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Management report of adidas AG (until May 29, 2006: adidas-
Salomon AG) dated 31 December 2006

Corporate structure

adidas AG is the parent company of adidas group. The group parent comprises both
headquarter functions and operating activities primarily for the German market.

Development of the sports goods industry

In 2006, the German sports goods market flourished with strong business activity thanks
to the FIFA Football World Cup. Football goods posted high sales boosting business in the
first half of the year despite the long winter. Notwithstanding the unusually short summer
season, business initially remained lively in the second half. With the weather being
unusually warm and no football world championship to bolster business as in the year
before, the German sporting goods trade suffered up to 30% year-on-year sales declines
in December 2006. Under the bottom line, this still yielded positive 2006 business
development for adidas AG, albeit sentiment in the sports speciality trade has been rather
poor at the end of the year in light of high inventories and the looming value added tax hike
in Germany that prompted the trade to start early clearance sales often at exaggerated if

not outright "ruinous™ price cuts in all categories.

Sales development

adidas AG

adidas AG's sales structure comprises sporting goods sales of adidas Germany, sales of
the Sport Style and B2B divisions, and other sales revenues as well as licenstng and

commission income.,

Compared to the year before, adidas AG's sales revenue increased EUR 98.5 mn from
EUR701.0 mn to EUR 799.5 mn. Domestic sales grew 13% to EUR 557.3 mn and foreign
sales increased 16.6%. Licensing income advanced 12.3% to EUR 132.9 mn in the wake of

positive global sales development.
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Figures in EUR 000 2006 2005

Domestic  Foreign Total Domestic  Foreign Total
Shoes 220,738 50,401 271139 217,707 39,812 257,519
Textiles 281,617 37,170 318,727 231,456 31,125 262,581
Hardware 39.237 15.447 54,684 33.302 12,577 45,879
Salomon 0 0 0 127 0 127
Net sales 541692 102,958  644.550 482,592 83514 566,106
Other sales 15,684 6,380 22,064 10,652 4,287 14,939
Licenses 0 132876 132876 0 118,329 118,329
Commissions, Salomon 0 0 0 1.583 1,583
Total sales 557,276 242,214 799,490 493,244 207,713 700,957

This net sales figure also includes Sport Style brand sales that increased 13.2% to
EUR 25,058,000 and group sales to other European countries that grew 13.8% to
EUR 77,133,000.

adidas Germany

The adidas Germany division further expanded its dominant market position in 2006
primarily through domestic net sales growth. The brand’s convincing presence at the 2006
Football World Cup proved especially beneficial here. As such, adidas Germany's sales
advanced 12% from EUR 469.4 mn in 2005 to EUR 526.7 mn in 2006.

The principal factor in this sales increase was business growth in the football goods
segments shoes and hardware by 25.2% to EUR 97.4 mn [(from EUR 77.8 mn the year
before) and textiles by 37.7% to EUR 92.1 mn (from EUR 66.9 mn the year before). The
training segment, too, booked 10% higher sales now standing at EUR 135.5 mn and
outdoor segment sales leapt 40% to EUR 9.5 mn. Sales in the other segments remained
stable. Not least thanks to football business, the product margin improved slightly.




Earnings position

In the fiscal year ended, adidas’ operating earnings were by EUR 60.2 mn in the red [after
EUR -42.0 mn the in fiscal 2005). The gross margin [total operating performance less cost of
materials over total operating performance] dropped slightly by 0.6% from 48.0% to 47.4%
while other operating income increased 54.9% from EUR420.5mn to EUR 651.2 mn.
Amongst the other operating income items, foreign exchange gains increased by
EUR 202.8 mn from EUR 170.6 mn to EUR 373.4 mn (thereof from bank account balance
valuations EUR 117.5 mn and from liquidity swap valuations EUR 108.3 mn) white income
from costs passed on to group companies grew EUR 27.8 mn.

The non-period income item of the other operating income position decreased by
EUR9.0mn to EUR23.9 mn from EUR 32.9 mn the year before. This item primarily
consists of income from writing back provisions at EUR 12.1 mn [(after EUR 14.6 mn in
fiscal 2005) and income from writing back provisions for doubtful debt on receivables from
affiliated companies at EUR 3.4 mn [after EUR 6.9 mn in fiscal 2005].

Other operating expenses increased 44.1% to EUR 840.7 mn (from EUR 583.5 mn in fiscal
2005). The other operating expenses position includes foreign exchange losses that grew
by EUR 222.2 mn from EUR 160.3 mn to EUR 382.5 mn [thereof from the valuation of
financial instruments EUR 156.7 mn and the valuation of netting accounts EUR 134.4 mn),
advertising and promotion expense advanced by EUR 25.7 mn from EUR 150.9 mn to
EUR 176.6 mn including the advertising campaign ahead of, during, and after the 2006
Football World Cup. Expense for legal and consulting services, in contrast, went down by
EURB.7mn from EURB81.0mn to EUR72.3mn. Charges from affiliated companies,
however, increased EUR 7.7 mn from EUR 40.1 mn to EUR 47.8 mn. Miscellaneous other
expenses grew from EUR 151.2 mn to EUR 161.5 mn.

The net interest position deteriorated by EUR 19.4 mn year-on-year, primarily because
income from the disposal of current securities amounting to EUR 12 mn was included in
this position in the prior year.

In 2005 the position income from ordinary activities included write-ups to loans of financial
assets to related companies of EUR 22.9 mn.

Investment income increased by EUR 36.3 mn year-on-year thanks to higher distributions.

Overall, this yielded negative EUR 5.0 mn earnings from ordinary business activity (after a
positive EUR 20.6 mn in the prior year).

Net profit after taxes came to EUR 18.8 mn [after EUR 22.5 mn in fiscal 2005).




Taxes

The income tax position in the year under review was a positive EUR 24.2 mn (after
EUR 2.0 mn the year before). This tax income mainly consists of tax refunds for prior years
resulting from the concluded arbitration proceedings.

Asset position

adidas AG's asset and capital structure is more or less strictly dependent on its function as
holding and financing arm of the group.

In fiscal 2006, the company's fixed assets increased 38.9% year-on-year to EUR 839.3 mn.
This was largely due to the capital increase of adidas International B.V. of Amsterdam,
Nethertands related to passing on funds raised for the Reebok acquisition.

Current assets decreased 31.5% or EUR 660.7 mn to EUR 1,437.0 mn overall. The outflow
of euro-denominated liquidity of some EUR 1.1 bn mainly resulted from the group’s
investment into the Reebok brand. The increases in receivables and other assets by 58.8%
or EUR 522.5 mn were due to receivables from affiliated companies and likewise stem
from tiquidity made available for the Reebok acquisition.

While inventories grew by EUR 3.3 mn, trade receivables from external customers went
down by EUR 3.8 mn in line with shorter receivable terms.

Total assets increased 3.6% owing to the equity and liabilities side with equity being down
a slight 1.8% and provisions being a more substantial 14.7% lower. Liabilities, in contrast,
advanced 11.8% [mostly due to the commercial paper programme by EUR 100.5 mn,
promissory note bonds by EUR473.7mn, and a reduction in group liabilities by
EUR 400.6 mn.}

adidas has increased its nominal capital by EUR 73.2 mn from own funds for the June 2006
stock split. Taking profit distributions and higher total assets into account, the equity ratio
fell from 50.0% to 47.4%.




Financial position

On period earnings of EUR 18.8 mn, the company realised negative operating cash flow of
EUR 859.6 mn, negative capex cash flow of EUR 871.1 mn and positive financing cash flow
of EUR 572.7 mn.

The high negative operating cash flow was mostly due to changes in netting accounts
between the subsidiaries and the company's group holding function to the tune of
EUR 934.3 mn in negative cash flow and positive cash flow from ongoing business
operation in the amount of EUR 74.7 mn. The negative capex cash flow primarily resulted
from cash outflow for the capital increase at adidas International B.V. of Amsterdam,
Netherlands, and partial financing of the Reebok acquisition. The high financing cash flow
was mainly due to cash inflow from issuing promissory note bonds and commercial paper
in the year under review.

Following the Reebok takeover, adidas group has further diversified its available financing
instruments. In addition to increasing and extending its revolving credit line to EUR 2.0 bn
and resuming its commercial paper programme, the group issued USD 1.2 bn-worth of
promissory note bonds to American, European, and Asian investors over the course of
fiscal 2006. As of the end of the year, adidas AG transferred its US promissory note bond
with a total volume of USD 1.0 bn to adidas international Finance B.V. of Amsterdam,
Netherlands. The revolving credit line of EUR 2.0 bn is currently not being tapped and thus
available in full. Moreover, the company has further bilateral bank credit lines totalling
EUR 2.6 bn at its disposal.

adidas AG furthermore revived its commercial paper programme and increased the
volume from EUR 750 mn to EUR 2 bn (until the end of 2006 EUR 143.5 mn were drawn
upon of which adidas AG accounted for EUR 100.5 mn]. For the latter two programmes, the
company increased the number of banks involved in the syndicate or programme
distribution. In addition, the group may draw on further short-term bilateral credit lines
totalling some EUR 2 bn.

Capital expenditure

Additions to intangible assets came to EUR 16.4 mn lafter EUR 9.7 mn in 2005} in the year
under review. This item mostly involves software and the corresponding licenses.
Purchasing standard software accounted for a substantial part of this amount. No material
asset disposals occurred in fiscal 2006.

The company spent EUR 36.6 mn on property, plants, and equipment last year thereof
EUR 30.6 mn on buildings and fixtures (including the Adi Dassler Brand Center at
EUR 25.1 mn] and EUR 19.2 mn on operating and office equipment. The most substantial
capital expenditure in this regard pertained to outfitting shops and stores.




Additions to financial assets prominently featured the EUR 800.0 mn capital increase at
adidas International B.V. of Amsterdam, Netherlands. The company furthermore took over
the remaining shares of adidas Korea Ltd. of Seoul, Korea, for EUR 30.4 mn. adidas AG
also bought a 1% stake in the newly founded subsidiary PT adidas Indonesia of Jakarta,
Indonesia for EUR 4,000.

Financial asset disposals included the capital decrease (EUR 6,807} at adidas Benelux B.V.
of Amsterdam, Netherlands, and the disposal of P.T. Trigaris Sportindo of Jakarta,
Indonesia [EUR 1], as well as loan repayments by adidas Spor Malzemeleri Satis ve
Pazarlama A S, of Istanbul, Turkey, adidas Romania S.R.L. of Bucharest, Rumania, and
Erima GmbH of Reutlingen, Germany (for a total of EUR 5,491,000).

The following investments appreciated in value: Sarragan AG of Cham, Switzerland
(EUR 3,000,000] and adidas Sverige AB of Stockholm, Sweden (EUR 2,500,000).

DISCLOSURES PURSUANT TO SECTION 289 PARAGRAPH 2 NO. 5 AND PARAGRAPH 4 OF
THE GERMAN COMMERCIAL CODE

adidas AG is the parent company of adidas group operating in an organised market in the
sense of section 2 paragraph 7 of the German Securities Acquisition and Takeover Act
(WpUG) by virtue of its issued voting stock and thus reports pursuant to section 289
paragraph 2 No. 5 and paragraph 4 of the German Commercial Code:

Subscribed capital, voting right restrictions, and shares with special entitlements

As of 31 December 2006, adidas AG's nominal capital amounted to EUR 203,536,860
divided into 203,536,860 no-par bearer shares. Section 21, paragraph 1, of adidas AG's
corporate bylaws stipulates that each share has one vote. The company’'s management is
not aware of any restrictions pertaining to voting rights or the transfer of shares even if
those may result from agreements between shareholders. Moreover, the shares do not
convey special entittements resulting in controlling powers.

Capital stakes and voting right control

Management has no knowledge of direct or indirect capital interests in the company that
exceed 10% of voting rights. Management also has no knowledge of voting right control in
case employees hold capital interests in the company and do not directly exercise their
control rights.

Appointment and dismissal of managing board members

adidas AG's managing board currently consists of four members that the supervisory
board appointed for maximum terms of five years per contract pursuant to section 84 of
the German Stock Corporation Act. Managing board members may be appointed
repeatedly and their office terms may be extended. However, the latter must not exceed a
maximum term of five years per instance. Extensions of executive office terms require a
supervisory board resolution no earlier than one year prior to the expiration of the original
office term. In urgent cases, the district court may upon request by any person with a
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protectable interest (usually the remaining managing board members) appoint a new
member to a vacant managing board position should this become necessary (section 85 of
the German Stock Corporation Act). The office of an appointed managing board member
expires upon remedy of the deficiency, i.e. as soon as the supervisory board has appointed
a new managing board member to the vacant office. Managing board members may only
be dismissed for due cause (section 84, paragraph 3, sentences 1 and 3 of the German
Stock Corporation Act]. Due causes include gross dereliction of duty, managerial
incompetence, or vote of no-confidence by the general shareholders’ meeting unless such
vote of no-confidence was cast for obviously unobjective reasons.

The supervisory board may appoint a chief executive officer and a vice chair pursuant to
section 6 of the corporate bylaws of adidas AG. The company currently has a chief
executive officer but no vice chair.

Managing board authority to issue shares

Section 4, paragraphs 2 through 7 of the adidas AG's corporate bylaws regulate
management authority to issue shares.

e Management has been authorised with supervisory board consent

o to increase the company's nominal capital up to 19 June 2010 through
issuing new shares against cash capital contribution in one or more tranches
by a maximum of EUR 64,062,500 and to place caps on shareholder
subscription rights subject to supervisory board approval (Authorised capital
2005/1).

o to increase the company's nominal capital up to 19 June 2008 through
issuing new shares against capital contributions in cash or in kind in one or
more tranches by a maximum of EUR 6,250,000 and to exclude shareholder
subscription rights subject to supervisory board approval [Authorised capital
2005/11).

o toincrease the company’s nominal capital up to 28 May 2011 through issuing
new shares against cash capital contribution in one or more tranches by a
maximum total of EUR 20,000,000 and to place caps on or exclude
shareholder subscription rights of the new shares if these are to be issued at
a price that is not materially below the going market price of shares with the
same rights [Authorised Capital 2006). However, management may only
exercise its authority to exclude subscription rights if the new shares’ pro-
rata value of nominal capital combined with the pro-rata value of nominal
capital of other shares outstanding issued by adidas AG since 11 May 2006
under subscription right exclusion pursuant to section 186, paragraph 3,
sentence 4 of the German Stock Corporation Act based on authorised capital
or after stock buyback or such that have heen granted exchange or
subscription rights since 11 May 2006 under subscription right exclusion do
not exceed the lesser of 10% of the existing nominal capital as determined
on 29 May 2006 or the nominal capital as determined to exist on the date of
exercising said authority.




Moreover, management has been authorised by quorum resolution of the general
shareholders’ assembly en 11 May 2006 and subject to supervisory board approval
to issue option and convertible bonds excluding shareholder subscription rights. To
serve the option and conversion rights arising from an option or convertible bond,
the general shareholders’ assembly furthermore conditionally approved to increase
adidas AG's capital by up to EUR 20,000,000 through issuing a maximum of
20,000,000 new no-par shares.

Based on a resolution by the general sharehotders' assembly on 8 May 2003,
management has issued a convertible bond entitling the bearers of the partial bond
to convert their investments into a total of up to 3,921,568 no-par adidas shares. If
the bearers of the partial bonds exercise their right to convert, management is
obliged to simultaneously issue a corresponding amount of shares from the
contingent capital authorised for this purpose by shareholder resolution. After
completion of the capital increase from internat funds without new share issue and
execution of a 1:4 stock split in June 2006 as well as the exercise of conversion
rights from a partial bond, management still had 15,684,315 no-par shares left as
of the balance sheet date that could be issued to bearers of partial bonds should
they decide to exercise their conversion rights. The aforementioned authorisation
furthermore allows management to issue new options and convertible bonds by 7
May 2008 totalling up to 18,125,000 no-par shares.

