Retailing The Sports Authority Case

The SportsAuthority: From Turnaround to Focused lﬂ
Martin “Marty” Hanaka, Chairman and CEO of The Sports ity "
just finished delivering his fiscal third quarter 2002 pr 3 % 0 a
conference call.> While TSA reported a net loss in the nally sortthis® quarter with a
0.4% comparable store sales increase, year to date perf@rmance showed a 20-cent per

share profit in 2002, vs. a 10-cent per share loss in 2001 9K anakaWwas pleased with the
e a long way since he

999. till, Hanaka knew that
had experienced higher than
Hanaka knew he would have to
address the issue at the upcoming, T : Conference, an annual meeting of all

of TSA’s executive managers, st& rsyand key vendors. “What else should we

focus on thisyear?’ he wonder
During the investor nferénce call, Hanaka mentioned how TSA had
successfully reduced its@1 an expected 40% of capitalization by the end of the

the two-year period of net losses starting in fi
there was till much work to be done. For

year from a high of 69 ecent extension of the company’s borrowing facility in
tight credit markel bank confidence that TSA’s turnaround plan was on
track.  Furtherr improved working capital from reducing inventory levels
throughout d lower interest expenses meant that TSA had more funds to
finance th e remodels. However, the fact that TSA’s stock price was stuck

are~in the lower half of the company’s 52 week range—meant that TSA
t Its ability to perform. Meanwhile, Hanaka was busy trying to think of
eep Up the morale of his employees at the upcoming Leadership Conference in

mpetitionfrom other sporting goods retailers and discounters remained

This case was researched and written in January 2003 by Alvaro Lopez, Keith Katz, and
Eric Chen, MBA ' 03, under the supervision of Professor Alan Kane as the basis for class
discussion rather than to illustrate either effective or ineffective handling of a strategic
situation.

! The company has afiscal year ending February 2", The third quarter ended November 2", 2002.
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Retailing The Sports Authority Case

intense, and he knew that consolidation in the sector was bound to happen. He also knew
that TSA needed to improve its performance in order to maintain its leadership position
in the industry.

The Company

The Sports Authority, Inc. is a Ft. Lauderdale, FL based company that opened its
firsg store in 1987. TSA is the Iargest full-line sporting goods retailer in thedJ.S.
operating 204 siores in 33 states For the fisca year 2001 TSA revenues ere

in the Northeast, Where TSA operat% 69 stores. In percentage term
distribution is as follows. Northeast (34.7%), Southeast (36.2%), M
Southwest (6.5%), Northwest (2%), and West (6%) (Exhibit 6). r P2
large-format stores that are generally at least 40,000 ~ major
metropolitan areas and in suburbs of these areas. Each T, ers ughly 40,000
SKU’s across 27 major departments. Approximately 27% of T safes are generated
from footwear, 22% from apparel, and 51% from “har such as golf clubs,
camping gear, and bicycles (Exhibit 7). Additionally, an ompany-owned joint
venture with AEON Co, Ltd. operates 38 TSA stores in Japan. TSA aso has a website
(www.thesportsauthority.com) that is operated al Sports Interactive, Inc. (GSl)
under a license and e-commerce agreement. he pany’s goa is to serve its

r name and private label sporting
pmer-friendly environment. Its target
djability, affordability, and variety. The
company’s mission statement is Through a commitment to a world class

service culture, we equip ever s to play with the right tools, information,
and inspiration. We do thisfanytime, anywhere, and anyway we choose in order to
generate optimal profitsf olders.

By 1990, TSA grown to nine stores, at which point it was acquired by
discount retailer er Kmart's aegis, TSA pursued an aggressive growth

994, TSA’s annua sales had grown to $606.9 million with 80
store locati ovember 1994, TSA floated its stock through an initial public
offering, t ‘Subsequently spun off its remaining stake in TSA through a
secon ffesingin 1995. TSA’s management continued to push for rapid expansion as
[ endent company. By the end of the fiscal year 1998, TSA operated 226 stores
billion in sales. However, it suffered a net loss of $62.8 million ($2.01 per
sh a comp stores sales decline of 3.7%. In September 1998, TSA hired Marty
Han who had never overseen a turnaround—as CEO.

strategy and, by

TSA’sProduct Offering

TSA’s merchandising strategy is focused on brand name products and an
assortment of private label offerings. TSA purchases its merchandise from 650 vendors,

2 As of November 2002
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and its product mix includes the following top national brands. Nike, Adidas, New
Balance, Reebok, Champion, Columbia, and Russell. Recent additions include Skechers,
Birkenstock, Merrell, Diamondback, GT, Oxygen, Greg Norman, Bag Boy, Pro Select,
Salomon, Rossignol, and Everlast. TSA relies heavily upon its private label brands,
including Head (a well-known brand that is sold exclusively at TSA), Ocean Ridge,
Parkside, Northpoint, Golf Day, Estero, ProV2, Masse, Woodbridge, and TSA.

