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March 27, 2017 
 
Deckers Outdoor Corporation 
250 Coromar Drive 
Goleta, CA 93117 
 
Attention:  Angel Martinez, Chairman 
                      John Gibbons, Lead Independent Director 
        The Board of Directors 
 
Dear Mr. Martinez and Mr. Gibbons, 
 
As you know, funds managed by Red Mountain Capital Partners LLC (“Red Mountain” or 
“we”) own 3.3% of the outstanding shares of Deckers Outdoor Corporation (“Deckers” or the 
“Company”), making us one of your largest shareholders.  We have been a patient and long-
term oriented shareholder over the past two years and have appreciated our constructive 
dialogue during that time. 
 
After my partner, Chris Teets, met with you, your management team and board multiple times 
over the past two years, I sent you a detailed letter on December 5, 2016, outlining a value 
enhancement plan for Deckers that we believe would focus its business on profitable growth 
and create substantial long-term value for shareholders.  We met with you, Dave Powers and 
other members of your senior management team on February 14, 2017, in your offices to share 
our views and to discuss your response.  For your reference, our December 5th letter is attached 
hereto. 
 
I understand that we are all deeply concerned about the persistent underperformance of 
Deckers’ stock price over a long period of time.  Notably, your stock has underperformed all 
major indices over the past year, three years and five years.  As you know, we believe that this 
underperformance has been driven largely by management’s consistently poor capital 
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allocation decisions, a bloated cost structure and the absence of any alignment between 
executive compensation and shareholder value creation.  
 
       Shareholder Returns (1-Yr)1                   Shareholder Returns (3-Yrs)1                      Shareholder Returns (5-Yrs)1 
 
 
 
 
 
 
 
 
 
It is also important to note that we share your optimism about Deckers’ potential and, in 
particular, its signature UGG brand.  While the competitive landscape is intense and the current 
retail environment is challenging, we believe that the UGG brand is differentiated in the global 
footwear marketplace with a loyal customer base and has the opportunity to grow profitably if 
managed appropriately. 
 
As outlined in our December 5th letter, we believe that the following initiatives should be 
pursued by management and the board of Deckers to drive shareholder value: 
 

(1) Rationalize Deckers’ retail store network; 
(2) Streamline its portfolio of brands; 
(3) Right-size its cost structure; 
(4) Optimize its balance sheet; and  
(5) Align its executive compensation. 

 
In our view, the effective implementation of our value enhancement plan would result in a 
substantial increase in Deckers’ profitability and market value.   
 
 
 
 
 

                                                 
1 Data from Bloomberg as of March 20, 2017 and assumes reinvestment of all dividends. 
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Red Mountain December 5, 2016 

Value Enhancement Plan 
Deckers February 2, 2017 

Response 

Rationalize Retail Store 
Network 

o Increase operating profit by 
$50 million by closing stores 
that do not generate acceptable 
returns and franchising 
international locations 

o Increase operating profit by 
$35mm+ by closing 24 retail 
stores, consolidating offices 
and franchising company-
owned stores in China 

Streamline Portfolio of 
Brands 

o Divest non-UGG brands for 
$300 to $400 million 

o None 

Right-size Cost Structure 

o Reduce COGS by $60mm 
o Reduce SG&A expense by 

$70mm 
 

o Improve gross margin by 
150bps ($25mm) and reduce 
COGS by $30mm 

o Reduce SG&A expense by 
$60mm 

Optimize Balance Sheet 

o Increase leverage to 1.5-2.0x 
EBITDA 

o Return excess capital to 
shareholders 

o None 

Align Executive 
Compensation 

o Use ROIC and TSR as 
performance metrics to drive 
executive compensation, 
instead of revenue and 
EBITDA 

o Use TSR to offset executive 
compensation when 
performance is below the 25th 
percentile of the Company’s 
peer group 

 
As we communicated in our February meeting, while we view management’s plan to be 
partially responsive to our letter, it is fraught with execution risk in a challenging retail 
environment.  The market appeared to draw the same conclusion, driving the stock price down 
by 16% despite the announcement of the plan. 
 
As you know, we recommended in our December 5th letter that the board should also explore a 
sale of the Company, and emphasized that view in our February meeting.  We believe that the 
board must compare the risk-adjusted net present value of management’s plan with the value 
that can be achieved for shareholders today through a sale of the Company.  If a strategic or 
financial buyer of Deckers would pay a higher price than the net present value of 
management’s plan, we believe that the board would have a fiduciary duty to pursue a sale of 
the Company.   
 