Moreover, based on the shareholder resolution of 20 May 1999, management has
issued a management stock option programme [MSOP] for managing board
members of adidas AG, executive officers of affiliated companies, and other
leadership of adidas AG and affiliated companies [MSOP beneficiaries} under which
the last subscription rights were granted in 2003. Subscription rights arising from
the MSOP may only be exercised if at least one of two performance goals has been
met. If MSOP beneficiaries exercise their subscription rights, management is
obliged to issue a corresponding amount of new shares from the contingent capital
that had been authorised for that purpose by shareholder resolution at the time.
After completion of the capital increase from internal funds without new share
issue and execution of a 1:4 stock split in June 2006, each subscription right entitles
the bearer to receive four shares. Taking into account the shares already issued,
expired stock options, and the stock split, management still had 234,500 shares left
for issue to MSOP beneficiaries as of the balance sheet date.




Managing board authority to buy back stock

The generat shareholders’ assembly of 11 May 2006 has authorised management to buy
back company stock totalling up to 10% of nominal capital by 10 November 2007 for any
permissible purpose within the limits of the law. Such shares may

e upon supervisory board approval be procured on the stock exchange or by offering
all shareholders to buy back their stock for cash at rates not materially below going
market prices for shares with the same rights.

¢ upon supervisory board approval be used to acquire enterprises, company parts, or
stakes in companies.

e upon supervisory board approval be offered or sold in exchange for industrial
property rights like patents, brands, names, or logos of athletes, teams, and other
third parties etc. or to existing licenses in such also if held via subsidiaries.

e be used to satisfy option or conversion rights or meet conversion obligations from
options and/or convertible bonds issued by adidas AG or one of its mediate or
immediate subsidiaries.

* be used to meet adidas AG's MSOP obligations.

Remuneration of managing and supervisory board members

The remuneration has three components. The structure of adidas AG's managing board
member remuneration is based on the group’s size and global orientation as well as its
economic and financial situation. The key criteria for appropriate managing board member
remuneration include the respective managing board member’s function and contribution,
personal performance and performance of the managing board overall. The remuneration
comprises (i) a performance-independent component, (il a performance-based
component, and (iii) a stock-based component. The performance based components
receive the highest weighting and are structured so that they constitute a strong incentive
for managing board members to meet set goals and thus promote sustainable, value-
oriented management.




The remuneration components consist in particular of:

A performance-independent component comprising a fixed monthly salary plus
benefits like use of a company car, paying insurance premiums, and in select cases
also taxes if the differences in taxation as in Germany and the US require equalisation
payments. There is no additional remuneration based on group companies represented
per managing board member.

A performance-based component comprising a performance bonus and another bonus
based on the group’s long-term incentive plan.

— The amount of the performance bonus takes into account the respective
managing board member’s fixed annual salary, individual performance, and the
performance of the company. The performance bonus is determined and paid
after the end of the respective fiscal year depending on how well goals have
been met.

— The amount of the variable compaonent with long-term incentive based on
adidas’ Long-Term Incentive Plans 2006/2008 [LTIP bonus 2006/2008) depends
on meeting set goals for pre-tax earnings growth over the three-year period
from fiscal years 2006-2008. The bonus will be determined and paid upon
completion of the annual report dated 31 December 2008 depending on whether
the goals have been met.

The stock-based component consists of a management stock option programme
(MSOP] including performance discount based on both absolute and relative
performance concepts. The stock option programme came about by shareholder
resolution of the 1999 annual general shareholders’ assembly and comprises
subscription rights issued in several tranches that may be exercised within five years
after a two-year waiting period if at least one of two performance goals (either the
absolute or the relative performance target] has been met. The last tranche of the
management stock option programme {MSOP] has been issued to managing board
members in August 2002. The annual general shareholders’ assembly has not resolved
another stock option programme.

Remuneration amounts are strictly geared to performance.

In fiscal 2006, adidas' managing board member remuneration totalled EUR 9,416,000. The
table below compares remuneration components and total compensation paid in 2005
versus 2006 and shows that the performance-based component features prominently.
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Total managing board member remuneration in EUR 000

2006 2005
Performance-independent component 2,976 2,998
Performance-based component
(Performance bonus + LTIP bonus) 5,837 5,780
Stock-based component (MSOP) 603 2,652
Total 9,416 11,430
The following table shows total remuneration in 2006 by person.
Total managing board member remuneration in fiscal 2006 in EUR 000
Performance- Performance-based Stock- Total
independent components based
components component
(MSOP)
Fixed | Benefits | Performance LTIP
salary bonus bonus
2006/2008
Herbert Hainer 1,120 23 1,500 800 343 3,786
(CEQ)
Glenn Bennett 468 214" 637 400 0 1,719
Robin Stalker 485 12 600 400 2601 1,757
Erich Stamminger 600 54 1,100 400 0] 2,154
Total 2,673 303 3,837 2,000 603 | 9,416

" Includes tax compensation owing to differences in German and US taxation.

Stock options. Current managing board members have exercised their options under the
management stock option programme (MSOP) in fiscal 2006 as of the balance sheet date
to the tune of 9,100 no-par shares. Total remuneration deriving from the exercise of these
stock options came to EUR 603,410. There are another 2,800 stock options due to
managing board members as of 31 December 2006 that have not been exercised yet.

Benefits for former managing board members. The open-ended service contracts with
our managing board members stipulate individual severance provisions should adidas AG
terminate the contract without due cause. For instance, managing board members
Herbert Hainer, Erich Stamminger, and Glenn Bennett each would in that case receive a
severance payment in the amount of 100% of their fixed annual salaries at that time.
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Managing board member Robin Stalker would receive a severance payment in the amount
of 50% of his fixed annual salary at the time of contract termination.

if @ managing board member were to die during his office, the surviving spouse would
receive a lump sum benefit in the amount of 25% of the deceased managing board
member’s last fixed annual salary.

Pension commitments. Moreover, adidas AG has made pension commitments to its
managing board members covering retirement, disability, and survivor benefits.

Pensions will be paid to managing board members for life if they have reached the legal
retirement age of 45, have left adidas AG as regular employees, or have become
permanently disabled. The pension of former managing board members is determined as
a percentage of salary qualifying for pension calculation, which is at present the fixed
annual salary. Starting from a base amount of 10% or 20% of pension-qualifying salary,
pension claims increase 2% per full year of managing board membership at adidas AG and
may go as high as 40% of the pension-qualifying salary at most. If a managing board
member were to leave his office before reaching legal retirement age, the vested pension
claim follows statutory regulations. The annuat adjustment of current retirement benefits
likewise follows statutory regulations. l

If a managing board member were to die, the surviving spouse will receive survivor
benefits of 50% of the deceased managing board member’s vested pension claim.

Pension commitments to board members in

fiscal 2006
Retirement benefits
Herbert Hainer 10% of pension-
(Chief Executive | qualifying satary + 2%
Officer) for each full year of
service after 1 April 1997
Glenn Bennett 20% of the pension-

qualifying salary + 2%
each full year of service
after 1 January 2000
Robin Statker 10% of pension-
qualifying salary + 2%
for each full year of
service after 1 January
2001

Erich Stamminger 10% of pension-
gualifying salary + 2%
for each full year of
service after 1 April 1997
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adidas AG has not posted commercial-code pension provision accounts for pension claims
accrued to active managing board members until 31 December 2006, as the company has
paid into a pension fund to cover these claims. The total payout corresponds to the present
value of future pension claims calculated as of 31 December 2006 and breaks down by
board member as follows based on formerly accrued pension provisions:

Payment into the pension fund in fiscal 2006

in EUR 000

Herbert Hainer [Chief Executive 4,490
Officer)

Glenn Bennett 925
Robin Stalker 848
Erich Stamminger 2,412
Total 8,675

Pensions provisions for former managing board members. Pension provisions accrued
for pension commitments to former managing board members total EUR 29,691 tsd.

Pension payments to former managing board members. In fiscal 2006, adidas AG paid a
total of EUR 1,906 tsd in pension benefits to former managing board members.

Loans. adidas AG has not extended any loans to managing board members in fiscal 2006.




Supervisory board remuneration in fiscal 2006

Remuneration is regulated in the corporate bylaws. The annual general shareholders’
meeting of 8 May 2003 resolved the remuneration of supervisory board members as an
article of the company's bylaws. The remuneration consists of a fixed annual
compensation of EUR 21,000 per member, twice this amount for the supervisory board
chair and one-and-a-half that amount for the vice chair. All supervisory board members
are eptitled to full reimbursement of expenses related to supervisory board meetings.

Loans. adidas AG has not extended any loans to supervisory board members in fiscal
2006.

Supervisory board remuneration pursuant to the | in EUR 000

bylaws in fiscal 2006 per
member

Supervisory board chair

Henri Filho 42.0
Supervisory board vice chair

Dr. Hans Friderichs, Fritz Kammerer 315
Supervisory board members

Sabine Bauer, Dr. jur. Manfred Gentz, Igor 21.0

tandau,

Roland Nosko, Hans Ruprecht, Willi Schwerdtle,
Heidi Thaler-Veh, Christian Tourres, Klaus Weif3

Total 294.0

The company has entered into two project-related consultancy agreements limited tn time
with two supervisory board members that are still ongoing as of the end of the fiscal year.
The table below shows the remuneration agreed under these consultancy agreements.

Remuneration of supervisory board members under consultancy
and service contracts in EUR 000

2006 2005
Henri Filho 285 307
Dr Hans Friderichs 213 205
Total 498 512

Changes in the corporate bylaws

The annual general shareholders’ assembly is the body vested with the power to make
changes to the corporate bylaws [section 179, paragraph 1, sentence 1 of the German
Stock Corporation Act). Only changes to the language of the bylaws, i.e. its wording, may
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be made by the supervisory board pursuant to section 10, paragraph 1, sentence 2 of the
bylaws by shareholder resolution. Fundamentally, all shareholder resolutions require a
simple majority of votes cast (section 133, paragraph 1 of the German Stock Corporation
Act) unless a greater majority is required by law. One statutory exception to the principle
of simple majority of votes cast is, for instance, the change of nature and purpose of the
business for which section 179, paragraph 2 of the German Stock Corporation Act requires
a three-quarter majority of the nominal capital represented at the resolution meeting.

Material agreements in case of takeover bids

adidas AG has not entered into any material agreements under the condition of change of
control due to a takeover bid. However, corresponding agreements do exist for some
subsidiaries. There are currently no indemnity agreements between adidas AG and its
managing board members and employees in case of a takeover bid.

Research and development

We are convinced that it is of utmost importance for the sustained business success of our
group to be at the leasing edge of product innovation in our field. That is why we are
investing heavily into continvous development of technological innovations and our design
activities. This allows us to find the optimal blend of our brand values and the special
needs of our consumers. At adidas group’s research and development department, our
designers and product developers cooperate with experts in biomechanics, materials
technology, production and process technology, and other related fields.

Brand-specific global research and development

Research and development at adidas group is decentralised in structure. Each brand
pursues its own research, design, and development activities at central main sites in
several countries. Our various brand teams cooperate closely. For instance, they exchange
data from their fundamental and biomechanical research. This approach gives all our
brands access to the entire know-how coming out of our research and development
activities. Moreover, our research and development teams closely cooperate on a global
scale with our production partners to enhance the efficiency of our development activities
and process technology.




Key sites and activities of adidas research and development

Site Main activity
Global development centres Herzogenaurach Design &
development
Portland/Oregon (USA] | Design &
development
Global test centre Scheinfeld Product testing

Asian design and development centre | Shanghai [China)

Highly qualified expert staff

For all our brands, the key to successful research and development is a team of highly
qualified experts in various fields and with various backgrounds using cutting-edge
technology.

adidas' holistic research and development approach

Our adidas Innovation Teams {ait.) have the task of keeping the adidas brand at the leading
edge of technology and innovation. To this end, our research teams develop high-tech
processes and concepts for our product categories shoes, garments, and sports
accessories. Our shoe and garment teams develop cutting-edge products to impress our
consumers and give them a unique experience in their respective sports of choice. The
adidas innovation teams comprise over 60 employees of various ethnic and educational
backgrounds. Each team is devoted to a single project either for a certain sport le.g.
basketball or footballl or across disciplines [e.g. intelligent products or energy
management systems [buffer technology)] that it carries through from first brainstorm to
finished product. All our research and development projects take a holistic approach
including close cooperation with professional and recreational athletes. We test and
optimise our products based on the needs and ideas of these athletes. Carrying research
and development through to the final product stage is a unigue R&D approach in the
sporting goods sector. adidas does not outsource research and development expertise
except for fundamental research. For such fundamental data, our adidas innovation teams
draw upon long-term projects of renowned international research institutes like the sports
technology research group at the University of Loughborough, UK, where researchers
study, for instance, the properties of footballs or the ergonomics of track-and-field
disciplines and basketball. The most important innovations coming out of our in-house
research in 2007 include our adidas_1 intelligent footwear technology for basketball and
running shoes, bounce technology for shoes in general, ForMotion™ for shoes and
garments, and TechFit® Powerweb for functional garments.




Successful product launches illustrate the strenqth of adidas group's research and
development

To be an innovation leader takes more than just developing industry-leading technologies.
Successfully marketing these technological innovations is just as vital. In 2006, adidas
group realised a substantial part of group sales from products that were first launched
that year. Two examples of successful innovation marketing in the year under review are
the first modular football shoe, +F50 TUNIT™, and the official game ball of the FIFA
Football World Cup 2006™, +Teamgeist™. After its market launch in March 2006, adidas
sold some 600,000 units of the football shoe +F50 TUNIT™. This considerably exceeded
our original sales target of 500,000 units. adidas also substantially exceeded its sales
target for the +Teamgeist™ football featuring an innovative configuration of 14 panels that
we launched in December 2005 with over 13.5 million footballs sold in fiscal 2006. Indeed
this sales success greatly surpassed the original target of 10 million balls sold.

Strategy for active protection of trademarks and patents

To reap the full benefit of our research and development activities, we protect our key
products, technologies, and innovations on all important sports shoe, garment, and sports
accessory markets with registered trademarks and patents. In mast countries, we have
globally registered brand rights for our group brands and other brands or have applied for
trademark registration. Qur business does not depend on a single patent or licensed
technology. As part of our business strategy, we are rigorously defending adidas group's
trademark and patent rights by checking worldwide for infringements and seeing to it that
all instances of such will be prosecuted [see risk report).

Controlling system

adidas group’s central planning and controlling system is geared to continuously raise the
enterprise value of our group and the goodwill value of our brands. OQur primary financial
objective is to generate maximum free cash flow by improving sales and profits as well as
optimising capital employed. adidas group's management employs various instruments in
its decision-making processes to evaluate the current state of our business development
and fine-tune forward-looking strategies and capital spending decisions for best utilisation
of economic and corporate success potential.




2006 risk report

adidas group always strives to develop and utilise opportunities for continuous profit
maximisation and sustainable shareholder value gain. We are aware that taking optimal
advantage of business opportunities involves taking certain controlled and calculable
risks. Our risk management is based on principles that apply across the group.

Principles and processes of strategic and operating risk management

adidas group has a decentralised risk management system because we believe that risks
are best identified and evaluated where and when they arise given the heterogeneous risk
profiles of our various business segments and market regions. Our central risk
management provides the relevant risk management tools and know-how to be applied by
the respective responsible leadership for their risk management processes at the brand
and central function levels. Moreover, our central risk management aggregates identified
risks group-wide and monitors their development over time. Management continuously
integrates this risk information into its decision-making processes. Our risk management
process comprises the following steps:

o Risk identification: adidas constantly monitors both the macroeconomic
environment and developments in the sporting goods industry as well as internal
processes to detect risks as early as possibte. We have compiled a catatogue of
potential risks in these areas for our group. This catalogue helps our management
to detect risks at various levels within our organisation.

e Risk evaluation: We evaluate identified risks by their event probability and damage
potential. The possible event probability ratings are low, medium, and high.
Damage potential is calculated individually in terms of earnings deviation from
recent forecasts assuming the worst case scenarios. We estimate the probable
impact of individual risks by weighting them at their respective event probability.

