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Chapter 2. 
Selling England by the pound: 

NIKE scores with UMBRO 
takeover.

This brief case study focuses on the valuation of the potential synergies leading 
to the share premium offered by Nike to acquire the control of UMBRO.

The deal.

On 15/09/07 it was reported that UMBRO plc, the listed UK sportswear 
manufacturer, may become a takeover target. The speculation has been 
prompted following the announcement that listed retailer Sports Direct 
International plc has built up a 9 per cent stake in UMBRO, and the latter is 
a major supplier to Sports Direct.

On 03/10/07 it was reported that Sports has increased its holding in 
UMBRO to 19,201,402 ordinary shares representing a 13.14 per cent stake. 
UMBRO closed at GBP 1.1075 on 01/10/07, the last trading day prior to 
the report.

On 18/10/07 it was reported that the board of UMBRO has received an 
approach which may or may not lead to an offer being made for the company. 
The identity of the potential bidder is not known. Currently, Mr. Mike 
Ashley, the Sports Direct tycoon, holds a 15 per cent stake in the company, 
but it has been suggested the bid may have come from another party. The 
shares in the company soared 25 per cent today and the company is now 
valued at around GBP 220 million.
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Later on 18/10/07 it was reported that Nike may be the company behind 
the takeover approach for UMBRO. Both Nike and UMBRO have declined 
to comment.

On 23/10/07 it was announced that Nike Inc and UMBRO have come 
to an agreement on the terms of a recommended cash offer of GBP 1.95 per 
share to be made by NIKE Vapor Ltd, a wholly-owned subsidiary of Nike, 
for the entire issued and to be issued share capital of UMBRO by means of a 
court sanctioned scheme of arrangement. The offer of GBP 1.95 in cash per 
UMBRO share includes the shareholders entitlement to receive the declared 
interim dividend of GBP 0.0194. 

UMBRO’s existing issued share capital of 146,080,290 shares can be 
valued at GBP 284,856,565. The offer of GBP 1.95 represents a premium 
of 62.5 per cent over the closing price of GBP 1.20 on 14/09/07, the last 
trading day prior to the report that UMBRO may be a target. The offer 
represents a premium of 18.182 per cent over the closing price of GBP 1.65 
on 22/10/07, the last trading day prior to the announcement of the offer.1

The rationale.

The acquisition, Nike’s first in three years, will increase its sales of soccer 
apparel by about 20 percent to $1.8 billion and help overtake Adidas AG 
in sales related to the sport by the 2010 World Cup, a goal the American 
shoemaker stated last year. UMBRO has 1,820 outlets worldwide and 
supplies shirts and shorts to six teams in England’s Premier League. This is 
of particular importance in the United Kingdom, a top soccer market where 
Nike has struggled in past years. It also helps the company’s business in 
emerging markets such as Russia, Latin America and parts of Eastern Europe, 
where soccer is the top sport.

UMBRO, though, has struggled to sustain growth after a World Cup-
fuelled 2006 surge, with the wettest British summer on record hurting 
revenue at clothing retailers this year. The company said last month that 
2008 profit will miss its forecasts.

“We are fully committed to helping UMBRO reach its full potential and 
we are delighted that UMBRO’s board is unanimous in its support of our 
offer,” said Nike president and chief executive Mark Parker. 
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Nike, which makes the football kit for the Brazil national team and 
English Premiership clubs Manchester United and Arsenal, is purchasing a 
group which also provides sportswear for the Norway, Republic of Ireland 
and Sweden football squads. 

High profile players endorsing the UMBRO brand include England and 
Chelsea captain John Terry and his national team-mate Michael Owen. 

“This is an excellent deal for all our stakeholders,” UMBRO chief 
executive Steve Makin said of the Nike offer. 

“It provides great value for shareholders and exciting prospects for our 
colleagues, partners and customers around the world.” 

Nike’s offer is subject to approval by UMBRO shareholders and regulatory 
bodies. The US group’s approach already has the backing of English football’s 
governing body, the Football Association, which has worked with UMBRO 
for more than 20 years. 

FA chief executive Brian Barwick said: “Nike has provided firm assurances 
that the FA relationship with UMBRO will be protected and enhanced, and 
we look forward to working closely with both companies moving forward.” 

Nike has expanded aggressively into the football market over the past 
few years and aims to become the world’s leading football brand by the 2010 
World Cup in South Africa. 

Nike intends to operate UMBRO as a stand-alone affiliate brand in the 
same way as Converse, acquired in 2003. 

The Nike-UMBRO deal is the last of a series of acquisitions in the 
sportswear sector. Earlier this year, German manufacturer Puma was bought 
by French luxury goods empire PPR (Gucci, Yves Saint Laurent, Boucheron, 
Balenciaga). In 2006, Puma’s German rival Adidas took over US sportswear 
group Reebok.2
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ANNEX 1: the Target.