TSA is particularly strong in several hardline product categories including fi
water sports (water ski's, wave boards, etc.), tennis, and bicycles. Gross marginsWary
dramatically in hardlines, ranging from 60% for fitness equipment to 20-25% i
gear.> The company has an 8% market share in rackets and tennis accessg
the dominant player in this category. In bicycles, the company has seen &
from its largest vendors and acquired the distribution rights for the bestsselli
of GT Bikes and Diamondback bicycles. .

Golf equipment is the other hardline expansion’opporturity Tor the company.
TSA is enhancing its golf department by leveraging its Gelf Day c@ncept and expanding
dedicated floor space from 1,200 to 2,000 square feet. y acquired the Golf
Day trademark from a former specialty retailer known for its premium golf products.
Today, golf equipment represents approximately 3% SA’s sdes.

Competition and Marketplace

*

According to the Nation
sporting goods, athletic footwear,
fiscal year 2000. Annual gro t
industry is tremendously fragmiented, wi
just 3.3% of the sector’ s4e
Sporting Goods ($1.07
L ocker-Champs ($800

ti ds Association, total retail sales of
were approximately $75 billion for the
ory is about 2% to 3%. The sporting goods
the top two players in the space accounting for
xhibit 8). TSA is followed in sales by Dick’'s

es for FY 2001), Gart Sports ($936 million), Foot
d Eastbay (Exhibit 9). While men are still the primary
target for sportingfgoos fters, demographic trends show that women and children are
participating morele re in athletics and are therefore growing in importance to these

retailers( hibigg@@Tor a competitive profile).
regtaid#” sporting goods industry—characterized by vendor consolidation,

int co ition among retailers, and growing competition from new channels like
(o] d e-commerce—can be segmented as follows:

raditional sporting goods retailers:. These operators typically own stores
ranging from 5,000 to 20,000 square feet. They are often located in shopping malls or
strip centers and carry limited quantities of higher-priced SKU’s. Examples include
Champs, Hibbett Sporting Goods, and Modéll’s.

% Morgan K eegan equity research, April 25", 2002
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Soecialty sporting goods retailers: This category includes specialty shops from
1,000 to 10,000 sguare feet in size. They are often located in malls, strip centers, and pro
shops. Typicaly these retailers carry awide assortment of one primary product category
(e.g. golf equipment or athletic footwear). Examples include The Athlete's Foot, West
Marine, and Edwin Watts.

Large format sporting goods retailers: Large format stores like TSA’s generally
range in size from 30,000 to 70,000 square feet. They offer a broad selectign of

gear and clothing, compete with these sporting good retailers in
categories. Examples of large format stores include TSA, Academy
Gart Sports, Dick’s, and Oshman'’s.

Mass merchandisers. These stores (Wal-Mart, K
from 50,000 to 200,000 square feet, but typically devote
this space to sporting goods. Located in strip centers o
merchandisers do not offer the selection and service that ood retailers provide
and typically only compete at the low end of the price spectrum. Hanaka was concerned
about the impact of these retailers:

WEe've had a lot of new competitiong€ome Inte the market. As we look at
the world, it's not just big ex s % 00ds people. The dynamic in
gporting goods is that di play’an enormous role in certain
categories. If you look at 's growth, Target’s growth, or even
Kmart’'s growth up to i , you saw that they were adding 400-
500 discount stores p overlapping with TSA store locations.
They eat away at Qb tegories. In certain categories they have
unit market sha @ -50% range. So, as goods go through the
‘ become more commodity related versus new
d,“these discounters have taken a lot of share. And it's
ave a better brand selection or better assortment, but
arethere. People arein their stores shopping.
- Martin Hanaka

bec

Othegyretailers: A large variety of other retailers offer sporting goods—typically
etigjfootwear and apparel—as part of their product mix.
TSA Prior to Hanaka' s Arrival

During TSA’s period of rapid growth from 1995 to 1998, the company initialy
experienced accelerating comparable store sales growth. At the same time, TSA
experienced lower gross margins, higher occupancy costs, and higher levels of SG&A
costs. The primary reason for increased SG&A costs was pre-opening expenses for new
stores. (Pre-opening expenses consist principally of store payroll expenses for associate
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training and store preparation prior to a store opening, as well as advertising expenditures
for the new store).

Another problematic area was declining comparable store sales related to poor
sales performance in key product categories such as footwear and fitness. Stores al'so had
to address aged inventory through clearance sales, and improve in-stock positions as well
as merchandise mix. One contributor to TSA’s stock outs was the challenging transition
from direct store distribution to regional flow-thru centers. The company’s obj
was to generate substantial operating efficiencies and cost savings in the future. Ho
productivity and allocation problems arose in 1998 when a new regiona i
center (DC) began receiving merchandise from all vendors to distribute
These problems contributed to sales declines since locations did no
supplies of product available for customers.