¢ Risk monitaring and reporting: Both our central risk management and the brand-
level leadership are responsible for monitoring risks. Risks with a probable impact
in excess of EUR 1 mn on the expected earnings for the year as a whole must be
covered in monthly reports to our central risk management. Moreover, risks with
financial impact potential of EUR 5 mn and over have to be reported to our central
risk management immediately upon identification. Our strategic planning
processes consider longer-term risks in their scenario outlines.
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o Risk aggregation: Our central risk management aggregates risks group-wide and
regularly reports on these to both the managing and supervisory boards.

e Risk control: Applying our risk management principles and using our risk
management manual, the respective leadership decides in cooperation with our
central risk management which risks are to be avoided, reduced, passed on, or
accepted. In exceptional cases, the managing hoard has to be included in this
process.

e Risk controlling: adidas group centrally monitors how risks in various areas and
operating stages impact each other. Moreover, our central risk management
examines how successful the operating management’s measures are in avoiding,
reducing, or passing on such risk. Qur operating and internal processes for
managing business risk in our group are subject to independent review and
evaluation by our internal revision department.

¢ Risk management documentation: Our group risk management manual is one of
the core elements of our integrated risk management system. All our employees
can access the manual online. The manual documents the risk management
principles, procedures, tools, risk areas, and responsibilities within our group.

Principles and processes of financial risk management

The financial risk management and hedging activities of adidas group are highly
centralised and the responsibility of our group treasury department. After the Reebok
acquisition, Reebok's treasury department has been fully integrated into adidas group. The
group treasurer directly reports to the Chief Financial Officer. This ensures that
management is fully informed on all material risks and ongoing financial risk
management activities.

The group’s treasury principles are at the heart of adidas group's financial risk
management. The treasury committee headed by our Chief Financial Officer defines these
principles including objectives, organisation, and procedures for our financial risk
management processes. Qur principles require that all hedging activities have to be
pegged to specific risks. Hedging instruments must be regularly tested for hedging
efficacy. Group companies always have to fully hedge their net deficits (foreign exchange
exposure]. Exceptions to this rule may only be made if the cost of hedging would be
inappropriately high.

The results of hedging efficacy tests are carefully considered and integrated into our
financial risk management and risk reporting.
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External risks

Macroeconomic risks

Growth of the sporting goods industry closely correlates to consumer confidence and
consumer spending. Pronounced economic downturns especially in regions where our
group has a strong presence thus pose a significant short-term risk to our sales
development. To reduce that risk, our group is striving to achieve a balanced distribution
of sales in the most important regions. We furthermore have reduced this risk by
expanding our portfolio of partnerships and events. This has made demand for our
products more projectable and less dependent on macroeconomic vagaries.

Industry-specific risks

Price pressure and product discounts in sporting goods retailing are often the result of
sector consolidation and may harm our group’s sales development and profitability. In
case of persistent price pressure at the retail level, adidas would change its distribution
strategy. Under our current strategy, we only offer our premium assortment to customers
that meet our trade guidelines. We expect this policy to have a positive effect on our
group's sales and profitability as well as for the market as a whole.

Regulatory and political risks

adidas group is exposed to risks arising from steeply increasing import tariffs or new
import restrictions and charges. Such risks can impact the free flow of goods within the
group and from or to suppliers of adidas group. We rate the event probability of this risk as
medium. To minimise this risk, we are using a broad base of suppliers that atlows us to
relocate production to other countries early on should that become necessary. We thus
expect that the new EU regulations will have little financial impact on our group.

Legal risks

adidas group is exposed to the risk that third parties may make demands related to or sue
us on grounds of infringement of their trademark or patent protection rights. However, we
assign this risk a low event probability in terms of enforceable damage claims. For
instance, a key competitor of adidas group has filed suit against us in February 2006 for
alleged patent right infringement concerning two shoe models. We do not expect this or
other pending litigation to cause our group serious financial harm. To reduce this risk, we
are carefully checking new product technologies and names to identify and avoid any
possible conflicts with third-party rights early on.
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Risks from counterfeit products

As popular consumer brands that profile themselves through technology and design
innovations, our group brands are frequent targets of product counterfeiting. In fiscal
2006, we confiscated over 5 million items of counterfeit adidas products. We estimate this
to represent between 8% and 10% of the annual sales volume of counterfeit products sold
in the sporting goods industry. adidas group strives to reduce the sales shortfall and
potential brand image damage from the marketing of substandard products under our
brand name. To this end, the group is pursuing a strategy of comprehensive legal
safeguards [typically by registering patents| and cooperates with taw enforcement
agencies, investigators, and lawyers. We are moreover taking measures like using safety
labels to control production at authorised suppliers. We do not expect the number of
counterfeit products to change drastically compared to the past. As such counterfeit
products will probably not impact our expected operating earnings any more than
previously.

Social and environmental risks

We are aware of our constant responsibility for our employees and the environment.
Although we consider grievances in this regard only likely in isolated cases, such
instances may seriously harm the reputation and efficiency of our group and its suppliers
and may have financial implications of medium severity. To limit such risks, we have
instituted workplace standards. To become a business partner of adidas group, our
suppliers have to meet these standards. We regularly conduct internal reviews of our
suppliers’ factories confirmed by extensive independent checks. Should one of . our
suppliers fail to meet our workplace standards, we will develop measure plans and
timetables for them to catch up to the standard and ensure further improvements. If the
respective supplier does not meet the timetable, we will end our business relationship
with that supplier.

Elementary risks

adidas group sees little event probability for its exposure to external risks like natural
disasters, epidemics, fires, and accidents. Moreover, adidas group or its suppliers may
suffer property damage to buildings, production facilities, and warehouses or damage to
goods in transit that can result in medium-severe financial harm through the property
damage itself or indirectly by disrupting business operations. We are counteracting these
risks, for instance, by using dependable suppliers and logistics providers that guarantee
high safety standards and emergency plans. In addition to comprehensive insurance
coverage, our group has also implemented emergency plans to minimise potential
negative effects.
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Risks arising from the loss of key promotion partnerships

adidas AG is exposed to the risk of losing key promotion partnerships that play a vital role
for the image of our brand and sales of licensed products. The group is currently in
constructive discussions with the German Football Association [Deutscher FuBballbund,
DFB]) concerning our existing agreement that, in our opinion, has already been extended to
at least 2014. Our panel of legal expert including speciatists in the field and law professors
has confirmed this view. However, should we not be able to resolve this issue, we run the
risk to either lose this partnership to a competitor or having to greatly increase our bid. To
minimise the corresponding risks of potential loss or higher marketing expense, adidas
AG is pursuing a strategy of expanding our portfolio of premium partnerships to further
limit our dependence on individual arrangements. We thus consider the financial impact
potential low but rate the event probability as medium.

IT risks

A group-wide IT system failure or substantial data loss could cause drastic business
disruptions for our group. To reduce that risk, we regularly save our data and perform
proactive maintenance. We regularly check our system security and dependability with
internal tests and external checks. Moreover, these regular checks of our system
architecture ensure that the group is ready to meet new business requirements and the
highest standards of data safety and security. In 2004, downtime in our key IT applications
was far below 1% of total running time. Although this makes us confident that the event
probability of IT risks is only small, we are aware of the fact that their financial impact
potential is considerable.

Financial risks

Foreign exchange risks

adidas group is primarily exposed to foreign exchange risks by procuring a substantial
part of our products directly from Asian suppliers. Our sourcing costs are thus
predominantly denominated in US dollars while most of our group sales are denominated
in many other currencies (e.g. euros, Japanese yen, Canadian dollars, and British pound).
This exposes our group to exchange rate risks that adidas AG is controlling through a
centralized currency management. In addition to natural hedges, we reduce foreign
exchange risk by hedging our annual net foreign exchange deficit about 15 to 18 months
ahead of time. To this end, the group makes use of foreign exchange futures, currency
swaps, and currency options or combinations of currency options. This strategy protects
our group on the one hand from a rise in the external value of the US dollar and, on the
other hand, allows us to profit from the economic effects of a falling US dollar. We are
adhering to our treasury principles of not engaging in speculative transactions or other
currency transactions that may result in additional foreign exchange risks.
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Interest rate risks

Material changes in interest rates can harm our group’s profitability, liquidity, and
financial position. The Reebok acquisition has increased our interest risk exposure owing
to the resulting higher financing need. adidas group has issued several promissory note
bonds and this increased the share of fixed-rate financing to over 65% of our overall
financing volume. We used interest swaps to exchange variable-rate loan agreements for
fixed-rate loan agreements and thus protected our group against a rise in short-term
interest rates.

Financing and liquidity risks

In 2006, adidas group has used its free cash flow mainly to reduce short-term financial
liabilities. In the wake of the Reebok acquisition, our financial debt increased by some
EUR 3 bn.

Meeting our ongoing financing requirements exposes adidas group to the risk of having to
accept unfavourable financing terms due to liquidity needs. However, the group considers
this a limited risk because we managed to obtain favourable terms for financing the
Reebok acquisition. At present, the group is not planning to enter into any material new
financing agreements. A currently untapped revolving credit facility totalling EUR 2 bn is in
place to cover any possible liquidity shortfalls. In regular business transactions, the group
reduces its risk of unfavourable financing terms by centrally negotiating over 90% of its
financing agreements through the group treasury. Our subsidiaries may only enter into
local loan agreements on a very limited scope and subject to rigorous restrictions.

Strategic risks

Portfolio risks

adidas group is exposed to risks from contractual obligations as a result of business
segment divestments and concerning the integration of activities newly taken over. We
rate the event probability of these risks as medium. For instance, in our ongoing
integration measures for the Reebok brand, we face the risk of overestimating the synergy
potential for earnings and costs. However, we are confident that our group managed to
realise the first expected cost synergy in 2006 and that we are going to meet our medium-
term synergy targets. Moreover, our group is exposed to risks arising from cultural
conflicts that may hamper cooperation between our individual brands. However, formal
surveys that we conducted as a regular part of our integration activities in 2006 indicate a
high level of content and strong cultural integration amongst our employees across all
brands.
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Brand image risks

adidas group can only succeed in the sporting goods industry if its product portfolio is
always at the leading edge of consumer trends and its brands convey attractive brand
images. Our group is thus facing a medium-level risk of volatile trends in consumer
demand. If consumer preference were to shift from performance product to some other
category, this may have negative consequences for adidas group since our product
portfolio is geared to performance products. We are reducing this risk through a multi-
brand strategy with clearly defined target groups for each brand. We furthermore offer
special products for lifestyle-oriented consumers. Still, a material restriction in the use of
our trademark triple stripes would lower adidas brand recognition and have a medium-
severe negative impact on our brand image. However, we have negotiated long-term
solutions with sports associations relevant to our markets and now consider this risk
entirely under control.

Risks relating to research & development and product quality

How quickly new product technologies are being put on the market is a critical success
factor in the sporting goods industry if one intends to rank amongst the market leaders. In
the unlikely scenario that adidas should fail to regularly develop innovative products, our
group would be exposed to the risk of considerable sales declines because innovative
products generate strong sales and, more importantly, a so-called halo effect for their
other products of the same brand. adidas group is also subject to risks arising from
possible product defects.

adidas group is sufficiently insured against financial harm resulting from product liability
cases. Recalls represent another danger to the image of our products in the market place
and could therefore harm our brand image. To limit such risks, we have implemented
rigorous quality assurance procedures before a new product enters mass production,
closely collaborate with our suppliers throughout the production stages, openly
communicate product deficiencies, and quickly follow through should a product recall
become necessary.

Retail-related risks

adidas is opening new retail outlets in Germany as part of its proprietary retailing
activities. These new outlets often require substantial capital expenditure both in the run-
up stages for business equipment and furnishing and later for operation and maintenance.
Moreover, proprietary retait outlets involve longer-term lease obligations relative to sales
and considerably more staff than selling through third parties. This relatively inflexible
cost structure harbours a medium-level risk should sales drop sharply and unexpectedly
since such shortfalls cannot be immediately counteracted by cost cuts. Under such a
scenario, we would be facing a situation with medium-level loss potential. adidas group is
keeping its capital employment at a minimum by only entering into lease agreements with
terms of no more than ten years. Moreover, all proprietary adidas shops have to meet
ambitious profitability targets depending on size, location, and capital invested into the
store. If the store does not meet the targets, we restructure the operation and incurably
unprofitable stores will be closed.
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Personnel risks

Our employees and their ability are fundamental factors for our continuing success. We
therefore run the risk that we may miss to recruit, identify, and keep the most gifted talent
that is best suited to the special needs of our group. We are giving our best to provide our
staff with a motivating work environment. We thus avoid the risk of being unable to recruit
qualified personnel while enabling our employees to fully realise their potential and make
key employees loyal to our company. Our attractive bonus and incentive programmes as
well as long-term career opportunities all help make adidas the employer of choice in our
industry. We therefore consider any potential risks in this area limited. The success of our
employee loyalty measures shows in our low level of staff turnover (natural fluctuation).

Operating risks

Sourcing risks

In our sourcing activities, adidas group is exposed to the risk of rising raw material and
labour costs as well as the risk of supply chain interruptions. Raw materials and labour
costs account for about 80% of our cost of sales. A substantial increase in these costs
would therefore dramatically erode our group's product margins. We see a very real
danger of this risk in the short term. We are reducing our exposure by outsourcing the
majority of our business to suppliers renowned for their dependability, quality, innovation
power, and continuous improvement capacity. We are thus convinced that our supply
partners will be able in the medium to long term to compensate price hikes. In addition to
that, we pursue a regionally diversified procurement strategy and closely cooperate with
our suppliers in the search for new and innovative materials. Business operation
disruptions at one of our key suppliers would still have at least temporarily noticeable
repercussions for our group's ability to meet consumer demand.

Customer risks

Customer risks may arise from overexposure to individual important customers (so-called
key accounts) that can use their negotiating power to full effect. This could create
considerable margin pressure for us and may lead to customer order cancellations. To
reduce this risk, adidas group supplies at least ten key accounts per region. As such, none
of the largest adidas brand customers in 2006 accounted for more than 10% of brand
sales. A strong decline in business with one of the largest retailers of one of our brands,
however, could have a medium-level impact on our sales and profitabitity in individual
regions. We do not consider such a sales decline very likely.
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General economic environment and tax policy reforms

Due to heating competition resulting from the largely non-existent winter business and
the value added tax hike, the future development of the German sporting goods market
remains to be seen.

Total risk

Our central risk management compiles all risks identified by our operating management
for the individual brands and regions as well as the central functions management. All
risks are weighted by their respective event probability. Thereafter, the risks are being
bundled at the group level and presented to our top management in monthly risk reports.
Concerning the risks spelt out in this report and in light of our group’s current business
prospects, adidas’ management does not expect any material danger to our group's
financial standing or profitability from any of the individual risks or the aggregate risk.
Management also does not see any substantial change in total risk exposure for our group.
Given the positive response to our capital demand, the market seems to confirm this
assessment.

Opportunities

As a leading supplier in the sporting goods industry, our group is operating in a global
market that offers considerable growth potential for all our brands. Thanks to our multi-
brand strategy we are in an excellent position to take advantage of the opportunities
arising in a fast-paced and rapidly changing market. adidas group is seizing opportunities
as they present themselves from general economic and socioeconomic developments. We
moreover always strive to develop strategic initiatives to maximise sales growth potential
and our group’s profitability.

Principles and processes of opportunity management

Identifying, evaluating, and utilising opportunities is a prerequisite for realising future
sales growth and ensuring high profitability. All our group segments are integral parts of
our constant strive to maximise our sales and optimise our cost structures. At the heart of
these efforts are centralised teams like our planning, marketing, treasury, global
operations, and M&A departments. These departments are in charge of identifying global-
economic, industry-specific, and longer-term strategic opportunities. Regional and global
brand teams focus on identifying local consumer trends and changes in their respective
markets. Our strategic business plans at the group and brand levels set the course of
action for utilising and realising these opportunities.
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Identifying opportunities: The situation analysis is the most important process here
and serves to identify and quantify opportunities. We conduct our own qualitative
research in terms of general economic developments and consumer trends. We
furthermore use secondary research and collaborate with independent trend and
media agencies. In addition to that, we analyse market data to spot emerging
markets, categories, target groups, and product styles early on. Another area of our
market research is the development of brands, distribution channels, and prices.
Our focus here is on performance products in the areas of athletic footwear and
garments. However, we also keep a close eye on increasingly similar market
segments like leisure/lifestyle and sport fusion goods.

