +2 CO2 emissions million tons 01 01 01 01 01 01 0o 0o Following company’s target of 90% reduction of Seope 1 and 2 on a 2017 baseline
C02 emissions costs € million 83 1.4 12.8 125 10.6 10 1.7 Gradual increase in Other Operating Expenses by emissions costs (reduction in emission stronger than tise in carbon price, therefore decreasing effect)
Secope 3 CO2 emissions million tons 8.0 59 5.8 5.8 57 57 57 5.6 Following company’s target of 30% reduction of Scope 3 on a 2017 baseline
CO2 emissions costs € million 3433 5562 T66.3 9737 L1784 13803 11,5795 Gradual increase in COGS by emissions costs (reduction in emission weaker than rise in carbon price, therefore increasing effect)
Total scopes Total CO2 emissions million tons 8.1 6.0 59 59 58 58 57 5.6 Total target reduction of emissions by 30% on a 2017 baseline set by the company
Total CO2 emissions costs € million 351.6 567.6 779.1 986.2 1,IR9.0 13873 15812 Gradual increase in costs due to higher carbon price despite lower emissions
Income ement 2024 2025 2026 2027 2028 2029 2030
Revenue growth Share of sustainable products % 80.0%  90.0%  90.0% 90.0% 90.0%  90.0%  90.0% Following company’s target of 90% from 2025 onwards
Sustainable Footwear Applied to all segment
Europe T 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% Industry CAGR 2024 - 2030
North America T 6.1% 6.1% 6.1% 6.1% 6.1% 6.1% 6.1% Industry CAGR 2024 - 2030
Greater China Y 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% Industry CAGR 2024 - 2030
Emerging Markets k) 48% 48% 48% 48% 48% 48% 48% Industry CAGR 2024 - 2030
Latin America k) 53% 53% 53% 53% 53% 53% 53% Industry CAGR 2024 - 2030
Japan{South Korea Yo T1% T1% T1% T1% T1% T1% T1% Industry CAGR 2024 - 2030
Long-term impact vs. base case 0.5% Due to lower sustainability efforts made by adidas
COGS growth % 31% 42% 5.1% 5.8% 62% 6.5% 6.6% Driven by Scope 3 emissions costs
Other operating expenses Yo 0.1% 0.1% 0.1% 0.1% 0.1% 0.0% 0.0% Driven by Scope 1 and 2 emissions costs
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Table 14: Projected Impact on Financials of PUMA under Scenario 2.1

017 Terminal
Scenario 2.1 - Sustainabi becomes more ortant baseline 2024 2025 2026 2027 2028 2029 2030 Value Information
Carbon price Weighted average direct carbon price per ton worldwide s 627 1023 1418 1814 2209 2605 3000 Assumed the maximum price target by 2030
€ 586 955 1325 169.4 2064 2433 2802 Converted by EUR/USD rate as of 28.06.2024
Scope 1 +2 CO2 emissions million tons 0o 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Following company’s target of %% reduction of Scope 1 and 2 on a 2017 baseline
CO?2 emissions costs € million 0.4 0.6 0.8 1.0 11 12 13 Gradual increase in Other Operating Expenses by emissions costs (reduction in emission weaker than rise in carbon price, therefore increasing effect)
Seope 3 CO2 emissions million tons 15 L1 L1 L1 L1 L1 1.0 1.0 Following company’s target of 33% reduction of Scope 3 on a 2017 baseline
CO2 emissions costs € million 638 1032 1420 1802 2177 2547 291.0 Gradual inerease in COGS by emissions eosts (reduction in emission weaker than rise in carbon price, therefore increasing effect)
Total scopes Total CO2 emissions million tons 16 11 11 11 11 11 1.0 1.0 Total target reduction of emissions by 35% on 2 2017 baseline set by the company
Total CO2 emissions costs € million 642 1038 1428 1811 2189 2559 2023 Gradual inerease in costs due to higher catbon price despite lower emissions
Income Statement 2024 2025 2026 2027 2028 2029 2030
Revenue growth Share of sustainable products % B0.0%  90.0%  90.0%  90.0% 90.0%  90.0%  90.0% Following company’s target of 90% from 2025 onwards
Sustainable Footwear Applied o all segments
Europe % 4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% Industry CAGR 2024 - 2030
EEMEA 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% Industry CAGR 2024 - 2030
North America . 6.1% 6.1% 6.1% 6.1% 6.1% 6.1% Industry CAGR 2024 - 2030
Latin America 53% 53% 53% 53% 53% 53% 53% Industry CAGR 2024 - 2030
Greater China 5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Industry CAGR 2024 - 2030
AstafPacific fwithout Greater China) 1% 1% 1% 1% 1% T1% T1% Industry CAGR 2024 - 2030
Long-term impact vs. base case 1.0% Driven by PUMA’s strong sustainability efforts
COGS growth % 1.3% 1.8% 23% 26% 28% 3.0% 3.0% Driven by Scope 3 emissions costs
Other operating expens % 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% Driven by Scope 1 and 2 emissions cosls