In January 1998, when Marty Hanaka was hired the company
was paying for its lack of attention to the bottom line. recalled, “TSA
was focused on shotgun growth, not profitable growt n behind TSA’s

in 1998 included net
0 despite an increase in the

emphasis on growth was to please Wall Street analysts. Th
losses of $63.8 million and same-store growth decli
store base. Furthermore, TSA began to take rest ing charges and provisions related
to store closings. The company had financed it up to that point with a credit

facility, the issuance of convertible subordi and various operating leases. The
increased financial leverage further €xpo: o financial pressures due to declining

performance. Overal, the comp dress its declining growth and falling
operating and net income.

The company’s troubles reac low point when, in May 1998, TSA entered
into an agreement to m ator (formerly Woolworth, owner of the Foot
Locker and Champs Sp . However, the deal was shelved in September of the

same year due to bg p underperforming stock prices. Even TSA riva Gart
Sports made an offe ne with TSA in July 1998. However, the board of TSA
rejected the deal % ough it would have received 51% of the combined company—

citing high fiancib Inancial leverage and challenging integration issues.
Mart ak

ter graduating from Cornell University, Marty Hanaka joined Sears where he
h Sitions over a span of 20 years while working his way up to Vice President of
Operattons for Sears Brand Central, a prominent division representing all appliances,
electronics and home office merchandise After participating in 64 full day, offsite,
senior team meetings in eight months, he became disillusioned with the company
leadership, citing that it felt like a “deliberative body, not a business.” Hanaka left Sears
in 1992 to head the marketing division of Lechmere, Inc, a magjor northeastern electronics
and hardgoods discount retailer. Shortly thereafter he was appointed president and COO,
but in 1994 he left Lechmere to serve as president and COO of Staples, Inc. Later, he left
Staples and was appointed CEO of TSA in September 1998.
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Hanaka as CEO

The new CEO took immediate turnaround actions to put TSA back on a path
toward profitability. He had to develop a redlistic business plan to improve operations
and cash flow with a minimal budget. At the same time, he had to focus TSA on payi
down debt, improving store operations, merchandise assortments, information sy

strong general retail experience. These new managers had worked for <
renowned retailers in the United States, including Pier 1 Imports, Offiee, D€
Federated Department Stores, and Saks (See Exhibit 11 for a
chart).

new stores were opened in markets where no pri
to “backfill” markets in order to achieve ”i iC

res existed. Hanaka preferred
market penetration through multi-
ared distribution infrastructure and
nas a more efficient use of TSA resources
ce in existing markets.

store markets with economic levéage
marketing expenses. He felt that ghi

Also, in the first quarté
“everyday fair'—neither Highs |'Qw
away from damaging he g? ead competition with mass merchandisers. He believed
that TSA’sold strat A
to be changed. i
relieve some o
venturetor, his
by $70 mill

On™o curbing cash outflows, he had to raise cash in order to
ebt burden. He sold a large stake in TSA’s Japanese joint
and by the end of FY 01, the company had reduced its total debt

the company’ s weak cash position, Hanaka choose to implement TSA's e-
mexee initiative through a joint venture with GSI.  While the Internet sales platform
waS@important to Hanaka, he could not deploy an internal development strategy that
would%burn through cash. As a result, TSA retained a 19.9% equity stake in the joint
venture, which generated $3,178,000 in royalties in 2001.

Hanaka and his management team also began work on an improved store format
that would move TSA away from a warehouse look and feel. The new format featured
gpeciaty “stores within a store” including full-service footwear departments, improved
selections of fst-moving products, and the relocation of some departments for higher
visibility. The new layout created improved product adjacencies that substantially aided
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cross-merchandise selling within and across each sports category. For example, TSA
found that customers interested in the typically low-margin fishing category often cross-
shopped in the high margin golf category if the departments were nearby. Hanaka was a
huge proponent of the new stores and offered this opinion of the initiative:

Wereally believe it isa good use of our capital, and we don’'t have a choice.

We haveto doit. The storesjust aren’t competitive unless we change. We're
going to keep losing customers because they' re going to go elsewhereto fin
other, more attractive environments and options.

The new stores were also equipped with contemporary fixtures, k
and new power graphics (Exhibit 13). In addition to raising std
management expected that the new format would enhance customgimne

TSA brand The new store was also desrgned to prowde greater [ e prt to the
gs were installed on

visited by female customers. Finally, the more attracti

attain better product allocations of more fashionable d products such as

technical Nike footwear. As aresult of its remodeling efforts, management witnessed an

incremental 3-5% increase in sales in the first f ter a store had been remodeled
compared to asimilar set of older stores (See E it 14%er remodd projections).