Evaluating opportunities: As soon as we identify an opportunity we scrutinise it
according to strict criteria for its realisability, economic benefit, possible
contribution to our overall profits, and risk potential. We apply this approach at the
group and brand levels to both the longer-term strateqgic efforts and the more
short-term tactical initiatives needed to take advantage of opportunities. Each
opportunity we take has to fit our group's core values as well as those of the
respective brand. Any such opportunity has to directly or indirectly benefit our
bottom line and simultaneously meet strict cost and capital spending criteria.

Monitoring and controlling opportunities: A key component of our opportunity
management process is measuring success. To this end, we constantly monitor our
goals and performance indicators that we define in the opportunity identification
and evaluation process. This helps us to validate our initiatives. This also allows us
to improve our products as well as our communication and distribution strategies
and adjust them to ongoing developments in our fast-paced and rapidly changing
market. Moreover, we cooperate ever more closely with our partners to evaluate
the effects of our growth and cost initiatives. In the monitoring and control process,
we share the relevant data with our product, marketing, and controlling
departments as they become available. adidas’ management receives current
updates in the process of strategic business plan development and also through
regular reports in regular and extraordinary meetings over the course of the year.
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Industry-specific opportunities

Rapid growth in the children’'s and women's segments

Our children’s and women's product segments are currently growing much faster than the
men's segment. As such, they offer our group excellent future potential. The women's
sporting goods market is the fastest growing segment of the sporting goods industry.
Women's footwear already accounts for over half of sports shoe sales. Moreover, women
make some 80% of purchase decisions for women's, men’s, and children’s athletic wear.
adidas offers products in two of the most lucrative segments of women's sporting goods,
i.e. sports-specific performance products and designer sports wear. The extraordinary
success of the adidas by Stella McCartney women's wear collection and the Y-3 collection
proves the considerable residual potential of these two segments. The children’s segment,
too, has been identified as an important market for our group in the medium term. Despite
considerable growth here in the last few years, we are still underrepresented in this
market. Qur assortment in this segment is more extensive than ever and to be expanded in
the future. To gain market share here, though, and take advantage of the higher brand
loyalty in this segment, we are increasingly investing into the segment base.

Expanding market shares in sports categories with strong growth potential

Our brands are still underrepresented in some emerging categories. The categories
represent another source for growth that we intend to tap for promoting our brand
development. Skating, sport fusion, and outdoor gear are all categories with strong growth
potential in which we intend to increasingly engage. Sport fusion-inspired categories like
gym yoga and martial arts-relates sports are developing especially rapidly and are offered
at ever more fitness centres. Also outdoor activities like Nordic walking, hiking, free
running, off-field running, and so-called trail running as well as climbing are sports
categories with high growth rates. Our market shares in all these segments are below
10% and therefore these segments still offer us great growth potential. We are planning to
start several new initiatives in these categories that are going to best utilise the full
strength and power of our development and design teams.

Redefinition of running

Running remains extraordinarily popular even though the demographics of the sport are
evolving. The number of older men and women taking up running is growing rapidly.
People are taking up running for various reasons, be it to lose weight, reduce stress, or
getting fit to enter a marathon race. The demand for functional sport shoes and textiles in
this largest segment of the sporting goods market will thus probably increase
disproportionately. Thanks to our multi-brand strategy, we are in a good position to serve
the running wear market more on target than our competition. The assortment of our
individual brands is designed to most effectively serve the multi-faceted consumer
structure of this most highly competitive segment in the sporting goods market. Since our
strength is our multi-level approach to products for technical, functional, and versatile
running, we expect to benefit from this trend. This category is set to grow given the fact
that ever more people take up running. We believe that our product sales can grow faster
than the market and thus increase our market share. Moreover, the running segment is
the most important category for individualised and intelligent products. This phenomenon
is due to the sheer variety of reasons for running and the runners’ needs at all levels.
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These products also offer us additional opportunities in other categories if they can be
introduced successfully there.

Strategic opportunities

Multi-brand approach creates clear competitive advantage

We believe that a single brand has certain natural limits owing to the different tastes and
expectations in a highly fragmented market. adidas group is convinced that its multi-brand
strategy, as recently epitomised by our acquisition of Reebok, gives us a considerable
competitive advantage. Like no other company in our sector, we are thus able to clearly
focus on well-defined target groups which is a basic prerequisite for long-term success.
Since our market is getting ever less clearly defined, we have reduced the risk of overly
broad brand positioning. This allows us to concentrate on communicating our brand values
consistently and uniformly to our target groups. Depending on the level of concentration in
individual categories, we can tackle the market from various angles be it as a mass
producer or niche brand.

Raising synergy by integrating Reebok

The Reebok acquisition has opened up new husiness opportunities for our company. We
expect synergy in administrative tasks even in Germany thanks to our Shared Service
Centre.

Profitability improvements through cost optimisation

Cost optimisation and control are a basic prerequisite for optimal profitability and high
return on investment in any organisation. We have made immense progress in these areas
over the last few years. Yet, we still lack behind our most important competitors in this
regard, particularly in terms of profitability margins. Our organisation has gained critical
mass with the Reebok acquisition. We therefore see considerable potential to further
optimise our cost drivers and lower our need for short-term operating capital. Cur World
Class Supply Chain initiative in Global Operations serves as an example of our effort in this
area. The objective of this trans-departmental initiative is to revamp our entire supply
chain and thus create added value. Our target here is to save EUR 75 mn in cost of sales
and another EUR 20 mn in operating expense group-wide.
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Promotion partnerships give authenticity

Our brand's association with athletes, designers, and technology leaders is a crucial
feature lending authenticity and credibility to our brands as well as promoting innovations.
Promotion partnerships are an important tool for our group. Product collections that are
marketed together with our partners create new sales opportunities in addition to making
a crucial contribution to our brand image. Our partnership portfolio is the best and most
envied in our industry. adidas group maintains partnerships with many famous and
successful teams and top athletes. These partners underscore our positive outlook for the
future particularly in high-profile sports like football, basketball, tennis, and golf. Our
partners showcase our brand values in unique and positive ways and are of high interest to
important consumer groups. By cooperating with partners like Stella McCartney, Porsche
Design, and Yohji Yamamoto, we use our brands’ sports image to offer consumers
attractive new designs. Our cooperation with Polar has redefined the fusion of sports and
technology in the training category. Partnerships with industry leaders in design and
technology will remain an important factor for us going forward that we intend to optimise
and utilise further.

Product innovations as key to brand differentiation

Innovation is one of our brands' hallmark features to distinguish our products from the
competition and help us pursue our most important performance strategies. Product
innovations have always been amongst our foremost growth drivers in recent years. Our
group has over and over again proven its innovative power in the market place and
developed exciting new products, functionalities, and attractive designs. Our group has
extensive expertise in the area of research and development. We will continue to
intensively draw on this expertise in the future to raise interest in our brands both at the
speciality trade and consumer levels. This allows us to launch new and expensive products
that will boost our group’s margins.

Supplementary report

No material events occurred or have become known to occur concerning our company
between the balance sheet date and the writing of this report.

Outlook

adidas’ ambition is to be the global market leader in the sporting goods industry with
sports brands embodying a passion for competition as well as an athletic lifestyle.
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In fiscal 2007, our company's main adidas brand is going to showcase its running category.
In addition to extensive communication measures and spectacular new products, adidas
will continue to focus on improving the range of fits and wearing comfort of its high-tech
running shoes. In the textiles area, adidas will offer more highly innovative and diverse
products for each type of running from recreational jogging to semi-professional
marathon running this year. The lifestyle segment is going to gain further in importance
and the emerging outdoor category remains a future growth category we are going to
pursue in earnest.

Moreover, adidas is an official sponsor of the UEFA EURO 2008™ to be held in Austria and
Switzerland next year. In this capacity, adidas will supply the official game ball for the
tournament as well as outfit the functionaries, referees, volunteers, and ball boys.

Through these activities, adidas yet again underscores its positioning as a performance
brand. Other activities to promote this image include various launches of new products
and product evolutions. The adidas brand's line-up of key new products and technologies
to hit the market in 2007 includes:

s Formotion technology in adidas running shoes. This technolegy is an evolution of
the adidas ground control system that has already been successful in the market
for years.

¢ Bounce, the shoe innovation for urban runners.

o Techfit, the innovative First Layer™ technology to be introduced for various types of
sports to enhance athlete performance by wrapping muscles with a tight-fitting
fabric utilising the principle of muscle compression.

¢ Products pertaining to the European football championship in 2008 including the
official game ball for the tournament

Our company will again gear all its trade measures to consumers in 2007. This is why we
intend to improve important measures of retailing success [key performance indicators =
KPIs] like earnings per floor space unit, inventory turnover time, and realised margin
through specially developed commercial planning concepts. Global Operations
programmes to optimise merchandise flow (inventory replenishment) will remain key
components of our concept for reducing inventory and optimising our short-term
operating capital needs as well as making the merchandise flow under our
replenishment-on-demand concept run more smoothly.

adidas has consolidated its retailing activities in fiscal 2006. The successful opening of our
Performance Centre in Hamburg, Germany, serves as confirmation of our strategy to
consistently continue our efforts to open proprietary retail outlets in metropolitan prime
retail locations. Our Performance Centres in the World Cup cities of Stuttgart, Berlin, and
Hamburg have been disproportionately successful during the World Cup. We are planning
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to open another store in Munich in the context of the 2008 European football
championship.

We are currently engaged in negatiations for an Originals Store to be opened in Aachen.

Thanks to the Football World Cup, our company managed to further improve its German
market position. The entire German sporting goods market is expected to remain
essentially stable in 2007 with some uncertainties arising, for instance, from the value
added tax hike. In light of our substantial growth in 2006, adidas AG is striving to maintain
sales at the 2006 level, if possible. However, the high advertising and marketing
expenditure incurred in the World Cup year are going to drop back to normal levels and
thus our profitability is wont to improve.

The inflow of investment income depends on the future economic and legal situation in the
regions that have the most decisive impact on the relevant market devetopments.

QOur company continues to hedge foreign exchange risks of adidas AG subsidiaries with
banks. At present, it is not possible to predict the impact of these foreign exchange hedges
on adidas AG's 2007 earnings. We are furthermore unable to forecast our net profit for the
year owing to holding function influences even assuming that business development
remains favourable.

Moreover, adidas group gives high medium-term priority to cut its gearing (gearing = net
debt over equity] below 50% to reduce interest expense.

Our current order backlog is 17% below last years level as expected. Last year's figure
included the lion's share of orders for our World Cup products that were delivered in the
first hatf of 2006. We assume that our 2007 sales will be in line with last year's, albeit
more evenly distributed throughout the year. We therefore expect that our order backlog
will increase more over the course of the year than it did in 2006.
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FINANCIAL STATEMENTS of adidas AG [until May 29, 2006: adidas-Salomon AG|

BALANCE SHEET leuros in thousands)

Note Dec. 31, 20046 Dec. 31, 2005
ASSETS
FIXED ASSETS i)
Intangible assets (2] 256,112 24,630
Tangible assets (2] 111,329 95,909
Financial assets {3} 2,862,077 2,039,698
CURRENT ASSETS 2,999,518 2,160,237
Inventories {4] 16,437 13,124
Receivables and other assets (5] 1,411,814 889,313
Securities (6] 2,537 31,033
Cash and cash equivalents {7) 4,170 1,164,180
1,436,958 2,097,650
PREPAID EXPENSES {8} 145,532 166,036
4,582,008 4,423,923
EQUITY AND LIABILITIES
EQUITY
Subscribed capital (91 203,537 129,950
Contingent capital 1999 1,456
Contingent capital 2003 35,998
Contingent capital 2006 20,000
Capital reserves £7] 819,675 813,365
Revenue reserves 1,062,139 1,201,566
Retained earnings (10} 85,639 66,531
2,170,990 2,211,412
UNTAXED RESERVE (1} 6,972 7.294
ACCRUALS (12) 199,153 233,588
LIABILITIES {13) 2,204,807 1,971,431
DEFERRED INCOME 86 198

4,582,008 4,423,923




FINANCIAL STATEMENTS of adidas AG {until May 29, 2006: adidas-Salomon AG)

STATEMENT OF INCOME [euros in thousands)

Note 2006 2005

Sales {15) 799,490 700,957
Change in inventory 123 50
TOTAL QUTPUT 799,613 701,007
Other operating income [16] 651,184 420,483
Cost of materials 117) (420,929) (364,720)
Personnel expenses 18] [2143,340) (187,100)
Depreciation and amortization of tangible
and intangible assets (19] [36,087) [28,095)
Other operating expenses {20] (840,595) (583,531)
INCOME FROM OPERATIGNS (60,234) (41,955)
Income from investments in related companies 21) 91,370 55,052
Profit received under a profit
transfer agreement (22] 189 206
write ups te leans of financial assets

to related companies - 22,938
Depreciation on financial assets [23] (1,3081
Interest result [24) [35,042) [15,636)
INCOME FROM
ORDINARY ACTIVITIES (5,025} 20,604
extraordinary result (25) (183l -
INCOME BEFORE TAXES (5,208] 20,604
Taxes on income (26) 24,242 2,034
Other taxes (186) [183)
NET INCOME 18,848 22,457
Retained earnings brought forward 541 9,074
Earnings appropriated to earned surplus 46,250 35,000
RETAINED EARNINGS 85,639 66,531




Notes to the Financial Statements of adidas AG luntil May 29, 2004:
adidas-Salomon AG) for the Year Ended December 31, 2006

In the interests of providing a clearer overall picture, certain items in the balance
sheet and income statement have been combined as permitted in § 265 para. 7 HGB
(German Commercial Code), and have been detailed under the appropriate numerical
text reference below.

The return in respect of shareholdings in adidas AG as required by § 287 HGB is filed
with the registrar of companies in Firth, Bavaria under reference HRB 3848.

Accounting policies

The financial statements have been prepared in accordance with the following
accounting policies, which have remained substantially unchanged since 2005.

Acquired intangible assets are stated at cost less straight-line amortization. Items of
property, plant and equipment are stated at acquisition or production cost. All
production costs capable of being capitalized are included. Third-party interest has
been included in measuring the cost of the equipment in Uffenheim warehouse.
Those items with a limited life are depreciated over their expected useful lives.

Fungible items of property, plant and equipment and business premises belonging to
adidas AG are mainly depreciated using the dectining-balance method, applying the
maximum rates accepted by the tax authorities.

Useful lives of business premises are fifty years maximum, those for plant and
machinery, other plant and equipment, fixtures and fittings range from two to ten
years. The refurbishment costs of buildings comprising the headquarters of the
"World of Sports”, owned by GEV Grundstiicksgesellschaft Herzogenaurach mbH &
Co. KG, a company within the adidas AG Group, are being written down over 20 years.
The “Factory Qutlet” building is being depreciated over 33 years. The newly-
completed buildings owned by adidas AG and located on the "World of Sports”
premises are being depreciated over 50 years. Minor-value assets are fully
depreciated in the year of their acquisition and are shown as disposals in the
statement of movements on fixed assets.

Impairment write-downs are charged additionally if the impairments in value are
expected to be other than temporary.

Financial assets are stated at acquisition cost, less repayments in the case of loans.
To the extent necessary, write-downs are made to their lower fair value. |If the
reasons for the write-down are no longer applicable, the write-down is reversed.




Inventories are stated at the lower of acquisition or manufacturing cost and market.
Manufacturing cost consists of direct costs which must be capitalized and
production-related overheads. Allowances are made to reflect deterioration in value
due to perceived changes in fashion and technical risks, age and marketability.

Receivables and other assets are stated at nominal values in all cases. Specific and
general allowances are set up to cover any discernible risks of loss.

Derivative financial instruments entered into with banks by group treasury (primarily
foreign currency futures and foreign currency futures and options] are related to
underlying transactions with group companies. To the extent there is a direct
hedging relationship between these transactions, they are combined into a single
measurement unit. Unrealised losses are recognised in the income statement to the
extent they are not offset by unrealised gains within the measurement unit. Those
derivative transactions for which there is no measurement unit are measured
individually at fair value. Any resulting losses are recognised in the income
statement.