UMBRO currently manufactures all types of sports wear apparel including 
training gear and football boots. UMBRO products are manufactured in 
factories that are owned and operated by other companies. A rigorous code of 
conduct ensures that all UMBRO manufactures comply with strict standards 
of working conditions. All manufacturers are required to demonstrate 
compliance with the code before being authorised to manufacture UMBRO 
product for UMBRO and its international licensees. Compliance is then 
monitored on an on-going basis through announced and unannounced visits. 
In the event of a breach, UMBRO’s policy is to work with the manufacturer to 
resolve the issue. However, UMBRO stands ready to terminate manufacturer 
contracts in the event of a serious breach and sustained non-compliance. 

All UMBRO supplier factories are authorised by UMBRO centrally. 
Suppliers are required to sign a Manufacturer Authorisation Agreement 
(“MAA”), which sets out the terms of their appointment, including the code 
of conduct. UMBRO keeps a central database of factories listing details of 
latest visit records, agreed improvement plans and any breaches of the code. 
UMBRO and its licensees have dedicated expert resources that are responsible 
for implementing a programme of announced and unannounced visits to 
all suppliers to monitor compliance with the code of conduct and review 
progress. Together with our international licensees, UMBRO continually 
reviews how we monitor ethical compliance throughout our business and 
supply chain.

UMBRO has produced kits for many notable football teams since 
establishment; its first kit was produced in 1934, for Manchester City, which 
won the FA Cup that year. 

Over the years UMBRO have also produced kits for major teams 
including Barnsley F.C., Flamengo, Lazio, Arsenal, Celtic FC, Club Bolivar, 
Cruz Azul, Botafogo, Manchester United, Tottenham Hotspur, Chelsea, C.A. 
Independiente, Linfield, Liverpool, Aston Villa, Leeds United, Finn Harps, 
Everton, Rangers, Deportivo La Coruña, Olympique Lyonnais, La U, Colo-
Colo, Santos, Vasco, Atlético Nacional, Inter Milan, AFC Ajax, Universitario 
de Deportes, Liga Deportiva Universitaria, Celta Vigo, FC Twente, Málaga 
CF, CSKA Moscow, Hajduk Split, Dynamo Moscow, Torpedo Moscow, FC 
Moscow, West Bromwich Albion, Wolverhampton Wanderers, Nottingham 
Forest and Wisła Kraków. From the 2007/2008 season onwards, Siena, 
Cagliari, Birmingham City, Blackburn Rovers, Hull City, Morecambe, 
Sunderland, Linfield, Lincoln City, West Ham United, C.D. Santa Clara, 
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Rangers, Wigan Athletic and Heart of Midlothian will also be wearing 
UMBRO kits.

In addition to club teams, UMBRO also produced kits for international 
teams, including Iraq, Brazil, Scotland, England, Northern Ireland, Republic 
of Ireland, Chile, Colombia, Bolivia, Peru, Mexico, Norway, and Sweden. 

However, UMBRO have suffered in recent years with many of the big 
clubs they provided for moving to the big two of Nike and Adidas (notably 
including Manchester United, Chelsea, and Celtic FC). In addition to this 
Puma have vastly increased their participation in football and now provide 
many national teams with kits. Still, UMBRO managed to retain their long-
standing partnership with The FA and, often in cooperation with JJB Sports, 
gained contracts for a number of clubs in recent years, including Rangers FC 
and several English clubs.

UMBRO currently is the official sports manufacturer of the English FA 
Cup and official sponsor of the new Wembley Stadium. UMBRO will partner 
The FA in the further development of the National Football Centre (NFC) 
at Burton-upon-Trent, becoming the title sponsor of the Centre. UMBRO is 
also the exclusive supplier of footballs to The FA.

Players who have endorsed UMBRO include Michael Owen, Deco, 
Luis García, Barry Ferguson, Míchel Salgado, Rogério Ceni, Alan Shearer, 
Henrik Larsson, John Terry, David James, Richard Dunne, Yasuhito Endo, 
Tim Cahill, Dodô, Hernán Crespo, and Hugo Perez.3
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ANNEX 2: UMBRO financials.
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ANNEX 3: the Acquirer.

Nike, Inc. is the world’s leading supplier of athletic shoes, apparel and 
sports equipment. Nike markets its products under its own brand as well as 
Nike Golf, Nike Pro, Air Jordan, Team Starter, and subsidiaries including 
Bauer, Cole Haan, Hurley International, and Converse.