Of course, the new store lookéhad I pmpanied by superior customer service

to truly distinguish TSA from the gthe dmpetitors. To achieve higher levels of
customer service, the company img d training and certification programs to make
sales associates more knowl le"ef,_the merchandise. Hanaka also refined hiring

practices in such away that TSA co ook for employees who were “customer centric
gports enthusiasts.” He alse the company incentive plan to reflect customer
service goals. Under th @' , 25% of al store managers bonuses were tied to a
newly developed “ 1& eptlon index.” TSA measured customer satisfaction
through the use omment cards, letters to store managers and corporate

o] onsibility for a merchandise category; responsibilities included overseeing
purchaging, alocation, marketing, logistics, and replenishment. The CBM’s had
responsibility for more than just the sales and margins on the merchardise they oversaw;
they had substantial control over the total selling and profitability of specific categories.
The CBM’s were compensated based on targets such as sales, margin, payroll, turnover,
and shrink. The CBM'’ s reported to one of two general merchandising managers, who in
turn reported to the president. New management added merchandise categories such as
“Camping” and “Wheels’ that were designed to attract both senior and younger shoppers.
It also expanded the assortment of team sports items, such as basketballs and baseball
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bats. In addition, Hanaka and his team worked tirelessly to establish deep relationships
across vertical categories with power brands like Adidas. Moreover, he worked to lower
pricing on much of TSA’s merchandise. Specifically, he expanded the company’s private
label offering, which represented a 30-35% saving over branded products. The improved
economics that private label products provided gave TSA the choice to either pass the
savings along to consumers or improve its overall margins.

Perhaps the most sweeping change that Hanaka implemented involved
relationship with its suppliers.  Under the new system, suppliers had to effectively

to an offsite location It specified what products, price points, and terms
stores. Anxious suppliers, who knew that their competitors were
their pencils, would then proceed to make their best offer. This pr

the competitive nature of the bidding process, it was r
supplier in any given category.

Finaly, TSA invested $40 million to up warehouse, merchandising, and
allocation systems. The new system allowed T oa e merchandise on a store-by-
ds, store-specific geographical and
'ment team also worked to improve
square foot distribution center, with
hat would service 105 stores (Exhibit 15).
thought, would ease the pressure on the
rgia, which would than be able to add reserve
ould enable TSA to better service all stores —
elivery) - that were a great distance from existing

seasonal factors, and floor space. ®The
efficiencies by opening a new
optional hauling patterns, in the
This new facility would be ¢
company’s primary flow thru
storage. Moreover, the
including DSD stores (
distribution centers.

and his team had returned TSA to profitability with nearly $1.5
million in net income. They successfully accomplished the
g TSA from restructuring to profitability.

of Hanaka's challenges was how to continue investing in the business as the
company had emerged from survival mode and needed to strengthen its growth prospects.
As pat of this effort, TSA indituted a disciplined capital program to ensure
improvements in existing stores and growth of TSA’s presence in its existing markets. In
order to qualify for consideration, any project was required to meet a 15% internal hurdle
rate. TSA’s priorities included continuing the successful store remodeling program,
backfilling existing, contiguous markets, and rolling out smaller stores in targeted areas.
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For TSA, the primary way to reach its expansion goals was to increase its
presence in existing markets. By increasing store concentration within a geographic
territory (backfilling), TSA could increase its utilization of existing resources such as
distribution centers and advertising expenditures. Backfilling was an efficient strategy
that would increase the density of TSA’s networks. Furthermore, by spreading out costs
over a larger, regiona base, the new stores could break even more quickly. However,
backfilling took time, and Hanaka knew that many on Wall Street would prefer to see
TSA expand into new markets rather than build up old ones.

An additional twist to backfilling existing markets was the posSHaibity$ of
establishing smaller store formats to serve smaller markets. Hanaka th
smaller stores could provide streamlined selections of TSA’s better-sel andi
and could help increase the TSA nationa footprint without the massive | ents in
large-format stores. However, some of TSA’s top managers were smaller
stores might damage the company’s reputation as a one- ting goods if
customers could not find items they expected to find i ions. Yet, the

appeal of new store formats was the ability to move
gze-fits-all approach TSA had used in the past.

ewhat myopic one-

There were also other ideas for growth
there could be opportunities to expand the storeswithin-astore concept to other vendors
such as General Nutrition Company (G @g nutritional supplements at TSA.

e being explored. For example,

Adding other stores and new proddet of ould expand TSA’s product mix and

make it more of a destination storg, f customers. Still, Hanaka was not sure if these
benefits justified the loss of sq& e that would be available to other TSA

merchandise.
Another opportuni @e broadening of assortments to include beachwear
and water sports equi busy beaches, Hanaka thought about giving his
marketing department tRefhew/ project idea for a Beach Authority. “Who knows,” he

thought, “maybe pand into other areas like school campuses — perhaps a
Campus Authori

Challeng p nities

M anaka sat back and wondered about the recent market competition. The
Kk all 'sporting goods retailers were under pressure. Wall Street was reacting
negati to the large amount of money available to the sporting goods retailing sector.
Two recent IPO’s had provided two of TSA’s rivals with expansion funds and a public
currency. In addition, TSA had canceled a $90 million secondary stock offering in the
summer of 2002 that would have provided valuable capital for expansion because of its
low stock price (Exhibit 16). Due to the cancellation of the public offering, TSA would
have to rely upon cash flows to finance growth and reinvestment.