Table 15: Projected Impact on Financials of adidas under Scenario 2.2

2017 Terminal
Scenario 2.2 - becomes less important baseline 2024 2025 2026 2027 2028 2029 2030 Value fc i
Carbon price ‘Weighted average direct carbon price per ton worldwide 5 442 65.1 B6.1 1071 1281 149.0 1700 Assumed the minimum price target by 2030
€ 413 60.9 B0.4 100.0 1196 1392 1388 Converted by EUR/USD rate as of 28.06.2024
Scope 1 +2 C0O2 emissions million tons 01 0.1 0.1 0.1 0.1 0.0 00 Initial target reduced to 60% of Scope 1 and 2 emissions on a 2017 baseline due to historical development
CO2 emissions costs 6.0 76 84 84 6.2 38 Gradual increase in Other Operating Expenses by emissions costs (reduction in emission stronger than rise in carbon price, therefore decreasing effect)
Scope 3 CO2 emissions B0 6.1 63 6.5 6.7 X 7.0 72 Initial target reduced w a 10% reduction of Scope 3 emissions on a 2017 baseline
CO2 emissions costs €mi 2511 3819 5202 6660 8193 980.0  1,1482 Gradual increase in COGS by CO2 emissions costs due to higher carbon price and lower target
Total scopes Total CO2 emissions million tons 8.1 6.2 6.4 6.6 6.7 .| 7.1 73 Total reduction of emissions by 10% on a 2017 baseline
Total CO2 costs € million 2571 389.5 528.6 674.4 826.9 986.1  1,152.0 Gradual increase in costs due to higher carbon price and lower target
Income ement 2024 2025 2026 2027 2028 2029 2030 2030 fi i
Revenue growth Share of sustainable products % 80.0%  90.0%  90.0%  90.0%  90.0%  90.0%  90.0% Following company's target of 90% from 2025 onwards
Sustainable Footwear Applied to all segments
Europe % 54% 54% 54% 54% 54% 54% 54% Industry CAGR 2024 - 2030 adjusted by -1%
North America o 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% Industry CAGR 2024 - 2030 adjusted to reflect Trump's easing on climate regulations - sustainability lose appeal
Greater China 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% Industry CAGR 2024 - 2030 adjusted by -4%, stronger impact by Trump's election assumed
Emerging Markets 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% Industry CAGR 2024 - 2030 adjusted by -2% due to lower interest and cost-efficiencies
Latin America % 33% 3.3% 33% 3.3% 3.3% 33% 3.3% Industry CAGR 2024 - 2030 adjusted by -2% due to lower interest and cost-efficiencies
Japan:South Korea % 31% 3.1% 3l% 3% 31% 3l% il% Indusiry CAGR 2024 - 2030 adjusted by -4%, stronger impact by Trump's election assumed
Long-term impact vs. base case o 0.0%
COGS growth 22% 3.0% 3.7% 4.4% 4.9% 53% 5. 7% Driven by Scope 3 emissions costs
Other operating expenses % 0.1% 0.1% 0.1% 0.1% 0.1% 0.0% 0.0% Driven by Scope 1 and 2 enuissions costs
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Table 16: Projected Impact on Financials of PUMA under Scenario 2.2