We thus urge the board to publicly announce its intention to explore a sale of Deckers.  A public 
announcement and a formal sale process will address the full universe of potential buyers for 
the unique assets of the Company and will restore shareholders’ confidence that the board is 
acting in their best interests. 
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We have appreciated the opportunity to share our views with you and your leadership team 
over the past two years, and look forward to our continued dialogue.  
 
Sincerely, 

 

Willem Mesdag 
Managing Partner 

 

Attachment:  Letter of December 5, 2016, to Deckers Board 
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December 5, 2016 
 
Deckers Outdoor Corporation 
250 Coromar Drive 
Goleta, CA 93117 
 
Attention:  Angel R. Martinez, Chairman 
        John M. Gibbons, Lead Independent Director 
        The Board of Directors 
 
Dear Messrs. Martinez and Gibbons, 
 
As you know, funds managed by Red Mountain Capital Partners LLC (“Red Mountain” or 
“we”) own 3.3% of the outstanding shares of Deckers Outdoor Corporation (“Deckers” or the 
“Company”), making us one of your largest shareholders.  I am the Managing Partner of Red 
Mountain, and I am writing to you today to outline a value enhancement plan for Deckers that 
we believe will focus its business on profitable growth and create substantial long-term value 
for shareholders.  I look forward to meeting you personally early in 2017 to share our view of 
the Company and its challenges and opportunities. 
 
By way of background, Red Mountain is an investment management firm that seeks to invest in 
fundamentally sound businesses that are underperforming.  Our approach to such investments 
is to engage with management teams and boards of directors in a constructive manner to 
enhance value for the benefit of all shareholders.  Our partners have extensive experience and a 
successful track record of driving value through a combination of more efficiently allocating 
capital, refocusing strategy, improving operational execution, and upgrading corporate 
governance.  We currently serve on the boards of six public companies in which Red Mountain 
has substantial ownership stakes. 
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As you know, my partner, Chris Teets, has met with each of you, Dave Powers, Tom George 
and other members of your management team on multiple occasions over the past eighteen 
months.  He also met with Michael Devine, the Chairman of your Audit Committee, and Nelson 
Chan, another independent director.  During these meetings, he discussed with you and your 
colleagues our views on how management and the board can drive shareholder value.  He also 
introduced you to a leading global consulting firm who we understand identified significant 
cost savings opportunities.  And he offered to serve on your board of directors in order to 
contribute his relevant public company board experience and to represent shareholder interests.  
In every instance, he was rebuffed.     
 
We are deeply concerned about the underperformance of Deckers’ stock price.  In particular, 
your stock has underperformed the Russell 2000 by 48% over the past three years and by 134% 
over the past five years.  We believe that this performance has been driven largely by 
management’s consistently poor capital allocation decisions, a bloated cost structure and the 
absence of any alignment between executive compensation and shareholder value creation.  
 
          Three-Year Relative Stock Price History        Five-Year Relative Stock Price History 

 

  
 
Deckers’ management appears to believe that revenue and EBITDA growth, in and of itself, 
demonstrates value creation regardless of its cost.  In our experience, the market values return 
on invested capital (“ROIC”), and stock price performance is highly correlated with ROIC.  
There is little evidence of any financial discipline to support the Company’s capital projects, 
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which have totaled over $350 million over the past five years and have generated minimal 
returns.  As might be expected, the associated decline in ROIC is reflected in your stock price. 
 
This flawed growth strategy is supported by an executive compensation plan that emphasizes 
revenue and EBITDA, and does not reflect ROIC or total shareholder return (“TSR”) in any 
meaningful way.  As you know, it is the board’s responsibility to incentivize management 
appropriately and to provide oversight of capital allocation on behalf of its shareholders.  We 
believe that the board of Deckers has failed in this respect.   
 
It is important to note that, despite its poor performance over the past five years, we are very 
optimistic about Deckers’ potential and, in particular, its signature UGG brand.  While the 
competitive landscape is intense and the current retail environment is challenging, we believe 
that the UGG brand is differentiated in the global footware marketplace with a loyal customer 
base and the opportunity to grow profitably.   
 
As we have discussed in detail with you and your colleagues, we believe that the following 
initiatives can and should be pursued to drive shareholder value: 
 

(1) Rationalize Deckers’ retail store network; 
(2) Streamline its brand portfolio; 
(3) Right-size its cost structure; 
(4) Optimize its balance sheet; and  
(5) Align its executive compensation. 