Despite TSA’s position as the largest chain of sporting goods retailers, Marty
Hanaka worried about his aggressive competitors. TSA had to be judicious about its use
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of funds, but further investments in brand differentiation were going to be increasingly
important. Hanaka contended that he would need to put more emphasis on marketing in
order to make sure that customers would be increasingly drawn to TSA stores:

What we have is brand awareness because we have multiple locations, we
are in the newspaper all the time, and people shop us and spread word of
mouth. But we need to do a much better job of building our brand. We
are not selling sporting goods; we are selling access to fun. We want our
message to consumersto be“ Get out and play.” At the end of the day, the
guestion isif customers will shop you versus someone else. We think t

going to come down to in-store experience and service to generaté
mouth.

His concern was legitimized by TSA’s research, which j st consumers
viewed full-line sporting good retailers as virtually identi s would rarely
pass by other big-box retailersin favor of TSA. The bal
fending off competitors was certainly atenuous one.

s product offering in terms of
timal strategy to continue targeting
ove into higher end sporting goods for
more demanding sports enthusiasts? entory risk worth it, and could TSA
manage the old customer percepti A was only aplace for starter kits and fitness
equipment?

TSA’s outsourc effort had enabled the company to establish an
online presence and col ty payments from GSI. The benefit of this outsourcing
agreement with a min ownership stake was that it prevented the management
distraction of mai
Hanaka had begC
other sportj 00

stores. W i

Sbsites since GSI also provided its online technology to other
pg for him to worry about?

Fin even if TSA could be successful with its gradual growth strategy, Hanaka

ri out consolidation amongst his competitors. Could TSA grow faster and

m ints top position by trying to acquire some of its smaller competitors? After the

experiences of the past severa years, he knew that his staff was seasoned enough to deal

with managing change; that would be vital to any acquisition integration. However, TSA

stock as a currency was not yet at the level where acquisitions with stock were attractive.

Meanwhile, TSA did not yet have the financia flexibility to pay for companies in cash.

Hanaka understood that TSA had to continue performing in order to deliver on Wall

Street’s demands for growth and/or consolidation, especially to counter the growing
threat from discounters and strong regionals.
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Marty Hanaka knew that he would have to give serious thought to al of these
options and eventually formulate a plan for his upcoming meeting with the Board of
Directors. Right now, he had to set up an agenda for his Leadership Conference, and he
didn’'t even have atitle for his opening address. What would rally his troops and prep
them for another challenging year? Over the past four years, TSA had successfully
restored its stability and ensured survival. But now was the time for something more.
“Ah,” Hanaka thought as began typing the title of his speech, “I’ve got it.” Playing to

Win: From Profitability to Focused Growth. *

\
O
o

K
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Exhibit 1

5-Year Financial Overview

Fiscal Year Ended (1)

February 2, February 3, January 29 January 24,
2002 2001 2000 1999
Statement of Operations Data: ($000s)

Sales $ 1,415,552 $ 1,485,839 $ 1,492,860 $ 1,599,660
Gross margin 386,799 395,761 360,564
License fee income 3,446 2,748 1,829
Selling, general and administrative expenses 360,788 366,092 394,963
Pre-opening expense 5 2,131 1,609
Goodwill amortization - - 1,963
Store exit costs 5,553 2,763 8,861
Corporate restructuring 800 - (700)
Impairment of long-lived assets = =

Operating income (loss) 23,099 27,523 (133,054)
Interest, net (13,332) (20,744) (11,965) (5,952)
Gain on sale of securities 2,538 - - -
Gain on deconsolidation of joint venture - - - -
Income (loss) before income taxes, extraordinary 12,305 (100,885) 34,732
Income tax expense (benefit) - 22,721 (35,028) 14,730
Minority interest - - (2.066) (2.191)
Income (loss) before extraordinary gain and 12,305 (166,061) (63,791) 22,193
Extraordinary gain, net of tax 548 5,517 - -
Cumulative effect of accounting change — (503) = = =

Net income (loss) $ (160,544) $ (63,791) $ 22,193

Percent of Sales Data:

Gross marain 24.2% 24.4% 28.6%
Selling, general and administrative expenses 26.5% 25.7% 24.9%
Operating income (loss) -8.9% -5.6% 2.8%
Income (loss) before income taxes, extraordinary -9.6% -6.3% 2.4%

Source: Company Form 10-K dated April 17, 2002

(1) The fiscal years ended February 3, 2001 and J

All other fiscal

Exhibit 2
5-Year Su

29,2
years shown each consj

iR

consisted of 53 weeks.