2017 Terminal
Scenario 2.2 - becomes less important baseline 2024 2025 2026 2027 2028 2029 2030 WValue
Carbon price ‘Weighted average direct carbon price per ton worldwide 442 65.1 86.1 107.1 128.1 149.0 170.0 Assumed the munimum price target by 2030
413 60.9 80.4 100.0 119.6 139.2 1588 Converted by EUR/USD rate as of 28.06.2024
Scope 1 +2 CO2 emissions 0o 0o 0.0 0.0 0.0 0.0 0.0 0.0 Following target of 90% reduction of Scope 1 and 2 on a 2017 baseline
CO2 emissions costs 0.3 0.4 0.5 06 0.6 0.7 08 Gradual increase in Other Operating Expenses by emissions costs (reduction in emission weaker than rise in carbon price, therefore increasing effect)
Scope 3 CO2 emissions L5 L1 12 1.2 12 13 1.3 13 Initial target reduced to a 15% reduction of Scope 3 emissions on a 2017 baseline
C0O2 emissions costs 46.6 70.6 95.8 1223 1501 179.0 2092 Gradual increase in COGS by CO2 emissions costs due to higher carbon price and lower target
Total scopes Total CO2 emissions Lé L1 12 1.2 12 13 L3 13 Total reduction of emissions by 17% on a 2017 baseline
Total CO2 emi: costs 46.8 71.0 96.3 1229 1507 179.7 210.0 Gradual increase in costs due to higher carbon price and lower target
Income Statement 2024 2025 2026 2027 2028 2029 2030 2030 fc il
Revenue growth Share of sustainable products 80.0%  90.0%  90.0%  90.0%  90.0%  90.0%  90.0% Following company's target of 90% from 2025 onwards
Sustainable Footwear Applied to all segments
Europe 54% 5.4% 54% 54% 5.4% 54% 54% Industry CAGR 2024 - 2030 adjusted by -1%
EEMEA 2.8% 28% 28% 28% 28% 28% 2.8% Industry CAGR 2024 - 2030 adjusted by -2% due to lower interest and cost-efficiencie
North America 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% Industry CAGR 2024 - 2030 adjusted to reflect Trump's easing on climate regulations - sustainability lose appeal
Latin America 33% 3.3% 33% 33% 3.3% 33% 33% Industry CAGR 2024 - 2030 adjusted by -2% due to lower interest and cost-efficiencies
Greater China 35% 3.5% 35% 3% 35% 35% 3% Indusiry CAGR 2024 - 2030 adjusted by -4%, stronger impact by Trump's election assumed
Asia/Pacific (without Greater China) 31% 3.1% 31% 31% 3.1% 31% 31% Industry CAGR 2024 - 2030 adjusted by -4%, stronger impact by Trump's election assumed
Long-term impact vs. base case 0.5% Driven by PUMA's strong sustainability efforts
COGS growth 1L.0% 1.3% 1.7% 2.0% 2.2% 24% 2.6% Draven by Scope 3 emissions costs
Other operating expenses 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% Driven by Scope 1 and 2 emissions cosis
Table 17: Projected Impact on Financials of adidas under Scenario 3
Terminal
2025 2026 2027 2028 2029 2030 Value Information
Income S
Revenue growth E-Commerce Sales Share 36.7% 38 T% 40.T% 42.7% 44 7% 46.7% Following "Own The Game" expected online share by 2025, gradual increase due to numerous investments
E-Commerce Footwear
Europe 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% Industry CAGR 2025 - 2030
Naorth America T.1% T 1% T1% T1% T1% T 1% Industry CAGR 2025 - 2030
Greater China T.5% 7.5% 7.5% 7.5% 7.5% 7.5% Industry CAGR 2025 - 2030
Emerging Markets 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Industry CAGR 2025 - 2030
Latin America 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% Industry CAGR 2025 - 2030
Japan/South Korea 73% 7.3% 7.3% 7.3% 7.3% 7.3% Industry CAGR 2025 - 2030
E-Commerce Apparel
Eurape 8.3% 8.3% 8.3% 8.3% 8.3% 8.3% Industry CAGR 2025 - 2030
North America 8.7% 8.T% 8.7% 7% 2.7% 8.T% Industry CAGR 2025 - 2030
Gireater Ching 9.7% 9.7% 9.7% 9.7% 9.7% 9.7% Industry CAGR 2025 - 2030
Emerging Markets T6% 7.6% T.6% T.6% 7.6% 7.6% Industry CAGR 2025 - 2030
Latin Ameriea T6% 7.6% T.6% T.6% 7.6% 7.6% Industry CAGR 2025 - 2030
Japan/South Korea 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% Industry CAGR 2025 - 2030
vs. base case 29% 3.1% 32% 34% 3.5% 3.7% L0%
COGS growth <0.5% -1.5% -15% -3.5% -4.5% -5.5% Gradual decrease due to production efficiencies
Other operating expenses Disiribution and selling expenses 200 2.0% 2.0% 2.0% 2.0% 2.0% Hisiocial CAGR 2013 - 2023
Administrative and general 4.0 3.0% 2.0% L.0% 0.0% -1.5% Increase of technical team to monitor the systems, followed by reduction of workforce by replacing activities with Al
Balance Sheet
Average holding period 1422 139.5 136.8 1340 1313 128.6 Leverage of Al in inventory management, optimizing inventory control and reducing AHP below industry average
Trademarks and other i assels  Investments 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% Following "Own The Game" strategy of EUR 1 billion in 2025, followed by constant increase of share due to i updates on )
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Table 18: Projected Impact on Financials of PUMA under Scenario 3