Interest rate caps, which serve to limit the upside interest rate risks on adidas AG's
liabilities, are stated at acquisition cost less amortization over the agreed hedge term
of the interest rate caps or at the lower of cost or fair value. Market values of
interest swaps and interest/currency swaps used for hedging purposes were
calculated using generally accepted models such as, for example, the “"Markov
Functional Model".

Provisions for pensions and simitar obligations included in the adidas AG balance
sheet are based on actuarial calculations using the entry-age-normal method in
accordance with § éa EStG, and applying a discount rate of 5.5 or é % (2005: S or
6 %). The "mortality and morbidity tables RT 2005 G” issued in July 2005 by Prof.
Klaus Heubeck have been used for this purpose.

Other provisions and accruals cover all discernible risks and uncertain liabilities and
have been set up to the extent required in accordance with prudent business
judgement.

Liabilities are included at their nominal value or their higher repayment amount.

Receivables and payables in foreign currency are translated at rates ruling on the
dates that the transactions are entered in the accounting records. In all cases losses
arising from changes in exchange rates are recognized at the balance sheet date,
unless they are part of a perfectly matched hedge.

In accounting for share option plans, no expense is recognized for the difference
between the exercise price and the market value of the shares or for the time value
of the share options granted.




The reported contingent liabilities from guarantees and indemnities relate to
borrowings and obligations drawn down at December 31, 2006 by subsidiaries.

1. Non-current assets

We refer to attachment 1 to the notes on the financial statements with respect to the
statement of movements on non-current assets as set out in § 268 para. 2 HGB.

2. Intangible and tangible assets

in €000

Balance at January 1
Additions

Disposals
Depreciationfamortization

Balance at December 31

2006

120,539
53,028
99

36,067
137,441

2005

106,580
45,678
3,624

28,095
120,539

The major additions relate to the Adi-Dassler-Brand-Center at the World of Sports
location in 2005/06, licenses for standard software, fixtures and fittings at new

“adidas shops” and standard hardware.




3. Financial assets

in €000

Balance at January 1

Additions
Disposals

Write-ups

Write-downs

Balance at December 31

2006

2,039,698
830,391

12,204

5,500

1,308
2,862,077

2005

2,176,388
376,530
536,158

22,938
0

2,039,698

Additions relate basically to the capital increase at adidas International B.V,
Amsterdam, The Netherlands (€ 799,999,000] and the acquisition of the remaining
shares in adidas Korea Ltd., Seoul, Korea (€ 30,384,000).

Disposals relate to the capital reduction (€ 6,807,000) of adidas Benelux B.V,,
Amsterdam, The Netherlands, and the disposal of P.T. Trigaris Sportindo, Jakarta,
Indonesia {€ 1), as well as repayment of loans by adidas Spor Malzemeleri Satis ve
Pazarlama A.S., Istanbul, Turkey, adidas Romania S.R.L., Bukarest, Romania and

Erima GmbH, Reutlingen (totaling € 5,397,000).

Reversals of write-downs relate to Sarragan AG, Cham, Switzerland (€ 3,000,000)
and adidas Sverige AB, Stockholm, Sweden (€ 2,500,000).

The write-downs relate to foreign currency losses on loans.




4. Inventories

in €000 12/31/2006 12/31/2005
Raw materials, consumables and supplies 2,289 1,540
Work-in-progress 690 745
Finished products, merchandise 13,458 10,839
|
| 16,437 13,124

purposes, work-in-progress in the production process and merchandise at the
Company's own “adidas-Shops™ and “Factory Outlet”, as well as merchandise of
adidas AG's “"Sport Style” and “Porsche Design” brands. The increase in

|
Inventories relate to raw materials, consumables and supplies for production
‘ merchandise is mainly due to higher inventory of the "Sport Style” brand.

5. Receivables and other assets

in €000 12/31/2006 12/31/2005
Trade accounts receivable 34,618 38,4556
of which due
in more than 1 year 0 0

Amounts due from related

companies 1,332,796 799.111
of which due

in more than 1 year 103,631 116,639

Other assets 44,400 51,747
of which due

in more than 1 year 771 0

1,411,814 889,313

The receivables from related companies include particularly receivables arising as
part of the group treasury activities. Any excess or deficits in funds at subsidiaries
are settled via adidas AG. The increase of these receivables in 2006 was mainly due




to the loans granted by subsidiaries to adidas International B.V. to finance the
Reebok acquisition, funded by adidas AG.

Other assets include mainly receivables from tax authorities, assets from option
premiums recognized and debit balances on accounts payable. Furthermore, other
assets include € 4,028,400 deferred interest income not legally available at
December 31, 2006.

6. Securities
in €000 12/31/2006 12/31/2005
Other securities 2,537 31,033

The remaining securities serve as a guarantee against insolvency of the part-time
early retirement obligations.

7. Liquid funds

in €000 12/31/2006 12/31/2005

Cash and cash equivalents 6,170 1,164,180

Cash and cash equivalents at December 31, 2005 were used to finance the Reebok
acquisition.




8. Prepaid expenses

in €000 12/31/2006 12/31/2005

Issue discount on

convertible bond 91,532 99,318
Advertising and promotion contracts 36,257 44,225
Discounts on securitized loans 3.665 3,870
Other 14,078 18,623

145,532 166,036

Prepaid expenses include € 91.5 million discount on the issue in 2003 of a
convertible bond via adidas International Finance B.V., Amsterdam. The discount is
being amortized straight-line over the expected term of the convertible bond. The
amount amortized in 2006 was € 7.8 million. A further amount of € 36.3 million
relates to deferred amounts on payments made in connection with long-term
advertising and promotion agreements with sports clubs and athletes. The discounts
on securitized loans include a € 2.0 million discount and a € 1.7 million deferred
commitment fee. Other prepaid expenses are mainly made up of payments in
advance for insurance premium and maintenance.

9. Subscribed capital/capital reserves

On December 31, 2005, the nominal capital of adidas AG (formerly adidas-Salomon
AG) amounted to € 129,950,092.80 and was divided into 50,761,755 no-par-value
bearer shares and was fully paid-in.

In January 2006, the nominal capital increased to a total of € 130,091,660.80, divided
into 50,817,055 no-par-value bearer shares, as a result of the exercise of a total of
55,300 stock options in November 2005 and the issuance of 55,300 no-par-value
bearer shares associated with the management share option plan (MSOP] of adidas
AG. Capital reserves thus increased by € 2,830,920.

The nominal capital of adidas AG subsequently increased to a total of € 203,268,220
as a result of the capital increase from the Company's retained earnings without the
issuance of new shares (“capital increase 2006"), resolved upon by the annual
general meeting on May 11, 2006. Furthermore, it was resolved to implement a
share split at a ratio of 1 to 4, pursuant to which the nominal capital was divided into
a total of 203,268,220 no-par-value bearer shares.



At the end of May 2006, the nominal capital of adidas AG increased to a total of
€ 203,270,180, divided into 203,270,180 no-par-value bearer shares, as a result of
the exercise of the conversion right derived from one bond in the amount of € 50,000
issued within the scope of the convertible bonds granted by the 100% subsidiary
adidas International Finance B.V. (formerly adidas-Salomon International Finance
B.v.), (€ 400,000,000; 2.50% convertible bonds of 2003/2018) and also as a result of
the issuance of 1,960 no-par-value bearer shares.

Furthermore, in July 2006, the nominal capital increased to a total of € 203,496,860,
divided into 203,496,860 no-par-value bearer shares, as a result of the exercise of a
total of 56,670 stock options in May 2006, which - following the registration of the
share split - now entitle the beneficiaries to receive four shares per option, and
through the issuance of 226,680 no-par-value bearer shares associated with the
management share option plan. Capital reserves thus increased by € 3,321,108.

In October 2006, the nominal capital again increased as a result of the exercise of a
total of 10,000 stock options in August 2006 and the issuance of 40,000 no-par-value
bearer shares associated with the management share option plan. Capital reserves
thus increased by € 121,890. At the balance sheet date, the nominal capital of adidas
AG therefore amounted to a total of € 203,536,860 and was divided into 203,536,860
no-par-value bearer shares. The nominal capital was fully paid-in.

In January 2007, the nominal capital of adidas AG was then increased by a further
€ 30,200 as a result of the exercise of 7,550 stock options in November 2006 and the
issuance of 30,200 no-par-value bearer shares associated with the management
share option plan. Capital reserves thus increased by € 175,296. On February 16,
2007, the nominal capital of adidas AG therefore amounted to € 203,567,060 and is
divided into 203,567,060 no-par-value bearer shares.

The corresponding adjustment of the amount of the nominal capital resulting from
the above transactions up to the end of January 2007 was filed with the commercial

register on January 29, 2007, by way of a declaratory entry.

Each share has one vote and is entitled to a dividend in the year it is issued.




Authorized capital

As at the balance sheet date, the executive board of adidas AG has not made use of
the existing amounts of authorized capital. The following presentation of the existing
amounts of authorized capital takes into account the adjustment resolved upon by
the annual general meeting on May 11, 2006, relating to the existing amounts of
authorized capital in connection with the capital increase 2006 and the share split.

As at December 31, 2006, the authorized capital of the Company is set out in § 4
paras. 2, 3 and 4 of the articles of association, pursuant to which the executive board
is entitled, subject to supervisory board approval, to increase the nominal capital

until June 19, 2010

by issuing new shares against contributions in cash once or several times by no
more than a maximum of € 64,062,500 and, subject to supervisory board
approval, to exclude fractional shares from shareholders’ subscription rights
(authorized capital 2005/1);

until June 19, 2008

by issuing new shares against contributions in cash or in kind once or several
times by no more than a maximum of € 6,250,000 and, subject to supervisory
board approval, to exclude shareholders’ subscription rights (authorized capital
2005/11);

until May 28, 2011

by issuing new shares against contributions in cash once or several times by no
more than a maximum of € 20,000,000 and, subject to supervisory board
approval, to exclude shareholders’ subscription rights for fractional amounts and
when issuing the new shares at a value not essentially below the stock exchange
value of shares with the same features [authorized capital 2006). The
authorization to exclude subscription rights pursuant to the last sentence, may,
however, only be used to the extent that the pro rata amount of the new shares in
the nominal capital together with the pro rata amount in the nominal capital of
other shares which were issued by the Company after May 11, 2006, subject to the
exclusion of subscription rights pursuant to § 186 para. 3 sentence 4 AktG on the
basis of an authorized capital or following a repurchase, or for which conversion
or subscription rights were granted after May 11, 2006, through issuance of
convertible bonds or bonds with warrants, with subscription rights excluded
pursuant to § 186 para. 3 sentence 4 AktG, does not exceed 10% of the nominal
capital existing on the date of entry of this authorization into the commercial
register or - if this amount is lower - as at the respective date on which the
authorization is used.




Contingent capital

Together with the capital increase 2006 resolved upon by the annual general meeting
on May 11, 2006, and by virtue of law, the amounts of contingent capital increased at
the same ratio. By resolution of the annual general meeting of May 11, 2006, the
articles of association were adjusted to reflect this increase as well as the share
split.

Contingent capital 1999/1

The contingent capital 1999/l serves the purpose of granting stock options in
connection with the management share option plan to members of the executive
board of adidas AG as well as to managing directors/seniar vice presidents of its
affiliated companies and to other executives of adidas AG and of its affiliated
companies.

Prior to the implementation of the capital increase 2006 and the share split, as a
result of the exercise of 55,300 stock options in November 2005 and the issuance of
55,300 no-par-value bearer shares within the scape of the exercise periods which
ended in January 2006 for tranche | (1999), tranche [l [2000), tranche (Il (2001),
tranche IV (2002) and tranche V (2003) of the management share option plan, the
nominal amount of the contingent capital 1999/l amounted to € 1,102,291.20 in
January 2006 and was divided into 430,582 no-par-value shares.

After implementation of the capital increase 2006 and the share split, the nominal
amount of the contingent capital 1999/l initially totaled € 1,722,328 and was divided
into 1,722,328 no-par-value bearer shares. As a result of the exercise of 66,670
stock options and the issuance of 266,680 no-par-value bearer shares associated
with the exercise periods which ended in July and October for tranche |l [2000),
tranche (1l (2001), tranche IV [2002) and tranche V (2003) of the management share
option plan, the nominal amount of the contingent capital 1999/1 at the balance sheet
date amounted to € 1,455,648 and was divided into 1,455,648 no-par-value shares.

In January 2007, the nominal value of the contingent capital 1999/t was reduced to
€ 1,425,448, divided into 1,425,448 no-par-value shares, as a result of the exercise of
7,550 stock options in November 2006 and the issuance of 30,200 no-par-value
bearer shares associated with the expired exercise period for tranche Il (2000]),
tranche |l {2001), tranche IV (2002) as well as tranche V {2003) of the management
share option plan. On February 16, 2007, the nominal value of the contingent capital
1999/1 amounted to € 1,425,448, divided into 1,425,448 no-par-value shares.

The change to the nominal capital and the nominal value of the contingent capital
1999/1 resulting from the issuance of shares between the implementation of the
capital increase 2006 and the end of January 2007, was filed with the commercial
register on January 29, 2007, by way of a declaratory entry.
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Contingent capital 2003/II

As at the balance sheet date, the nominal capital is conditionally increased by up to a
further € 35,998,040, divided into no more than 35,998,040 no-par-value bearer
shares {contingent capital 2003/1l, § 4 para. é (formerly para. 5) of the articles of
association). This is the contingent capital which formerly amounted to € 23,040,000
and was then adjusted to € 34,000,000 as a result of the capital increase 2006. It will
be implemented only to the extent that the holders of the subscription or conversion
rights or the persons obligated to exercise the subscription or conversion duties based
on the bonds with warrants or convertible bonds, which are issued by the Company or a
wholly-owned direct or indirect subsidiary of the Company pursuant to the authorization
of the executive board by the shareholder resolution dated May 8, 2003, in the version of
the shareholder resolution dated May 11, 2006, make use of their subscription or
conversion right or, if they are obligated to exercise the subscription or conversion
rights, they meet their obligations to exercise the warrant or convert the bond. The
executive board is authorized, subject to supervisory board approval, to futly suspend
the shareholders’ rights to subscribe the bonds with warrants and/or convertible
bonds, if the executive board has concluded following an examination in accordance
with its legal duties that the issue price of the bonds with warrants and/or convertible
bonds is not significantly below the hypothetical market value computed using
recognized financial calculation methods. This authorization to suspend the
subscription rights applies, however, only with respect to the bonds with warrants
and/or convertible bonds with subscription or conversion rights to the shares having
a pro rata amount of the registered share capital totaling a maximum of
approximately € 18,125,000.

During 2006, the contingent capital 2003/l was reduced by € 1,960 to the
aforementioned value, as a result of the exercise of the conversion right from one
bond amounting to € 50,000 and the issuance of 1,960 no-par-value shares.

The change to the nominal capital and the nominal value of the contingent capital
2003/l resulting from the issuance of shares between the implementation of the
capital increase 2006 and the end of January 2007, was filed with the commercial
register on January 29, 2007, by way of a declaratory entry.

Contingent capital 2006

As a result of the resolution adopted by the annual general meeting on May 11, 2006,
the nominal capital of adidas AG at the balance sheet date is conditionally increased
by up to € 20,000,000, divided into no more than 20,000,000 no-par-value bearer
shares (contingent capital 2006; § 4 para. 7 of the articles of association). The
contingent capital increase will be implemented only to the extent that the holders of
the subscription or conversion rights or the persons obligated to exercise the
subscription or conversion duties based on the bonds with warrants or convertible
bonds, which are issued or guaranteed by the Company or a Group company pursuant to
the authorization of the executive board by the shareholder resolution dated May 11,
2006, make use of their subscription or conversion right or, if they are obligated to
exercise the subscription or conversion rights, they meet their obligations to exercise
the warrant or convert the bond. The executive board is authorized, subject to
supervisory board approval, to fully suspend the shareholders’ rights to subscribe
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the bonds with warrants and/or convertible bonds, if the bonds with warrants and/or
convertible bonds are issued at a price which is not significantly below the market
value of these bonds. The limit for subscription right exclusions of 10% of the
registered stock capital according to § 186 para. 3 sentence 4 together with § 221
para. 4 sentence 2 of the German Stock Corporation Act has been observed. To date,
no shares have been issued from the contingent capital 2006.