12

Copyright © Trustees of Columbia University in the City of New York
For permission contact mktg@claven.gsb.columbia.edu 212-854-7173




Retailing

The Sports Authority Case

Selected Financial and Operating Data:
Stores at end of period
Comparable store sales change (2)
Inventory turnover
Weighted average sales per square foot

Weighted average sales per store (3) ($000s)

Average sale per transaction

End of period inventory net of accounts payable per store ($000s)
Capital expenditures ($000s)

Depreciation and amortization ($000s)

Balance Sheet Data - End of Period: ($000s)
Working capital (4)
Total assets
Long-term debt
Stockholders' equity

Fiscal Year Ended (1)

Source: Company Form 10-K dated April 17, 2002.

(1) The fiscal years ended February 3, 2001 and January 29, 2000 consisted of 53 weeks. All other fiscal years shown each
(2) Reflects comparabale store sales, excluding sales from stores closed in the respective fiscal years.

(3) For fiscal 2000 and 1999, sales per store have been adjusted to reflect a comparable 52 week period.
(4) The higher level of working capital in 2000 and 2001 reflect the reclassification of borrowings under the any's revolvi

February 2, February 3, January 29 January 24, January 25,
2002 2001 2000 1999 1998
198 198 203 226 199
-3.0% 1.5% -3.4% -3.7% -2.2%
2.7 2.8 2.9 31 3.1
$165 $175 $172 $177 $193
7,152 7,440 7,282 7,661 8,334
46.03 47.68 45.67 46.53 46.54
1,274 1,495 1,250 831 900
20,486 35,879 31,640 84,561 114,271
41,663 40,840 46,908 47,921
$188,738 $160,200 $62,102 $30,54 710
601,157 662,547 643,003 897,454
179,333 205,100 126,029
155,123 142,317 116,110

short-term to long-term based on an amendment to the facility in August 2000.

\
O
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Exhibit 3
I ncome Statement

($000s, except for EPS)

Sales
License fee income

Cost of merchandise sold, including occupancy costs
Selling, general and administrative expenses
Pre-opening expense

Goodwill amortization

Store exit costs
Corporate restructuring
Impairment of long-lived assets

Operating income (loss)
Other income (expense):
Interest expense
Interest income
Gain on sale of investment securities
Gain on deconsolidation of joint venture
Income (loss) before income taxes, extraordinary items
Income tax expense
Income (loss) before extraordinary gain and accounting

Extraordinary gain
Cumulative effect of a change in accounting principle
Net income (loss)

Earnings Per Share:
Basic
Diluted

Weighted average common shares outstanding:
Basic
Diluted

Source: Company Form 10-K dated April

6 Months Ended,

Fiscal Year Ended

August 3, August 4, February 2, February 3, January 29,
2002 2001 2002 2001 2000
(unaudited) (unaudited)
$ 729,259 $ 710,151 $ 1,415,552 $ 1,485,839 $ 1,492,860
2,090 1,570 3,446 2,748 829
731,349 711,721 1,418,998 1,488,587 494,689
528,129 517,811 1,028,753 1,090,078
188,736 181,803 360,788 366,092
987 - 5
717,852 699,614 1,389,546
- 1,583 5,553
- 800 800
. 2,383
13,497 9,724 23.099 (133.054)
(2,506) (8,514) (13,821) (21,734) (17,657)
- - 489 990 2,370
- - - - 5.001
10,991 12,305 6,779 (143,340)
- - - 22,721
10,991 12,305 6,779 (166,061)
548 18,647 5,517
(503) - -
12,350 25,426 (160,544)
$ 0.38 $ 0.78 $ (5.02)
$ 0.04 $ 037 $ 078 $ (5.02)
32,581 32,610 32,295 32,003
34,169 32,750 33,080 32,311 32,003

Q dated September 17, 2002.
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Retailing The Sports Authority Case

Exhibit 4
Balance Sheet
($000s)
August 3, February 2, February 3,
2002 2002 2001
(unaudited)
Assets
Current Assets:
Cash and cash equivalents $ 9,387 $ 8,028 535
Merchandise inventories 372,900 358,119
Receivables and other current assets 43 327
Total current assets 425,614
Net property and equipment 142,038
Other assets and deferred charges 38,292
Total Assets $ 605,944 662,547

Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable - trade $ 4,775 105,906 $ 97,097
Accrued payroll and other current liabilities 047 100,686 114,990
Current debt 999 45,756
Taxes other than income taxes 13,926 10,372 10,380
Income taxes 4,968 4,889
Total current liabilities 222,931 273,112
Long-term debt 156,329 179,333 205,100
Other long-term liabilities L 43 051 43770 42 018
Total liabilities 439,007 446,034 520,230
Stockholders' Equity:
Common stock, $.01 par value 329 327 324
Additional paid-in capital 253,776 253,044 252,279
Deferred compensation (279) (395) (83)
Accumulated deficit (86,342) (97,333) (109,683)
Treasury stock (64 ______(520) _____(520Q)
Total stockholders. 166,937 155,123 142,317
Total Liabilities, rs' Equity £ 600944 $ 6017157 $ 662547

dated April 17, 2002 and Form 10-Q dated September 17, 2002.
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Exhibit 5
TSA Seasonality of Sales
Fiscal Year
2001 2000 1999
First Quarter 24.0% 23.6% 23.9%

Second Quarter 26.2% 26.0% 25.8%
Third Quarter 21.5% 22.4% 21.9%
Fourth Quarter 28.3% 28.0% 28.4%
100.0%  100.0%  100.0%
Sources: Company Form 10-K dated April 17, 2002, Form 10-K dated May 4, 20 @ m 1l
K dated April 23, 1999.

Exhibit 6 O

TSA Store Locations

9

T
0o 7 ’/3

- The Sports Authority’s

Corporate Headquarters, i
Stores (204 in 33 states)

Fort Lauderdale, FL
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Retailing The Sports Authority Case

Exhibit 7
2001 Merchandise Mix versus Competitors

Dick's
The Sports Sporting
Authority Gart Sports Goods
Hardlines: 51.0% 51.6% 61.0%
Softlines:
Apparel 22.0% 25.5% 19.0%
Footwear 27.0% 22.9% 20.0%
100.0% 100.0% 100.0%
Sources: Company Form 10-K dated April 17, 2002, Gart Sport “For ed April 19,
2002 and Dick’s Sporting Goods Registration Statement (Formf424B4) d ber 16, 2002.

40.6% *

Exhibit 8
Combined Market Share of Top 2 Retailed ry

Electronics Office Home Sporting
Supplies  Improvement Goods
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Exhibit 9
Fiscal Year 2001 Competitor Sales

Sports Authority

$1,416

Galyan's [ ] $483
Hibbett Sporting Goods ﬁ $241
Sport Chalet ﬁ $227
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Retailing The Sports Authority Case

Exhibit 10
Competitor Profile

Dick’ sSportlng Goods, Inc.
Started in 1948 by an 18-year-old as a modest bait and tackle shop in
Binghamton, New Y ork, Dick’s Sporting Goods' is currently the second largest in
terms of sales and the most profitable of the six largest, publicly traded, full-line
sporting goods retailers. With 141 stores in 25 states, its mission is to be thegtl
sports and fitness specialty retailer for all athletes and outdoor enthusiasts.
Dick’s Sporting Goods operates two primary store prototypes of approxi

(mcl uding N |ke Columbia, Adidas and Callaway) addressing the
sporting goods consumers from the beginner to the sport ent

Stores use the “ storewithirr&store” concept to co
assortment, and competitive prices of large format the brand namee
deep product selection and customer servi aspecialty store. Storestypically
contain five stand alone specialty storesi : The Pro Shop (golf); The
Footwear Center (high-performance athl ); The Cycle Shop (cycling);
The Sportsman’s Lodge (hunting, fi ping); Total Sports (seasonal
sports equipment and athletitﬁpiE specialty departments provide an

interactive environment su stomers to test golf clubsin an indoor
driving range, shoot bowsii y range, or run and rollerblade on the
footwear track.

Dick’s provides a high

egreeof service through knowledgeable and trained

repair and , and home delivery and assembly of fitness equipment.

Gart Spor
ished in 1928 and headquartered in Denver, is the largest full-

goods retailer in the Western United States. The company believes

that 1§ stores offer the widest selection of ski and snowboard merchandise in the
ern United States. Gart Sports appeals to both the casual sporting goods

customer and the sports enthusiast, operating in 180 stores in 25 states under the
Gart Sports®, Sportmart® and Oshman's® names. The company operates several
formats including superstores (typically between 30,000 to 45,000 square feet), 27
non superstore freestanding and strip center stores (average 18,000 square feet),
and 16 stores in enclosed shopping malls (average 15,000 square feet) carrying a
selection of merchandise that appeals to the mall-oriented shopper with a focus on
apparel and footwear. The company is currently undergoing a remodeling
program intended to integrate its acquisitions.
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The company offers a wide selection of high-quality, brand name apparel and
equipment at competitive prices in categories such as Footwear, In-line Skates,
General Apparel, Team Sports, Exercise and Outdoor Recreation, Golf, Tennis,
Cycling, Water Sports Hunting, Fishing and Camping Apparel and Equipment. A
sample list of vendors includes Adidas, Armour Golf, Asics, Bauer, Browning,
Burton, Champion, Coleman, Columbia, Easton, Everlast, Head, K2, New
Balance, Nike, The North Face, Rawlings, Reebok, Salomon, Slumberjack,
Spalding, Spyder, Timberland, and Wilson.

