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Abstract. As the market competition in the clothing industry is very fierce, most of the market
resources are owned by large companies. And Under Armour can occupy a certain market share in
the industry, and the reasons are worth analysing. Therefore, this paper chooses Under Armour as
the research object. In order to evaluate the enterprise value of Under Armour, this paper adopts the
methods of strategic analysis, competitor analysis, and multiple valuations. The analysis results
show that, first of all, the competitive advantage of Under Armour lies in innovation and digitization,
and enterprises should focus on the development of new products; Secondly, the company's
financial data rose after the asset restructuring; Thirdly, the enterprise value of Under Armour is
underestimated. In conclusion, the company's stock is worth investing in. The research results can
provide empirical evidence for investors to consider investing in the company.
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1. Introduction

Currently, the market competition in the clothing industry is very fierce, and most of the market
resources are controlled by large companies that have been established for decades. Under Armour
can occupy a certain market share in the industry and has a certain influence in North America, so
this paper selects Under Armour as the research object that as an emerging company, the reason is
worth analysing. This paper will adopt the method of multiple valuations to evaluate the enterprise
of Under Armour. Enterprise valuation is a set of procedures for analysis and evaluation used to
estimate a company’s unit value at a specific time [1]. It is a value opinion prepared by professional
experts, analysts, and appraisers based on the information collected and appropriately utilized by the
company under consideration and its operating environment [2]. This paper will conduct a
quantitative and qualitative analysis of Under Armour to explore its market value and whether it is
worth investing in.

At present, the research on enterprise value is very concern by scholars, Demirakos et al. (2010)
studied the research reports of 94 UK-listed international investment companies from 2002 to 2004
to explore the accuracy of different valuation models. The results show that analysts use DCF more
frequently, but the P / E ratio model analysis results are more accurate [3]. Imam (2013) discussed
the accuracy of valuation models used by European analysts. It is found that the income multiples
and discounted cash flow (DCF) valuation models are the two most popular valuation models, and
the use of accrual multiple and cash flow-based models can effectively reduce the prediction error
[4]. Chullen et al. (2015) analyzed the impact of consistency on the accuracy of enterprise value
estimation based on various valuation methods. After analysis, the author knows that the multiple
based on the consistent definition has high prediction accuracy in most cases [5]. Serra (2018) studied
whether industry multiples in different countries can be widely used when using multiple revaluations.
Taking the United States and Brazil as samples, it is found that the industry differences between
different countries are desirable in multiple valuations [6]. Lie (2002) evaluated various multiples
used to estimate the value of the company. The conclusion is that the estimation results of asset
multiples are more accurate than those of sales, and EBITDA multiples usually produce better
estimates than EBIT multiples [7]. This result is contrary to that of Liu, whose research shows that
the income prediction based on industry multiples is very accurate. In general, the analysis results of
the P/ E ratio model and EBITDA multiple are more accurate, which is also the reason why this paper
selects these two valuation models [8].
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The main contributions of this paper include two aspects. Theoretically, it enriches the research
literature on Under Armour. In practice, the analysis results of the market value of Under Armour in
this paper can provide empirical evidence for investors to decide whether to invest.

The rest of this paper is organized as follows; Section 2 is the strategic analysis of Under Armour.
Section 3 is the competitor analysis of Under Armour. Section 4 is the financial indicators analysis
of Under Armour. Section 5 is the multiple valuations of Under Armour. And sections 6 and 7 are
discussion on the investment value and conclusion.