Nike sells a huge assortment of products, including shoes and apparel 
for sports activities like Hockey, basketball, combat sports, tennis, Football, 
American football, athletics, golf and cross training for men, women, and 
children. Nike also sells shoes for outdoor activities such as tennis, golf, 
skateboarding, soccer, baseball, football, bicycling, volleyball, wrestling, cheer 
leading, aquatic activities, auto racing and other athletic and recreational 
uses. Nike are well known in Hip hop culture as they supply urban fashion 
clothing. Nike recently teamed up with Apple Inc. to produce the Nike+ 
product which monitors a runner’s performance via a radio device in the shoe 
which links to the iPod nano.

Nike sells its product to more than 20,000 retailers in the U.S. 
(including Nike’s own outlets and “Niketown” stores) and in approximately 
140 countries in the world. Nike sells its products in international markets 
through independent distributors, licensees and subsidiaries.

Nike has a number of celebrity athletes and professional teams to focus 
attention on their products. Nike has signed top athletes in many different 
sports such as professional football (soccer) players Cristiano Ronaldo, Wayne 
Rooney, Ronaldo, Robinho and Ronaldinho.

Because Nike creates goods for a wide range of sports, they have 
competition from every sports and sports fashion brand. After surpassing 
Adidas in the 1970s, Nike had no direct competitors because there was no 
single brand which could compete directly with Nike’s range of sports and 
non-sports oriented gear until Reebok came along in the 1980s. Reebok 
now has merchandising contracts with the National Football League and the 
National Hockey League in the United States, and was purchased in 2006 
by Adidas. Nike’s other competitor is Puma, the third largest shoe and sports 
clothing supplier.

Nike has more than 500 locations around the world and offices located 
in 45 countries outside the United States.  Most of the factories are located in 
Asia, including China, Taiwan, India, Turkey, Thailand, Vietnam, Pakistan, 
Philippines, Malaysia, and Korea. Nike is hesitant to disclose information 
about the contract companies it works with. However, due to harsh criticism 
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from some organizations like Barbie.com, Nike has disclosed information 
about its contract factories in its Corporate Governance Report. Nike plans 
to be carbon neutral by 2011. Nike has been criticized for contracting 
with factories in countries such as China, Vietnam, Indonesia and Mexico. 
Vietnam Labour Watch, an activist group, has documented that factories 
contracted by Nike have violated minimum wage and overtime laws in 
Vietnam as late as 1996, although Nike claims that this practice has been 
halted. The company has been subject to much critical coverage of the often 
poor working conditions and exploitation of cheap overseas labour employed 
in the free trade zones where their goods are typically manufactured. Sources 
of this criticism include Naomi Klein’s book No Logo and Michael Moore’s 
documentaries.4
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ANNEX 4: NIKE financials.
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Brief discussion of the case.

Sportswear Companies have become attractive targets for M&A, 
regardless of the volatility of sales growth typical of this industry sector. Sport 
brands are rapidly moving from sportswear to fashion. A clear example is 
Puma: the rampant feline left the sport courts to find a less volatile position 
on teenagers’ casual shoes and bags. This motivated the interest of Gucci 
in acquiring the brand. A successful transition from sportswear to teenage 
fashion would expand the consumers’ target of the brand, increasing the 
value of the franchising by increasing revenues (larger number of potential 
buyers), reducing marketing costs (market share less dependent upon 
champions’ endorsement) and maintaining a premium price (entry level of 
fashion/luxury market). 

Nike intends to operate UMBRO as a stand-alone affiliate brand. The 
195p offer for UMBRO is fundamentally based on the assumption to rapidly 
increase UMBRO’s SGR to Nike level (9%), maintaining the current OPM 
(18% of sales). Becoming a fully integrated subsidiary, UMBRO’s WACC is 
supposed to increase to the level of Nike Inc (8.2%).
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Beyond any economic or financial rationale supporting the acquisition, 
governance issues could still jeopardise the full realisation of the prospective 
value synergies:

1. Market dominance: the Nike-UMBRO combined market share of 
football sportswear could negatively impact the ability of individual 
players, clubs, national teams (FA), and international football 
associations (UEFA, FIFA) to maximize the value of endorsement 
contracts. Regulators could ultimately decide to take actions against 
the Nike-UMBRO’s dominant position, reducing the Value of 
synergies between the two brands.

2. Corporate Social Responsibility (CSR): the different sensitivity 
to labor issues could lead to disruptive tensions within the 
organisation, facing the challenge to manage a two-tier supply 
chain.
The conflict could lead to a deterioration of the relationship 
with the current UMBRO’s pool of “CSR certified” suppliers, 
on the basis of cost issues. On the brighter side, UMBRO’s best 
practices could accelerate the rate of change in Nike’s supply chain 
management, apparently a top priority for the American sportswear 
giant.