By resolution of the annual general meeting of May 11, 2006, relating to contingent
capital 2006, contingent capital 2004 was cancelled.

Acqguisition of treasury shares

By resolution of the annual general meeting held on May 11, 2006, the shareholders
of adidas AG cancelled the authorization to repurchase treasury shares resolved
upon on May 4, 2005, which had not been used, and resolved upon a new
authorization of the executive board to acquire treasury shares in an aggregate
amount of up to 10% of the nominal capital for any permissible purpose and within
the legal framework until November 10, 2007. The authorization can be used by the
Company but also by Group companies or by third parties, on the account of the
Company or Group companies. The executive board is authorized to use the treasury
shares repurchased on the basis of this authorization for the following purposes:

e Subject to supervisory board approval, for the resale of shares via the stock
exchange or via a tender offer to all shareholders for cash at a price not
significantly below the stock market price of the shares with the same features.

e Subject to supervisory board approval, for the purpose of acquiring companies,
parts of companies or participations in campanies.

e Subject to supervisory board approval, as consideration for the acquisition, also
through Group companies, of industrial property rights such as patents, brands,
names and logos of athletes, sports clubs and other third parties or for the
acquisition of licenses relating to such rights.

o To meet subscription or conversion rights or conversion obligations arising from
bonds with warrants and/or convertible bonds issued by the Company or any
direct or indirect subsidiary of the Company.
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¢ To meet the Company’'s obligations arising from the management share option
plan 1999 (MSQOP).

Furthermore, the supervisory board is authorized to assign or promise reacquired
treasury shares to executive board members as compensation by way of a stock
bonus, subject to the proviso that resale shall only be permitted following a retention
period of at least two years from the date of assignment.

Such authorization has not been used to date.

Convertible bond

adidas International Finance B.V. {formerly adidas-Salomon International Finance
B.V.) issued a convertible bond with a nominal value of € 400,000,000 on October 8,
2003 divided into 8,000 convertible bonds with a nominal value of € 50,000 each. The
convertible bond is due for repayment on October 8, 2018, if not previously repaid or
converted into adidas AG shares (formerly adidas-Salomon AG). adidas AG has
assumed the unconditional and irrevocable guarantee with respect to payments of all
amounts payable under the convertible bond by adidas International Finance B.V. for
this convertible bond. adidas AG has also taken over the obligation to the holders of
the convertible bond to supply shares to be delivered following conversion of a
convertible bond. The convertible bond entitles the holder to acquire shares in
adidas AG at a conversion price of an original € 102 per share, whereby the
conversion ratio results from dividing the nominal amount of a bond (€ 50,000) by the
conversion price ruling at the exercise date. The conversion price has been
meanwhile been adjusted to € 25.50 following a stock split. The conversion right can
be exercised by a bond holder between November 18, 2003 and September 20, 2018,
whereby certain conversion restrictions apply. When the conversion is exercised, the
shares are to be obtained from contingent capital established by resolution of the
annual general meeting of adidas AG on May 8, 2003. adidas International Finance
B.V. is entitled to repay the convertible bond fully on or after October 8, 2009
although, in the period from October 8, 2009 through October 7, 2015 only to the
extent the market value of the shares of adidas AG amount to at least 130 % (period
from October 8, 2009 through October 7, 2012) or 115% (period from October 8, 2012
through October 7, 2015) of the conversion price valid at that time over a certain
reference period of time (as set out in the bond conditions). The convertible bond
was issued as a bearer bond and subscription rights of shareholders to the bearer
bonds were excluded. The shareholders have no subscription rights per se to the
shares for which the holders of the bonds have rights, due to security provided by
contingent capital. There were 7,999 bonds outstanding at December 31, 2006.
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Equity participation plans

Under the stock option plan adopted by the shareholders of adidas AG on May 20,
1999 and amended by resolution of the annual general meeting on May 8, 2002 and
May 13, 2004, the executive board has been authorized to issue non-transferable
share options for up to 1,373,350 no-par-value bearer shares to members of the
executive board of adidas AG as well as to managing directors/senior vice presidents
of its related companies and to other executives of adidas AG and of its related
companies until August 27, 2004. Share options can be granted in tranches that shall
not exceed 25 % of the total volume for each fiscal year.

There is a two-year vesting period for the share options and a term of approximately
seven years upon their respective issue.

The following share options have been issued to date:

Originally As at
(Number of share options) issued 12/31/2006
Tranche 1 (2000) 335,100 8.050
Tranche (11 (2001] 342,850 12,150
Tranche IV (2002) 340,850 30,625
Tranche V (2003) 88,000 7.800

No new options were granted in 2006.

The share options can only be exercised subject to the attainment of at least one of
the following performance objectives:

(1) Absolute performance:

During the period between the issue and exercise of the share options, the stock
market price for the Company's shares, calculated using the total shareholder return
approach, has increased by an annual average of at least 8 %.

(2] Relative performance:

During the same period, the market price of the Company's shares must have
changed by an annual average of 1 % more favarably than the market share prices of
adidas’s major global competitors and may not have fallen in absolute terms.

The share options can only be exercised by payment of the exercise price. The
exercise price corresponds to the arithmetical mean of the closing prices of the
adidas share over the last 20 trading days of the respective exercise period, less a
discount, which is composed of the absolute and relative performance components.
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The option terms and conditions stipulate that the share options can be used for
existing common shares in lieu of new shares from the contingent capital, or the
discount can be paid in cash instead of common shares.

The new shares participate in profits from the beginning of the year in which they are
issued.

10. Retained earnings

in €000

Retained earnings at December 31, 2005 66,531

Distribution of a dividend of € 1.30 per

ordinary share with a nominal value of € 2.56

of the share capital for 2005

(50,761,755 ordinary shares) 65,990

Amount carried forward 541

Net income of adidas AG

for 2005 18,848
Transfer from other retained earnings 66,250
Retained earnings at December 31, 2006 85,639

11. Untaxed reserves

€ 322,000 of the untaxed reserve set up in 2003 in connection with construction of the
“Factory Outlet”, as set out in § 273 HGB and Section 35 EStR [German Income Tax
Regulations), were reversed to income during the year.
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12. Provisions

in €000 12/31/2006 12/31/2005

Provisions for pensions

and similar obligations 80,760 81,707
Other provisions and accruals 118,393 151,881
199,153 233,588

adidas AG's pension provisions are based on actuarial calculations using the entry-
age-normal method as set out in § éa EStG, applying a discount rate of 5.5 % or 6 %.
The "mortality and morbidity RT 2005 G tables issued in July 2005 by Prof. Klaus
Heubeck were used for this purpose. There are no obligations not included in the
balance sheet.

Pension provisions for pensions granted to current executive board members
amounted to € 0 at December 31, 2006 (December 31, 2005: € 3.97 million). Pension
provisions for pensions granted to former executive board members amounted to €
29.7 mitlion (2005: € 31.2 million). Former executive board members received
pensions totaling € 1.9 million in 2006.

After the certain obligations towards the beneficiaries were assigned to a pension
fund in December 2006, pension provisions for indirectly existing obligations
decreased by € 9.3 million without affecting income.

The largest amount in other provisions was provisions for personnel of € 50,350,000.
The calculation of the provisions for long-term anniversary payments was made
using actuarial calculations instead of the amount to be paid out. The previously
used simplified measurement method was waived. Further significant amounts in
provisions include provisions for other risks of € 45,600,000 and provisions for
marketing of € 19,215,000.

The decrease in other provisions is mainly due to a decrease in the provision for
unrealized losses on foreign currency forward transactions of € 23,710,000 to
€ 3,228,000 [December 31, 2005: € 26,938,000).
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13. Liabilities

in €000 12/31/2006 12/31/2005
Total Remaining Remaining Remaining Total
term term term 2005
upto 1-5 morethan
1year years 5years
Amounts due to banks 1,138,069 186,830 677,236 274,003 606,565
(previous year) (45,116}  (392.446) (169,003)
Trade accounts payabte 38,655 38,655 0 ¢ 40,757
(previous year) (40,757} (0) (0]
Amounts due to related
companies 886,604 486,654 399,950 0 1,287,221
(previous year) (887,221)  (400,000) ()
Other liabilities 141,479 136,695 3,130 1,654 36,888
(previous year) (30,818) (4,632)  (1,438)
of which for taxes 2,979 2,801
of which for social 1,430
security 4,531
12/31/2006 2,204,807 848834 1,080,316 275,657 1,971,631
12/31/2005 (1,003,912}  (797,078) (170,441

All of the liabilities are unsecured.

Liabilities to banks increased basically due to promissory note bonds of € 473.7
million drawn down.

The liabilities to related companies are primarily liabilities arising from Group
treasury activities. This item includes amounts due by the Company to adidas
International Finance B.V. from the issue of the convertible bond (€ 400 million}. The
Company assumes that this liability will remain outstanding until the bond’s expiry
date.

Other liabilities include liabilities from the commercial paper program [part of
liabilities to affiliated companies), leasing liabilities, tax and customs liabilities,
social security, interest payable, credit balances in accounts receivable and wages,
salaries and commissions payable.

17




14. Contingent liabilities and other financial commitments

Contingent liabilities

in €000 12/31/2006

12/31/2005

Indemnity agreements 1,062,875

of which for related companies
- bank loans (930,857)
- letters of credit (132,018)

324,184

(62,585)
(261,599

Guarantees for bank loans of affiliated companies relate to the U.S. promissory note
bonds and a commercial paper program of adidas International B.V. Amsterdam, The
Netherlands. adidas AG's letters of credit are mainly import letters of credit in
connection with product purchases in the Far East. The decrease is explained by the

change to "delivery on invoice™.

Other financial commitments

Other financial commitments of € 363,766,000 (December 31, 2005: € 297,055,000
for adidas AG include amounts to be paid over the entire contract term for promotion,

advertising, rental and teasing contracts as at December 31, 2006. This also includes
commitments of € 24,140,000 (December 31, 2005: € 1,560,000) to GEV, a 90 % held

subsidiary.

Expiry dates

in €000

in 2007 111,290
2008 - 2011 186,211
after 2011 66,265

363,766
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The minority sharehotder of a related company has a put option to sell its shares to
adidas AG under certain conditions. The payment would have amounted to € 15.2
million at December 31, 2006.

The Group acquires some 80 % of its products in the Far East. As most of the
product cost of these goods consists of raw materials, which suppliers have to
acquire in US dollars, billings to the adidas Group are also made in US dollars. On
the other hand, sales to customers are mainly in euros, pounds sterling and
Japanese yen, as well as in many other currencies. Foreign currency hedging
transactions are entered into in order to reduce foreign exchange rate risk. Most
subsidiaries hedge their foreign exchange rate risks via adidas AG, except for those
subsidiaries which are not able to hedge via adidas AG due to national foreign
exchange regulations, or where it is more economically sensible to hedge locally.
Foreign currency risks borne by adidas AG on behalf of its subsidiaries through
entering into internal foreign currency transactions are strategically hedged with
banks, normally for a period of up to 18 months, by taking out foreign currency
forwards, swaps, options or a combination of foreign currency instruments, which
provide protection from risks and, at the same time, the opportunity to profit from
future beneficial foreign exchange rate movements on financial markets. adidas
enters into contracts for some USD 1.7 billion equivalent annually to hedge foreign
currency risks from operations.




QOutstanding derivative financial instruments

in € million 12/31/2006 12/31/2005

Nominal value

Currency hedging contracts 4,158 6,118
Interest hedging contracts 484 688
4,642 6,806
12/31/2006 12/31/2005

in €000 Book value Market value Book value Market value

Assets

(Other assets)

Currency hedging contracts 10,699 39,152 44,303 69,572

Interest hedging contracts 0 3,860 0 0

Liabilities

(Other provisions]

Currency hedging contracts -3,228 -21,546 -55,976 -43,058

interest hedging contracts 0 -10,782 -1,558 -1,558
7,471 10,684 -13,231 24,956

Nominal values represent the gross total of all call and put contracts for derivative
financial instruments. Fair values of foreign currency forwards are determined
based on current ECB reference exchange rates, together with forward premiums or
discounts.

Foreign currency and interest rate options are valued using market quotes option
pricing models. The fair values of interest rate swaps are calculated using
discounted expected cash flows, using current market interest rates for the
remaining terms of the financial instruments concerned.

The reduction in the nominal, book and market values of currency hedging contracts
is primarily due to the decrease in USD requirements as a result of the Reebok
acquisition made in January 2007. The nominal values of outstanding financial
derivatives in foreign currency have been translated into euros at rates ruling at the
end of the year.

Book values are as stated in the balance sheet.
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15. Sales

adidas AG's business activities are primarily concentrated in one sector, being the
development, trading and marketing of sports and leisure articles.

in €000 2006 2005

Analysis by product group

Shoes 271,139 257,519
Textiles 318,727 262,581
Sports equipment 54,684 46,006

.- 844,330 .-266,106
Other revenues 22,064 16,522
Royalties and commission income 132,876 118,329

799,490 700,957

€ 557,276,000 (2005: € 493,244,000) of total sales were domestic and € 242,214,000
(2005: € 207,713,000) foreign, mainly in Europe.

The increase in foreign revenues is due to higher royalty revenues, increased group
sales and higher turnover of the Sport Style brand. German revenues of adidas
products were affected by strong sales during the world football championship.

16. Other operating income

Other operating income mainly consists of foreign currency gains and income from
recharging costs to related companies. The increase of € 230,701,000 is primarily
due to foreign currency gains of € 202,821,000.

Other operating income includes prior year income of € 23,947,000, compared with
€ 32,916,000 in the previous year. This mainly consists of income from the release of
provisions and accruals of € 12,119,000 (2005: € 14,595,000] and income from the
release of allowances for bad debts on receivables from related companies of
€ 3,438,000 (2005: € 6,940,000).
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17. Cost of materials
in €000 2006 2005

Raw materials and
bought-in products 420,929 364,720

18. Personnel expense

in €000 2006 2005

Wages and salaries 168,168 155,801

Social security contributions,

pension and welfare benefit costs 45172 31,299
[of which for pensions) (20.951) {8.756)

213,340 187,100

The increase in wages and salaries is due to salary increases and higher numbers of
personnel. The increase in pension expense results mainly from a one-time payment
in connection with setting up a pension fund, amounting to € 6,952,000.

19. Depreciation and amortization of tangible and intangibte assets

€ 14,920,000 (2005: € 12,899,000) of the amortization of intangible assets relates to
computer software and licenses and minor-value assets. Depreciation of property,
plant and equipment of € 21,147,000 (2005: € 15,196,000] is primarily for buitdings of
€ 6,400,000 {2005: € 4,331,000) and depreciation of computer hardware of €
3,911,000 (2005: € 5,309,000). Impairment losses of € 1,676,000 were made on shop
fixtures and fittings.
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20, Other operating expenses

Other operating expenses comprise for the most part foreign exchange losses,
advertising and promotion expenses, legal and consulting fees, services, business
travel, rental and lease charges, postal and telephone expenses, freight outwards
and additions to accruals. The increase of € 257,164,000 in these expenses can be
attributed primarily to a rise of € 222,205,000 in foreign currency losses [see also the
offsetting effect in other operating income), € 25,744,000 higher advertising and
promotion expenses and of € 12,008,000 higher costs charged by subsidiaries. Legal
and advisory fees included in other operating expenses decreased by € 8,711,000.

Other operating expenses include audit fees of € 415,000. in 2006, the external
auditors charged € 295,000 for tax advice and € 327,000, for other confirmation
services.

21. Income from investments

Income from adidas AG’'s investments amounting to € 91,370,000 (2005:
€ 55,052,000) is mainly attributable to dividend payments from subsidiaries in Korea,
Switzerland, Austria and Poland.

22, Income received under a profit transfer agreement

There is a profit and loss transfer agreement with adidas Versicherungs-
Vermittlungs GmbH, Herzogenaurach.

23. Write-downs of financial assets

The write-downs of financial assets relate to foreign currency losses on loans to
subsidiaries in South Africa and Brazil.
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24. Interest income/expense

in €000 2006 2005

Interest receivable and similar

income 138,733 83,510
of which from related
companies (119.804) (58.167]
of which income from
securities in current assets (1.782) (11.557)
Interest payable and simitar expense -173,775 -99,146
of which to related
companies (-39.189) (-40.535)
-35,042 -15,636

The deterioration in net interest expense compared with the previous year results
mainly from a greater financing requirement following the Reebok acquisition.