2. Strategic Analysis of Under Armour

Under armour is headquartered in Baltimore, Maryland. Its main products are brand sportswear,
shoes, and accessories. Its sales areas are mainly distributed in North America, Asia Pacific, and
Europe. The founder of the company created the brand to create high-performance tight-fitting
sportswear that can quickly sweat and keep athletes fresh and light during intense sports. The brand
preference survey conducted by Cowen Research Institute for American consumers shows that the
first choice of American consumers for sports brands is "cool” [9]. Therefore, the current strategy of
Under Armour focuses on product innovation and communication with consumers, such as UA Rus,
UA ISO chill, the competitor's fleece, and other products, whose clothing revenue UA increased by
33 in 2021. Through innovative technologies such as UA velocity wind, footwear revenue increased
by 35%. This innovation helps athletes improve their running speed through lightweight rubber-free
shoes. In the face of the situation that has been completely divided by sports brand giants, the strategy
of under Armour to enter the market is to create a new product category. The advantage of doing so
is to avoid direct competition with big brands and to earn higher profits. Moreover, brands that enter
the market segment first often give consumers a deep impression and consolidate their position for
the camp step by step. In addition, the company is also committed to promoting digital sales,
establishing a communication platform with customers, and applying this technology to the
promotion of the fitness business. In addition, Under Armour hopes to maintain its overall strategy in
the next few years, continue to focus on the manufacturing and sales of sports and fitness clothing,
and actively establish offline stores in other continents to develop secondary markets outside North
America.

3. Competitor Analysis Of Under Armour

At present, the main competitors of Under Armour include Levi Strauss & Co. (LEVI), Gildan
Activewear (GIL), and Columbia Sportswear (COLM). Their advantages and disadvantages are
shown in Table 1. These companies are all part of the "apparel, finished products from fabrics &
similar materials” industry. As an emerging company, Under Armour's company size, number of
employees, and sales volume are not high compared with these large companies that have operated
for decades, which is also its biggest disadvantage. Its revenue is mainly generated by its North
American branch, and its international market share is low. Moreover, compared with other
companies, its pricing is high, which is easy to lead to customer loss. The advantage of Under Armour
lies in its efforts in e-commerce and enterprise digitalization. The company has introduced a large
number of young employees to engage in fitness-related applications, such as Endomondo,
Mapmyfitness, and Myfitnesspal, to sell and promote products.
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Table 1. Advantages and disadvantages of competitive companies

Disadvantages Advantages
UAA | company size anghl E;1rtéarnat|onal market enterprise digitalization
LEVI Single brand, only jeans Large market share
GIL Only sportswear Large manufactqung fagllltles with vertical
integration
COLM Only sportswear Sales and numbers of employees

4. Financial Analysis of Under Armour

4.1 Net revenue

As shown in figure 1, the net revenue of Under Armour in 2019, 2020, and 2021 were $5267,
$4475, and $5683 million respectively. Among them, the net revenue in 2020 decreased by 15%,
mainly because the wholesale revenue decreased by 25%, the revenue in North America decreased
by 19%, the international revenue decreased by 4%, the clothing revenue decreased by 17%, and the
footwear revenue decreased by 14%. There are two main reasons for the decline in net revenue in
2020. One is the sharp decline in offline store customers due to the impact of COVID-19, resulting
in lower sales. Second, Myfitnesspal, one of its profit sources, was sold in 2020, which also led to a
decrease in net revenue. In 2021, the net revenue increased by 27% (up 25 percent current neutral),
among which the wholesale revenue, clothing revenue, and footwear revenue have increased to
varying degrees. It can be seen that the negative impact on Under Armour ‘s net revenue in 2020 has
decreased in 2021.
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Source: 2021Annual report of Under Armour
Figure 1. net revenue of Under Armour

4.2 Profit margin

As shown in figure 2, the gross profit margin of Under Armour from 2019 to 2021 is 46.9%, 48.6%,
and 50.4% respectively, which is in a stable rising state. The adjusted gross profit margin increased
by 170 basis points to 48.6% in 2020, mainly due to channel mix and supply chain initiatives, but
partially offset by pricing related to discounts directly to consumers in channels. In 2021, the gross
profit margin increased to 50.3%. Excluding the restructuring work of about US $ 1 million, the
adjusted gross profit margin increased by 180 basis points to 50.4%, which benefited from the benefits
of pricing and favorable changes in foreign currencies, partially offset by the lack of Myfitnesspal,
rising freight rates, and adverse channel combinations.
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Figure 2. Profit margin of Under Armour