 
In our view, the implementation of this value enhancement plan would result in a substantial 
increase in Deckers’ profitability and market value.  We also believe that the board should 
explore a sale of the Company as an alternative path to maximize shareholder value. 
 
A. VALUE ENHANCEMENT PLAN 
 
1. Rationalize Deckers’ Retail Store Network. 
 
We understand that, over the past five years, Deckers has incurred capital expenditures of over 
$350 million, most of which we believe was spent on its retail store strategy.  During this period, 
the Company increased its retail footprint from 45 stores to 165 stores.  
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Retail Store Growth 

  
While revenue from retail stores increased from $200 million in 2012 to $384 million in 2015 (the 
last year in which retail store performance was broken out), the Company’s operating profit 
from its retail store channel declined from $63 million (after accounting adjustments) in 2012 to 
$58 million in 2015.  Since the end of fiscal 2015, Deckers has combined the reporting of its retail 
store and e-commerce performance in a broad direct-to-consumer (“DTC”) category, and no 
longer breaks out the performance of its retail stores.  While we understand the importance of 
omni-channel distribution, we can only assume that the performance of the retail store network 
continues to deteriorate, and that management would prefer not to highlight it.   
 

DTC Revenue ($ in mm)                 DTC Operating Profit ($ in mm) 
  

 
 
 
 
 
 
 
 
 
 
 
 
Embracing Deckers’ new reporting regime, DTC revenue increased by 111% over the past five 
years from $305 million in 2012 to $644 million in 2016, while DTC operating profit decreased 
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by 14% from $119 million in 2012 to $102 million in 2016, reflecting a significant decline in 
margin.  Over the past three years, DTC revenue has flat-lined, and operating profit has 
dropped by 24%.  DTC sales per store declined from $6.8 million in 2012 to $4.2 million in 2016, 
while DTC operating profit per store declined from $2.7 million in 2012 to $0.7 million in 2016.  
Revenue increased as the number of stores increased, but at the expense of declining margins 
and reduced per-store profitability.  If we would incorporate the time-lag associated with new 
store openings, we expect that the per-store profitability numbers would demonstrate the same 
trend.   
 
Largely as a consequence of its retail store strategy, Deckers’ EBIT margin declined from 19% in 
2012 to 10% in 2016, and its ROIC declined from 33% in 2012 to 14% in 2016.  Needless to say, 
the Company’s retail store strategy has been a failure and has destroyed shareholder value.   
 

Return on Invested Capital 

 
In contrast, Deckers’ wholesale business is relatively high margin and asset-light, and generates 
an excellent return on assets (“ROA”).  In our view, management should focus on growing this 
high quality business through non-capital intensive distribution channels such as its 
department store relationships and e-commerce, instead of a capital-intensive retail store 
network.  
 
Based on our work with a third-party consultant with substantial experience in the retail 
sector and public information, we believe that Deckers could realize approximately $50 million 
in incremental operating profit through the rationalization of its retail store network.  Closing 
unprofitable domestic stores would reduce costs more than revenue, and increase profitability.  
We expect that lost retail sales would be largely recaptured through the Company’s wholesale 
and e-commerce channels.  While the up-front cost of closing unprofitable stores would be 
significant, an investment in eliminating losses would generate a high sustainable return.  We 
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also believe that a significant number of the Company’s profitable international stores could be 
franchised, which would offset the cost of closing unprofitable domestic stores and limit 
operating expense and capital expenditures going forward.   
 
Unfortunately, Deckers’ board and management have determined not to pursue the 
rationalization of its retail store network in a meaningful way.  Management has announced the 
potential closure of just 24 underperforming stores, 15% of the total number of stores open on 
September 30, 2016.  Moreover, a significant number of those stores are yet to be closed 
(presumably to remain open during the holiday season) and, consequently, the number of 
stores open at the end of fiscal 2017 may actually be higher than at the end of 2016.  While 
management has acknowledged the problem, it does not appear that they are committed to 
addressing it.  In our view, a serious approach to rationalizing the retail store network would 
target all stores that do not generate acceptable returns on a fully-allocated basis and would 
close them on an accelerated timetable, even if leases must be broken in order to do so.  
Corporate overhead dedicated to the retail store network should also be drastically reduced 
with a commensurate increase in focus on the Company’s wholesale and e-commerce 
distribution channels.     
 