In addition, the Company offers its customers special services including speci
order capability, equipment rental, bicycle repair, demo ski programs, ¢

boot fitting, ski mounting, snowboard repair, ski lift tickets, and hu d
fishing licenses.

Champs Sports
- Champs Sports, part of Foot Locker, Inc. (formerl isachain of
approximately 574 stores (average 5,700 square f approximately

$800 million, representing the fourth largest compétitor in the sporting goods
retailing sector.
Champs Sports is the largest mall-based retaider of sporting goods in the United
States and Canada.

The company specializes in footwear
apparel, with a narrow selection of
which Champs provides mer&andi
& field/cross-country, b : 3 otball, soccer, cross training, tennis,
cheerleading, volleyball, hi walking, and wrestling.

9,

Academy Sports & Out

Academy Sport odnded in 1938 as a military surplus shop and evolved into
afull-line speiti store.

With appi@ /50 million in sales, Academy Sports is the fifth largest
full-li C Joods retailer in the U.S.

abroad selection of equipment, apparel, and footwear.

the services the company provides are boresighting, scope mounting,
ting and fishing licenses, line spooling, propane exchange programs,
acquetball, and tennis racquet restringing.
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Exhibit 11
TSA Organizational Chart

Marty Hanaka

Chairman/
Chief Executive Officer

I

Bill Brooks
SvP
Business
Development

George Mihako
Vice Chairman/ SvP
Chief Admn Officer Human Resources

Elliot Kerbis Phillip Vanier
President/ EVP
Chief Marketing Officer Store Operations
—— 1 —1
At Quinrana Jeff Handler BobMinucaNorth Bob DeSdlle
Grant HagerCentral
b P Martin Gonzalesout e
Supply Chain Advertising ZoneSVPs StoreOperations
Elizabeth Vogeley
i VP
Andysis&
Panning
Rick Mueller
|| VP
Planning &
Replenishment
Robin Taylor
VP
Supply Chain
Process
David Broadwell Jim Vanderblegk
VP VP
Visual Product
Merchandise Development
Michael McGuinn ichael O’ Connor
SVPIGMM SVPIGMM
Merchandising Merchandising
Softlines Hardlines
X JosUE S01an0
JonErwin
VRICBM B Go\llfwlg:c,\:ua
Appae 3
Steve Nagaa Jeff Arenson
H VP/ICBM VPICBM
Footwear Outdoor
N . armnawillis
Jim Morris VFICEM
4 VPCBM Skates, Fitri
Team/License . . =

Kurt Streitz Todd Weyhrich
SVP-MIS SvP
clo Controller
Charlie Sampara
SvP
Information Logistics
Technology
Jeff Clark
VP Assistant
Store Systems Controller
Fran Paczynski
VP
Systems
Development
ClifvaF(,)IIa' Mark Iskander
VP&
Internal Audit &
Treasurer
Ombudsman
Kamran Jameel Frank Bubb
i v svp
inancia’ lanning General Counsel
& Andysis
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Exhibit 12
Store Openings/Closings

6 Months
Ended Fiscal Year Ended
August 2, February 2, February 3, January 29,
2002 2002 2001 2000

Beginning number of stores 198 198 201 226
Openings 6 - 5 3
Closings - - (8) (15)
Deconsolidation of joint venture - - - (13)
204 198 198 201

Ending number of stores

Exhibit 13
Store Remodels

TSA’s New Store Format — Footwear
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TSA’s New Store Format — Apparel
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TSA’s New Store Format — Bike Shop

Exhibit 14
Percent of Store Base & Cumulative Storesin New Format

88%0

'99 '00 '01 '02E '03E '04E 'O5E
Targeted:
Remodels O 1 8 30 40 40 40
New Stores 3 5 0 6 12 15 15
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Exhibit 15
Supply Chain Redesign

Northeast
0to 105 Stores

Chino, CA
25 Stores
Atlanta, GA
150 to 75 Stores
LY
mpa ~° -r’

. Existing Distribution Centers (DC)
YW  NewDC-FY ‘03

Exhibit 16
Three Year Stock Performance

$16.0 4 «mm TSA Stock Price T 600
- S&P Performance

12.0 4
$ - 400

$10.0 S
+ 300

$8.0 ~
- 200

$6.0
$4.0 - 100

$2.0 - -0
$0.0

Oct Dec Feb Apr Jun Aug Oct Dec Feb Apr Jun Aug Oct Dec Feb Apr Jun Aug Oct
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