25. Extraordinary result

Extraordinary result represented a loss arising from the sate of the Salomon brand in
2005. The purchase price was finally agreed during 2006.
26. Taxes on income

As in the previous year, taxable income in 2006 was considerably affected by the high

proportion of tax-free dividends, as well as by prior-year tax repayment of
€ 26,851,000.
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27. Other information

Salar- Wage Salar- Wage
No. of employees [average for year] 2006 ied earner 2005 ied earner
Region Europe 139 139 0 126 126 0
Headquarters
Corporate services 618 552 66 595 513 82
Marketing 459 459 0 434 434 0
Operations 403 386 17 388 369 19
Central area 512 511 1 499 498 1
Uffenheim 188 41 147 210 41 169
Scheinfeld 179 50 129 214 57 157
2,498 2,466
(At December 31) 2,574 2,540

28. Remuneration of the supervisory board and of the executive board

Remuneration of the supervisory board and of the executive board of adidas AG

Executive board
Total remuneration of members of the executive board amounted to € 9,414,000 in
2006.

Pension provisions for pension obligations of former members of the executive board
totaled € 29,691,000 at December 31, 2006.

Former members of the executive board received pension payments of € 1,906,000 in
2006.

Members of the executive board received no loans from the Company in 2006.
Supervisory board

The fixed annual remuneration payable to members of the supervisory board in
accordance with the by-laws totaled € 294,000. Furthermore, advisory fees of €
498,000 were paid to two members of the supervisory board, so that total

remuneration of the supervisory board in 2006 was € 792,000.

No loans were granted to members of the supervisory board in 2006.
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Recommendation on appropriation of retained earnings of adidas AG

Subject to the agreement of the shareholders” annual general meeting, the executive
board of adidas AG recommends the distribution of a dividend of € 0.42 per share for
2006.

Hence, it is recommended that adidas AG’s retained earnings at December 31, 2006
be appropriated as follows:

in €000

Retained earnings at December 31, 2006 85,639

Distribution of a dividend of € 0.42 per

no-par-value share on the nominal capital of

€ 203,536,860.00 fully entitled to dividends

for 2006 (203,536,860 no-par-value shares] 85,485

Amount carried forward 154

Declaration on the Corporate Governance Code

On February 16, 2007, the Executive Board and Supervisory Board of adidas AG
issued the updated declaration of conformity in accordance with § 1461 of the Stock
Corporation Act [AktG). The text of the Declaration of Compliance is available on the
company's corporate website.

Disclosures per § 285 para. 10 HGB

The disclosures required by § 285 para. 1 No. 10 HGB are included in attachment 2 to
the notes.

Herzogenaurach, February 16, 2007 The executive board of adidas AG
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adidas AG (until May 29, 2006: adidas-Salomon AG)

euros in thousands

Intangible assets

Trademarks and similar rights
and licences to such rights

Geleistete Anzahlungen u. Anl. i. Bau

Tangible assets

Land, land rights and buildings,
inctuding buildings

Technical equipment and machinery

Other equipment,
fixtures and fittings

On-account payments and
construction in progress

Financial assets

Investments in
related companies

Loans to
related companies

Fixed assets

Acquisition and production costs

Balance on Balance on
01/01/2006 Additions Reclassifications Disposals 31/12/2006
76,698 13,366 1,596 0 91,660
2,146 3,036 -1,596 0 3,586
78,844 16,402 0 0 95,246
80,642 15,483 15,135 198 111,062
20,241 579 5 209 20,616
89,119 19,240 694 292 108,761
15,834 1,324 -15,834 0 1,324
205,836 36,626 0 699 241,763
2,066,324 830,31 0 12,288 2,884,417
26,338 0] 5,397 20,941
2,092,662 830,391 0 17,695 2,905,358
2,377,342 883,419 0 18,3894 3,242,367




Accumulated

depreciation Book values
Net Net Write-up Depreciation
Balance on book value book value for the for the
31/112/2006 3111212006 31.12.2005 year year

69,134 22,526 22,484 0 14,920
0 3,586 2,146 0 0
69,134 26,112 24,630 Q 14,920
36,011 75,051 50,833 0 6,400
10,346 10,270 10,990 0 1,284
84,077 24 684 18,252 0 13,453
| 0 1,324 15,834 0 0
130,434 111,329 95,909 0 21,147
35,720 2,848 697 2,019,613 5,500 0
7,561 13,380 20,085 0 1,308
43,281 2,862,077 2,039,698 5,500 1,308
242,849 2,999,518 2,160,237 5,500 37,375
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Supervisory Board

Henri Fitho, Paris, France
Management Consultant
(Chairman)

Membership in control bodies pursuant to § 285 para. 10 HGB:

- Deputy Chairman of the Supervisory Board, Groupe Venddme Rome S.A.,
Paris, France*

Dr. Hans Friderichs, Mainz, Germany
Management Consultant
(Deputy Chairman)

Membership in control bodies pursuant to § 285 para. 10 HGB:

- Chairman of the Supervisory Board, allit AG Kunststofftechnik, Bad
Kreuznach, Germany

- Chairman of the Supervisory Board, Goldman Sachs Investment Management
GmbH, Frankfurt am Main, Germany [until October 15, 2006)

- Chairman of the Supervisory Board, Leica Camera AG, Solms, Germany [until
July 6, 2006)

- Chairman of the Supervisory Board, Racke Weinkeller GmbH & Cie. KGaA,
Mainz, Germany

- Chairman of the Supervisory Board, Racke-Dujardin GmbH & Co. KG, Bingen,
Germany [until December 19, 2006)*

- Member of the Advisory Board, BRASILINVEST Group, Sao Paule, Brazil*

Fritz Kammerer**, Fiirth/Bavaria, Germany
Chairman of the Central Works Council, adidas AG
[Deputy Chairman)
Membership in control bodies pursuant to § 285 para. 10 HGB:

- none

* = Not relevant for determining the maximum number of Supervisory Board mandates pursuant to § 100 para. 2
sentence | no. I AktG {German Stock Corporation Act)
**= Employee representative
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Sabine Bauer**, Erlangen, Germany
Team Leader Quality Service Systems, Global Operations, adidas AG

Membership in control bodies pursuant to § 285 para. 10 HGB:

- none

Dr. jur. Manfred Gentz, Beriin, Germany
Chairman of the Administrative Board, Zurich Financial Services S.A., Zurich,
Switzerland

Membership in control bodies pursuant to § 285 para. 10 HGB:

- Member of the Supervisory Board, Deutsche Bdrse AG, Frankfurt am Main,
Germany

- Member of the Supervisory Board, DWS Investment GmbH, Frankfurt am
Main, Germany

- Chairman of the Supervisory Board, Eurchypo AG, Eschborn, Germany [untit
March 31, 2006)

- Chairman of the Administrative Board, Zurich Financial Services 5.A., Zurich,
Switzerland™*

Igor Landau, Paris, France
Former Chief Executive Officer of Aventis S.A.

Membership in control bodies pursuant to § 285 para. 10 HGB:

- Member of the Supervisory Board, Allianz AG, Munich, Germany

- Member of the Supervisory Board, Dresdner Bank AG, Frankfurt am Main,
Germany (until December &, 2006)

- Member of the Board of Directors, Sanofi-Aventis S.A., Paris, France*

- Member of the Board of Directors, Essitor International S.A., Charenton-le-
Pont, France (until May 12, 2006]*

- Member of the Board of Directors, HSBC France $.A., Paris, France*

Roland Nosko**, Wolnzach, Germany

Trade Union Official, IG BCE Trade Union, Headquarter Nuremberg, Germany
Membership in control bodies pursuant to § 285 para. 10 HGB:
- Member of the Supervisory Board, BP Gelsenkirchen GmbH, Gelsenkirchen,

Germany
- Member of the Supervisory Board, CeramTec AG, Plochingen, Germany

* = Not relevant for determining the maximum number of Supervisory Board mandates pursuant to § 100 para. 2
sentence 1 no. 1 AkLG (German Stock Corporation Act}
**= Employee representative
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Hans Ruprecht**, Herzogenaurach, Germany
Sales Director Customer Service, Area Central, adidas AG

Membership in control bodies pursuant to § 285 para. 10 HGB:

- ngne

Willi Schwerdtle, Hofheim am Taunus, Germany
General Manager, Procter & Gamble Holding GmbH, Schwalbach am Taunus,
Germany
Membership in control bodies pursuant to § 285 para. 10 HGB:
- none
Heidi Thaler-Veh**, Uffenheim, Germany
Member of the Central Works Council, adidas AG
Membership in control bedies pursuant to § 285 para. 10 HGB:
- none
Christian Tourres, Lungern, Switzerland
Former Member of the Executive Board of adidas AG
Membership in control bodies pursuant to § 285 para. 10 HGB:
- Member of the Board of Directors, Beleta Worldwide Ltd., Guernsey, Channel
Islands [as of September 18, 2006)*

- Member of the Board of Directors, Digital Picture Station Limited, Hong Kong,
China las of October 2006}*

Klaus Weifi**, Bergkamen, Germany
Trade Union Official, IG BCE Trade Union, Headquarter Hanover, Germany
Membership in control bodies pursuant to § 285 para. 10 HGB:

- Member of the Supervisory Board, Wohnungsbaugesellschaft mbH Glick Auf
Brambauer, Linen, Germany*

* = Not relevant for determining the maximum number of Supervisory Board mandates pursuant to § 100 para. 2
sentence 1 no. 1 AktG (German Stock Corporation Act)
**= Employee representative
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Executive Board

Herbert Hainer, Herzogenaurach, Germany
Chairman, Chief Executive Officer

Membership in control bodies pursuant to § 285 para. 10 HGB:

- Deputy Chairman of the Supervisory Board, FC Bayern Miinchen AG,
Munich,
Germany

- Member of the Supervisory Board, Allianz Deutschland AG, Munich,
Germany las of October 20, 2004)

- Member of the Supervisory Board, Engelhorn KGaA, Mannheim, Germany

Glenn Bennett, Portland/Oregon, USA

Membership in control bodies pursuant to § 285 para. 10 HGB:

- none

Robin Stalker, Oberreichenbach, Germany
Membership in control bodies pursuant to § 285 para. 10 HGB:

- none

Erich Stamminger, Nuremberg, Germany
Membership in control bodies pursuant to § 285 para. 10 HGB:

- none
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Shareholdings of adidas AG {until 29th May 2006: adidas-Salomon AG), Herzogenaurach
as of December 31st , 2006

Company and Domiclie Currency equlty Share in capital Profit/ Loss
{currency units held by " in%  {currency units
in thousands) in thousands)
1 GEV Grundsticksgesellschafl Herzogenaurach
mbH & Co. KG
Herzegenaurach (Gemany) EUR 4681 direttly 90 521
2 GEV Grundstucks-Beteiligungs-
geselischaft Herzegenaurach mbH
Herzegenaurach (Gemnany} EUR 49 directly 100 12
3 adidas Versicherungs-
Vermittiungs GmbH
Herzogenaurach (Gemany} EUR 26 diractly 100 .
4 adidas Beteiligungsgesellschafi mbH
Herzogenaurach (Germmany} EUR 442 046 directly 100 58,830
5 tmmobilieninvesi und Betriebsgeseiischaft
Herzo-Base Verwaltungs GmbH
Herzogenaurach (Germany} EUR 32 direclly 100 7
6 Immobxhaninvest und Betriebsgesellschaft
Herzo-Base GmbH & Co KG
Herzogenaurach (Gemmany} EUR 3,190 directly 100 {810}
Europe finc), Atrica and Middle East)
7 adidas spori gmbh
Cham (Switzerland) CHF 25778 directly 100 16,979
& Sarragan AG
Cham (Switzerand} CHF 4,847 directty 100 3.090
9 adidas Austria GmbH directly 95 89
Klagenfurt {Austria) EUR 15,441 7 4.1 10,018
10 adidas Holding 5 A. directly 855
Metz-Tessy (France} EUR 159,830 12 14.5 35,706
11 adidas France S.ar.l,
Landersheim (France} EUR 174 569 10 150 31,392
12 adidas Intemational B.V. directly 9.7
Amsterdam {Netherlands) 4011817 1" 25 446,271
EUR 19 58
13 adidas Inernatianal Trading B.V.
Amsterdam {Nethariands) EUR 632,245 12 100 56,873
14 adidas Logisuc Services BV,
Moerdijk {Netherlands) EUR (5.014) 12 100 462
15 adidas International Marketing B.V.
Amsterdam {Nethertands) EUR 124,122 12 100 (53.319}
16 adidas international Finance B.V.
Amsierdam {Netherlands) EUR 3,367 12 100 668
17 adidas Benalux B.V.
Amsterdam {Netherlands) EUR 7,558 direcily 100 6,238
18 adidas Belgium N.V.
Brusssls (Beigium) EUR 11,286 17 100 723
19 adidas (UK} Ltd. 1)
Stockport (Great Britain) GBP 93,082 diractly 100 22,597
20 adidas (ILKLEY)Ld. 1)7)
Stockport (Great Britain) GaP - 19 100 -
21 Larasport (LK} Ltd. 1) 7)
Stockport (Great Britain) GBP - 19 100 -
22 Samragan (UK. Ld. 1}7)
Stockpernt (Great Britain} GBP - 19 100 -
23 adidas Trefoil Treding (U.K.)Ltd. 1)7)
Stockport (Great Britain} GBP - 22 100 -




Company and Domiclle

24 Three Stripes Ltd. 1) 7)
Stackport (Great Bntain)

25 Taylor Made Golf Ltd.
Basingstoke {Great Britain)

26 adidas (Ireland) Ltd.
Dublin {Ireland}

27 adidas Intemational Re Ltd.
Dubtin {lreland}

28 adidas Espana S A.
Zaragoza {Spain)

20 adidas Itaty S p A
Maonza (ltaly)

30 adidas Portugal §.A
Lisbon {Portugal)

31 adidas Norge AS
Gjovik {Norway)

32 adidas Sverige AB
Stockholm (Sweden)

33 adidas Suami Oy
Helsinki (Finland)

34 adidas Danmark AS
Them (Denmark)

35 adidas CRsro
Prague (Czech Repubic)

36 adidas Sudapast Kft.
Budapest (Hungary)

37 adidas Butgaria EAD
Sofia (Bulgaria)

38 adidas Lid.
Moscow (Russia)

39 adidas Potand Sp. z ¢. 0.
Warsaw (Poland)

40 adidas Romania S R.L.
Bukarest (Rumanien)

41 adidas Baitics SIA
Riga {Latvia)

42 sdidas Slovakia 5.r.0.
Bratislava (Slovak Republic)

43 adidas Trgovina d.o.¢ .
Ljubljana (Slovenia}

44 adigas Ukraine
Kiew (Ukraine)

45 adidas Hellas A.E.
Thessaloniki (Greece)

48 adidas Spor Matzemelen Satis ve Pazarama A S.