4.3 Return on Equity (ROE)

As shown in Figure 3, the return on equity of Under Armour from 2019 to 2021 is 0.07%, - 35.12%,
and 13.84% respectively. Among them, the roe in 2020 is negative because the company is in a loss
state 2020. In 2020, Under Armour announced a restructuring plan of US $550 million to the US
$600 million, aimed at rebalancing its cost base to improve profitability and cash flow. From the
change of its roe, although the company was in a loss state in 2020, its return on equity increased
significantly in 2021, which was the highest in recent years, indicating that the restructuring plan of
Under Armour was very successful.
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Figure 3. ROE of Under Armour

5. Multiple Valuations of Under Armour

This paper will use multiple valuation methods to evaluate whether the market value of under
Armour is overestimated or underestimated. Among them, the P/E ratio is used to analyze its stock
price, and the EV/EBITDA ratio is used to analyze its enterprise value. According to the data on

254



BCP Business & Management EMCG 2022
Volume 31 (2022)

Yahoo Finance, its stock price in December 2021 was $21.19, EPS was 0.455, and enterprise value
was $4.13billion. The specific calculation results are shown in Table 2.

Table 2. results of multiple valuations

UAA LEVI GIL COLM NIKE Average
P/E 16.94 11.53 8.06 13.51 28.78 15.764
EV/EBITDA 7.74 9.24 6.95 7.71 25.39 11.406

This paper selects the data of Under Armour and its competitors as the sample data for calculating
the industry average. These companies belong to the industry of apparel, finished products from
fabrics & similar materials. The average P/E ratio of the industry is 15.764, while the EPS of Under
Armour is 0.46. Therefore, the calculated stock price is 15.764*0.45=$7.10, which is lower than the
stock price in December 2021. Therefore, the analysis result based on the P/E ratio is that the stock
price of Under Armour is overvalued. Similarly, the calculated industry average EV/EBITDA ratio
is 11.406, while Under Armour is 7.74, lower than the average. Due to its low EV/EBITDA ratio, its
enterprise value should be undervalued.

In general, the results of the two analysis methods are opposite. However, compared with the P/E
ratio, the result of the EV/EBITDA ratio analysis is more accurate. This is because it is not affected
by different capital structures, and the restructuring of Under Armour in 2020 will not affect the
analysis results. In addition, excluding the impact of non-cash costs such as depreciation and
amortization, it can more accurately reflect the value of the company [10]. Therefore, this paper
believes that the market value of Under Armour is undervalued.

6. Discussion on The Investment Value of Under Armour

This paper believes that from the perspective of investors, the stock of Under Armour is worth
buying and has investment value. First of all, from the perspective of the company itself, the asset
restructuring plan implemented in 2020 has been completed in the transitional quarter ending in
March 2022. It can be seen from the historical data of the company that all financial indicators of
Under Armour are on the rise, which has development potential. In addition, although the current
market share of Under Armour is not high, it is committed to building a digital platform for
communicating with customers, thus opening up emerging markets such as fitness. Compared with
companies such as Levi, its innovation makes it more competitive in the industry in the future.
Moreover, through the multiple valuation analysis of the company's data, this paper believes that its
company value is underestimated, and its gross profit margin and net revenue are on the rise.
Therefore, the stock of Under Armour is worth buying by investors.

7. Conclusion

Through the quantitative and qualitative analysis of Under Armour in this paper, there are 3
conclusions. Firstly, compared with competing companies, Under Armour's greatest advantage lies
in its product innovation and company digitization. Secondly, according to the company's data, it can
be seen that the operating conditions of Under Armour are gradually improving in the past two years.
Thirdly, the market value of the company is estimated, and it has a lot of room for development.

There are several implications in this paper. Firstly, the research conclusion of this paper provides
an effective basis for investors to invest in the stocks of Under Armour. Secondly, For Under Armour,
in order to maintain its current competitiveness in the market, the most important thing is to adhere
to the company's strategy of innovative product categories, such as fitness products, and ensure the
company's digital process, strengthen communication and feedback with customers, so as to
effectively increase the company's value.
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However, there are some potential limitations in this paper. This paper only uses P / E and
EBITDA models for valuation analysis, and neglects other valuation methods, such as EBIT or DCF
valuation models. If the research methods in this paper are compared with other valuation methods,
the conclusions should be more reliable. Therefore, the research methods in this paper need to be
further improved and studied.
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