Terminal
2025 2026 2027 2028 2029 2030 Value Information
Income
Revenue growth E-Commerce Sales Share 12.1% 13.1% 14.1% 15.1% 16.1% 17.1% Gradual increase due to multi-year agreement with Google Cloud
E-Commerce Footwear
Europe 6.5% 6.5% 6.5% 6.5% 6.5% Industry CAGR 2025 - 2030
EEMEA 5.1% 5.1% 5.1% 51% 51% Industry CAGR 2025 - 2030
North America T1% T.1% T1% T1% T1% Industry CAGR 2025 - 2030
Latin America 6.4% 6.4% 6.4% 6.4% 60.4% Industry CAGR 2025 - 2030
Greater China 7.5% T7.5% T7.5% T.5% 7.5% Industry CAGR 2025 - 2030
AsiaiPacific (without Greater China) 6.9% 6.9% 6.9% 6.9% 6.9% Industry CAGR 2025 - 2030
E-Commerce Apparel
Europe 23% 83% 83% 23% 23% Industry CAGR 2025 - 2030
EEMEA 6.1% 6.1% 6.1% 6.1% 6.1% Industry CAGR 2025 - 2030
North America 8.7 8.7 8.7% 8.T% 8.7 Industry CAGR 2025 - 2030
Latin America T.6% T.6% T.6% T6% T.6% Industry CAGR 2025 - 2030
Greater China 9.7% 5.7% 8.7% 9.7% 9.7% Industry CAGR 2025 - 2030
Asta/Pacifie fwithout Greater China) 2.8% B8% 8.8% B.8% 2.8% Industry CAGR 2025 - 2030
vs. base case A 0.9% 1.0% 1.1% 1.2% 1.2% 1.0%
COGS growth -0.5% -1.0% -1.5% -2.0% -2.5% -3.5% Cradual decrease due to production efficiencies
Other operating expenses Research and development 8.3% 23% 3% 3% 7.3% 6.3% Historical growth of 2023 for four years, following gradual decline by 1% per annum
A istrative and peneral exp 40 3.5% 3.0% 2.5% 20% 1.5% Increase of technical team (0 monitor the systems, followed by reduction of workforce by replacing activities with A1
Balance Sheet
Average holding period days 1531 1492 1453 1414 1375 133.6 Leverage of Al in inventory management, optimizing inventory control and reducing AHP below industry average
Other i ible assets Investments 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% Constant increase of share due to continous updates on technology

Table 19: Stock Characteristics of adidas and PUMA from July 2017 to June 2024

adidas

PUMA

Expected Return monthly
Standard Deviation monthly
Expected Return annually
Standard Deviation annually

0.

BB

E.6%
30.4%

0.8%
10.0%
2.4%
34.5%

Covariance annually

adidas

PUMA

adidas
PUMA

00911
0.0605

0.0605
0.1179

Table 20: Portfolio Characteristics from July 2017 to June 2024

Weights Annual Volatility Expected Annual Return
adidas -100.0% 30.4% B.6%
PUMA 100.0% 34.5% 9.4%
Long-short Portfolie 0.0% 219.7% 0.8%
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