Istanbul (Turkey)

47 a-RET Tekstil ve Desi Dranderi Tic. A S.
Istanbul (Turkey)

48 adidas Emerging Market L.L.C.
Dubai {United Arab Emirates)

4% adidas Egypt Ltd. 7)
Cairo (Egypt}

Currency

GBP

GBP

EUR

EUR

EUR

EUR

EUR

NOK

SEK

EUR

OKK

CZK

HUF

BGN

uso

PLN

RON

EUR

SKK

SIT

usD

EUR

TRY

TRY

usp

usp

equity
{currency units
in thousands)

(1,829)

11,730

5,246

74,863

107,101

2,500

48,690

55,148

1,896

5,369

263,017

1,282,200

5,438

105,138

50,813

12,377

(54)

303,849

227,730

24,234

22,945

73,045

59,773

(1.832)

Share In capital
held by ¥

15
2G

12

direcily

12

directly

directly

12

12

directly

directly

directly

directly

12
directly
directly
directly
directly

12

13

11

indirectly

directly

in%

g8

100

100

100

100

a5

100

100

100

100

100

100

100

49

51

100

Profit f Loss

{currency units
In thousands)

{3.771)

455

{124)

12,207

14,855

{288)

25,964

{223)

3,550

31,975

640,041

3,304

33,858

18,642

8,739

1,701

119,760

129,280

11,581

6,616

27,887

2,612

18,737

9




Company and Domiclle

50 adidas Israel Lid.
Tel Aviv {Israel)

51 adidas (South Afnca) (Pty) Ltd.
Cape Town {South Africa)

52 adidas (Cyprus} Limited
Nicosia (Cyprus)

53 Rockport (Europa} B V.
Rotterdam {Netherands)

54 Reebok Finance Limited 7) 13)
Lancaster (UK)

55 Reabok intemnational Limited 13)
Lancaster (UK)

56 Reebok Spain SA
Alicante {Spain)

57 American Sports & Leisure (cz) s.r.o
Prague {Czech Republic}

58 Reebok (Poland) SA
Warsaw {Poland)

59 RBK Holdings Limited 13}
Lancaster (Great Britain)

60 Reebok Intemational Finance BV
Rotterdam {Netherands)

61 Reebok Sports Limited
Lancaster (Great Brtain)

62 JW. Foster & Sons Athletic Shoes Ltd. 7} 13)
London (Great Britain)

63 Rockport Company Limited 7) 13)
Lancaster (Great Britain)

64 Reebok Eastem Trading Limited 7)
Lancaster (Great Bntain)

65 Reebak Pension Management Limited 13)
Lancaster (Great Brtain}

66 Reebok Scandinavia AB
Stockhoim (Sweden)

&7 Reebak Europe Holdings
Lancaster (Great Bntain)

68 Reebok Austria GmbH
Salzburg (Austria}

69 ASL Amencan Sports and Leisure Vertriebs GmbH
Salzburg {Austria}

70 Reebok italia Sn
Monza (ltaly}

71 Reebok Europa B.V.
Rotterdam {Nethenands}

72 Reebok Nedertand {Retail) B.V.
Rotterdam (Netherdands)

73 Reebak ireland Ltd.
Dublin {Ireland)

74 Reebaok France S A.
Buc (France}

75 Reebaok France Retail SARL
Buc (France)

Currency

ILS

CYP

uso

usoc

uso

EUR

CZK

PLN

GerP

uso

uso

GepP

GBP

usb

GBP

SEK

GBP

EUR

EUR

EUR

EUR

EUR

EUR

EUR

EUR

equity
{currency units
in thousands)
(2,790}
95,824

1,422

4644

101,268

24,262

7,452

76,408

1,230

45,454

3112

8,781

181

12,241

55322

(1.215)

7,572

8,920

Share in capltal
held by ¥

directly

diractly

directly

97

118

55

55

81
67

67

IAl

67

&7

74

In %
100
100
100
100

100

75

100

a9
"

100

24
978

Profit{ Loss
{currency units

In thousands)
4,392
28,902

67

463

19,760

12,524

198

24,000

62

43744

(5,145)

145

183

8,681

1.643

(196)

2,794

(847}




Currency equity Share in capital Profit! Loss
(currency units held by " In% (cusrency units

Company and Domicile

76 Reebok Belgium SA

in thousands)

in thousands)

Brussels (Belgium} EUR 24,655 &7 100 624
77 Reebok Dautschiand GmbH

Herzogenaurach {Gemany) EUR 18,298 67 75 585

58 25

78 ASL Amencan Spors & Leisure Vertnebs GmbH

Herzogenaurach {Germany) EUR 1,398 77 100 211
79 Reebok Portugal SA

Povoa de Santo Adriao (Portugal) EUR 21,839 67 100 3,076
80 Spont Maska GmbH

Heimstetten/Kirchheim (Gemany) EUR 1,783 102 100 707
81 Nordic Hockey Company AB 11)

Malung (Sweden} SEK - 102 100 -
21 Reebok Jofa AB

Malung (Sweden} SEK 140,294 81 100 4,844
83 Reebok Jola AS

Fredrikstad (Norway} NOK 1,981 B 100 1,400
84 Reebok Finland OY

Forssa (Fintand} EUR 15.851 81 100 4,056
B85 Reebok Distibubon B.V.

Rotterdam {Netherands) EUR 4,406 148 100 453

Nerth America
86 adigas North America Inc.

Portland, Cregon (USA) uso 2,991 875 12 100 (1,838}
87 adicas America inc.

Portland, Cregon (USA)} usp 42,491 85 100 6,085
88 adicas Promotional Retail Qperations Inc.

Portland, Oregon [USA) uso 20,039 86 100 {832}
BS aditas Sales Inc.

Portland, Oregon {USA) uso 79,903 85 100 4,146
90 adidas Village Corporation

Portland, Oregon (LISA) Uso 14,487 86 100 {522)
91 adidas Interacbve Inc.

Partland, Oragon (USA) uso 10,633 86 100 2910
92 adidas Internatianal, Inc.

Portland, Oregon (USA) uso 17,570 86 100 7,463
93 adidas Team Inc.

Portland, Oragon (USA) Uso {155} 86 100 {98}
94 Taylor Made Golf Co. Inc.

Carisbad, Calfornia (USA} UsD 38,056 86 100 18,032
95 adidas Canada Lid.

Toronto (Canada) CAD 41,441 directly 100 12,621
96 Reebok intemational Lig, 2)

Canton, Massachusetts (USA) usD {818,615) 86 100 (120.424)
97 The Rockport Company, LLC

Delaware {USA) usD 227,491 96 100 14,263
98 RC Investments Lid.

Aurora {Canada} CAD 2112 96 100 40
29 Reebok Canada Inc

Montreal (Canacda) CAD 52,450 96 100 862

100 Reebok Worldwide Trading Co. LLC
Canten, Massachusetts (USA) usD 9,670 96 100 563
101 The Hockey Company Corp. 10}
Delaware (USA) uspD 154,698 96 100 1228



Company and Domicile Currency equity Share in capital Profit f Loss

{currency units held by * in%  (currency units
n thousands) in thousands)
102 Sports Holdings Corp. 11}

Delaware (USA) uso {18,233) 101 100 -
103 WAP Holdings Inc. 11)

Delaware (USA) usD - 102 100 -
104 Maska US Inc. 01 &4

Vermont (USA) usD 9,698 102 36 {109)
105 Sport Maska Inc.

Saint-John (Canada} CAD 15,494 1m 100 1858
106 SLM Trademark Acquisition Corp. 19) 7}

Delaware (USA) usc - 101 100 -
107 SLM Trademark Acquisition Canada Corporation 1 CAD - 08 100 -
108 CCM Holdings Inc. 10)

Montreal {Canada) CAD - 107 100 -
109 Consumer Infomarkating Inc 10) 7)

Delaware {USA) uso - 101 100 -
110 Smedley Industnes Inc. 10} 7}

Delaware {USA) uso - 101 100 -
111 Toy Factory Inc. 10)7)

New Jersey {USA) uso - 110 100 -
112 Reebok Awviation LLC 7})

Delaware (USA} uso 6 96 108 -
113 Reebok CHC Inc. 7) 2)

Massachusetts (USA) uso - 96 100 -
114 RFC Inc.

New York (USA) uso 18 k] 100
115 Reebok Intemational Securities Corp 7) 2}

Massachusetts {USA) uso - 96 100 -
116 Reebok Secunties Holding LLC 2)

Massachusetts (USA) uso - 96 100 -
117 Group Athlatica LLG ] a9

Delaware {USA) uso 3,364 6 1 {8.690)
118 Onfield Apparel Group, LLC 9) 96 a9

Delaware {USA)} uso 105,215 118 1 22.51%
119 Reebok Onfield LLC §)

Dalaware {USA)} uUso - 96 100
120 RBK Thaifand Inc. 2}

Canton {USA) THB - 8 100

AB!I
121 adigas Sourcing Ltd. 3)

Hong Kong {China) uso 264 675 13 100 127,093
122 adidas Hong Kong Ltd.

Hong Kong (China} HKD 242,202 directly 100 B4, 444
123 adigas (Suzhou) Co. Lid.

Suzhou (China) CNY 732,564 4 100 572,634
124 adidas (China) Ltd.

Shanghai (China) CNY 96,633 12 100 (14,041)
125 adidas Japan K.K.

Tokyo (Japan) JPY 19,221,807 4 100 5,569,283
126 Taylor Made Golf Co., Lid.

Tokyo (Japan) Py 5,548,550 12 100 1,767,258
127 adidas Korea Lid.

Seoul {Korea) KRW 48,007,000 directly 100 25.519.000



Company and Domicile Currency

128 adidas Korea Technical Services Ltd. 3}
Pusan (Korea} KRW

129 Taylor Mace Korea Ltd.
Seoul (Korea) KRW

130 adidas India Private Lid. 4)
New De!hi {ingia) INR

131 adidas India Marketing Private Ltd. 4]
New Delhi {(india) INR

132 P.T. adidas Indonesia
Jakarta (Indonesia} IDR

133 adigas (Mataysia} Sdn. Bnd.
Kuala Lumpur {Maiaysia) MYR

134 adidas Philippines Inc.
Manita (Philippines) PHP

135 adigas Singapore Pte. Ltd.
(Singapore) SGD

136 aditas Taiwan Limited
Taipei {Tawan) ™D

137 adidas Holding {Thailand) Co. Ltd.
Bangkak {Thailand) THB

138 adidas (Thailand) Co. Lid.
Bangkak {Thailand) THB

139 adigas Australia Pty. Lid.
Mulgrave {Austratia) AUD

140 adidas New Zealand Ltd.
Auckland (New Zealand) NZD

141 adidas Services Limited
Hong Keng (China) uso

142 Reebok Technical Services Private Limited
New Dehli {india) uso

143 Raebok Korea Lid.
Seoul {Korea) KRW

144 Reqbek Japan Ing.
Tokyo (Japan) JPY

145 RIL Shanghai Ltd.
Shangbai (China} CNY

146 Reebok India Company
New Dehli (India) INR

147 Smediey {H K) Lid. 10)7}
Hongkang (China) HKD

148 Resbok Trading (Far East) Ltd.
Hongkong {China) uso

143 RIL Secunties Lid.
Hong Kong {China) uso

150 Reabok (China} Services Limited
Hang Kong (China) usD

151 Zhuhai Reabok Sporting Products Design Consultancy Ltd.
Zhuhai (China) usD

152 RIL Taiwan Services Lid.
Hongkong (China) usD

153 Ril, Indonasia Sevices Limited
Hangkong (China} uso

154 Resbok Hong Kong Limited 12)
Hong Kong (China) HKD

equity

{currency units

in thousands}

27,206,606

{723,280}

(2,850,221}

23,5892

138,110

16,444

670,493

(17.783)

542,943

19.070

5,975

328

481

25,383,736

1,010,627

35,007

31,368

400

3,047

804

1,531

77t

Share in capital
held by "

21

drectly

12
diractly

12
130

12
directly

directly

12

directly

diractly

directly

directly
indirectty

directly
137
12

directly

12

55

58

55

110

148

148

150

148

148

55

in%

100

100

100

49
51

100

100

100

100

93.15

100

100

100

100

100

Profit/ Loss
(currency units

in thousands)

3,720,370

(72,159)

(6,948,971}

8,106

{64,586}

4585

128,856

(1.832)

103.200

2478

{115)

327

70

3,762,552

(219,333)

17,918

224,233

22,330

283

197

228

247

216




Company and Domicile Currency equity Share in capital Proflt f Loss

(currency units held by ® in% (currency units
In thousands) in thousands)

155 RBK Shanghar Company Ltd. 12)

Shangnai {China) CNY . 154 100 -
156 Baijing Reebok Sports Consuitancy Lid, 12)

Beijing (China) CNY - 173 90 -
157 Baijing Reebok Sporting Goods Center 12}

Beijing (China) CNY - 156 95 -
158 Rasbok {Mauntius) Company Limited 06 99

{Mauritius) uso 2,242 100 1 -

atl erica

159 adigas Argentina S.A. 12 95

Buenos Aires {Argentina) ARS 80,356 4 S 26,318
160 adidas do Brasil Ltda.

Sa¢ Paulo (Brazil) BRL 163,250 4 100 66,072
161 ASPA da Brasil Ltda. 3)

Sao Paulo (Brazil) BRL - 121 100 -
162 adidas Chile Lita. directly 89

Santiago de Chile {Chile) CLP 17,286,254 3 1 5,430,764
163 adidas Colombia Liga.

Cali {Colembia) CQoP 24,393,038 directly 100 4,978,950
164 adidas de Mexico S.A. de C.V. 5)

Mexico City (Mexico) MXN 123,740 directly 190 43,813
165 adidas Industnal S.A. de CV. 5)

Mexico City (Mexico) MXN - directly 100 -
166 adidas Latin America S A.

Panama City (Panama) usD 855 directly 100 (2}
467 3 Stripes S A, (adidas Uruguay) 7)

Montevidea {Uruguay) uyu {1,865) directly 100 -
168 adidas Cofporation de Venezuela, S.A 7)

Caracas {Venezueia) VEB (17,344) directly 100 (1,800)
189 Rockport do Brasit Lida

Bairro Centro (Brazil) use 862 87 100 29
170 Reebok de Mexico S5A de CV §)

Neucalpan de Juarez (Mexico} MXN 197,871 96 10¢ 33215
171 Amserv SA de Cv 6}

(MexicD) MXN - 172 100 -
172 Vettor Servicios SA de CV 6}

(MexicD) MXN - 172 100 -
173 RBK {China) Holdings Ltd. 12}

Read Town { Tonoa {Bntish Virgin istands) uso - 154 100 -

1} Sub-group Reebok Intemnational Limited

2} Sub-group Reebok Intemational Ltd.

3} Sub-group adidas Sourcing

4} Sub-group India

5) Sub-group Mexico, adidas

6) Subgrgup Mexico, Reebok

7) Companies with no active business.

8) The number refers to the number of the company.

9) Sub-group Onheld
10} Sub-group The Hockey Company Corporation
11} Sub-group Sports Holaing Corporation
12} Five companies have nol been included in the consolidated financial statemnents of adidas AG
13} Sub-group Reebok Intemational Limited




Financial Statements for the Year Ended
December 31, 2006 and Management Report

adidas AG
{until May 29, 2006: adidas-Salomon AG)
Herzogenaurach
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Auditors’ Report

We have audited the annual financial statements --including balance sheet, income statement
and notes--, together with the bookkeeping system, and the management report of adidas AG
(until May 29, 2006: adidas-Salomon AG), Herzogenaurach, for the business year from January
1 to December 31, 2006. The maintenance of the books and records and the preparation of the
annual financial statements and management report in accordance with German commercial law
are the responsibility of the Company's management. Qur responsibility is to express an
opinion on the annual financial statements, together with the bookkeeping system, and the
management report based on our audit,

We conducted our audit of the annual financial statements in accordance with § 317 HGB
(*German Commercial Code”) and the German generally accepted standards for the audit of
financial statements promulgated by the Institut der Wirtschafispriifer (IDW). Those standards
require that we plan and perform the audit such that misstatements materially affecting the
presentation of the net assets, financial position and results of operations in the annual financial
statements in accordance with German principles of proper accounting and in the management
report are detected with reasonable assurance. Knowledge of the business activities and the
econommic and legal environment of the Company and evaluations of possible misstatements are
taken into account in the determination of audit procedures. The effectiveness of the internal
control system relating to the accounting system and the evidence supporting the disclosures in
the books and records, the annual financial statements and the management report are examined
primarily on a test basis within the framework of the audit. The audit includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall presentation of the annual financial statements and management report. We believe
that our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

6232-1193459 1



i =l

In our opinion, based on information obtained during the course of our audit, the management
report complies with statutory regulations and, in compliance with generally accepted standards
of bookkeeping in Germany, presents fairly the assets and liabilities, financial position and
results of operations of adidas AG. The contents of the management report are consistent with
the financial statements, give a reasonable description of the position of the Company and
suitably describe the opportunities and risks for its future development,

Frankfurt am Main, February 16, 2007

KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

[German version signed by:]

Dr. Erle Gebele
Wirtschaftspriifer Wirtschafispriifer
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