2. Streamline Deckers’ Brand Portfolio. 
 
Similar to its failed retail store strategy, Deckers has experienced disappointing results from its 
investments in non-UGG brands.  For example, Sanuk, which was acquired in 2011 for over 
$140 million (including a contingent payment), has contributed an aggregate pre-tax operating 
profit over the past five years of approximately $75 million.  Returns after corporate overhead 
allocations and taxes are obviously less.  Representing only 5% to the Company’s sales, the 
Sanuk acquisition has also not balanced the seasonality of UGG sales as was touted as the 
strategic rationale for the acquisition.  The reality is that Deckers’ acquisition of UGG in 1995 
has driven more than 100% of shareholder value creation over the past decade.  Even the 
Company’s original brand, Teva, has failed to grow revenue or EBIT over the past five years.  
Unfortunately for Deckers’ shareholders, the profitability of the UGG brand has been diluted 
consistently by poor capital allocation and excessive expense related to unproductive business 
activities.   
 
We believe that continued commitment of capital and expense to non-UGG brands is not in the 
best interest of Deckers’ shareholders, and that the board should consider the divestiture of all 
non-UGG brands in order to unlock value and re-focus the business.  Based on conversations 
we have had with leading investment banks in the consumer retail sector, we expect that there 
would be interest in Deckers’ non-UGG brands, and that they could be sold to financial and 
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strategic buyers for $300 to $400 million in the aggregate.  A sale of Deckers’ non-UGG brands 
would unlock value for shareholders, and would increase the Company’s profitability.  It 
would also focus management on its most profitable segment and eliminate the distraction and 
cost associated with its non-core businesses.   
 
3. Right-Size Deckers’ Cost Structure. 
 
Simply put, Deckers’ cost structure is out of control.  In addition to the capital expenditures 
noted above, the Company has spent heavily on SG&A over the past five years to support a 
global multi-brand business with retail distribution through a bricks-and-mortar and e-
commerce omni-channel.  Over the past five years, top-line revenue increased by over 30% from 
$1.4 billion in 2012 to $1.9 billion in 2016, while SG&A expense increased by over 50% from $421 
million to $656 million.  Over the same period, the Company has spent nearly $1 billion in 
“Unallocated G&A”.  As a percent of sales, SG&A expense increased from 30% in 2012 to 35% in 
2016.  This bloated cost structure has dragged the Company’s operating profit from $269 million 
in 2012 to $196 million in 2016, and its EBIT margin from 19% to 10%.  The negative trend in 
operating profit and EBIT margin continues in the latest twelve month period.  

 
SG&A and SG&A as a% of Sales ($ in mm) EBIT and EBIT Margins ($ in mm) 

  
 
We believe that Deckers can increase its operating profit by $130 million without 
compromising revenue by reducing its SG&A expense and cost-of-goods-sold (“COGS”).  By 
“leaning out” corporate overhead, improving store operations and more effectively managing 
its indirect spend, SG&A expense should fall back in line with the Company’s peer group as a 
percentage of sales and be reduced by at least $70 million.  Likewise, we believe that COGS 
could be reduced by over $60 million through supply chain optimization, more effective vendor 
leverage and a state-of–the-art design-to-value strategy.    
 

$421  
$465  

$522  

$654  $656  $656  

30% 

32% 33% 

36% 
35% 36% 

FY
2012

FY
2013

FY
2014

FY
2015

FY
2016

LTM

SG&A SG&A as % of Sales

$269  

$178  

$205  
$224  

$196  
$187  

18.9% 

12.4% 12.9% 12.4% 
10.5% 10.2% 

FY
2012

FY
2013

FY
2014

FY
2015

FY
2016

LTM

EBIT EBIT Margin



8 
 

 
4. Optimize Deckers’ Balance Sheet. 
 
We question the capital structure of Deckers and whether it is optimally managed.  Other than 
during the fiscal third quarter, the Company is consistently in a net cash position of $100 million 
or more.  We believe that corporate capital structures should reflect the cash flow characteristics 
of the businesses they support.  Companies with significant free cash flow like Deckers can 
leverage their balance sheets with low-cost debt and reduce their cost of capital.  In our view, 
modest amounts of long-term debt do not increase risk, but enhance shareholder value.   
 
While we appreciate that retailers experience heightened working capital requirements during 
the holiday season, we do not believe that carrying non-productive cash on the balance sheet to 
fund seasonal working capital requirements is efficient.  Based on its free cash flow, we believe 
that Deckers could conservatively increase its permanent leverage to 1.5-2.0x EBITDA, which 
would decrease its cost of capital and allow it to return excess capital to shareholders. 
 
5. Align Deckers’ Executive Compensation. 
 
While shareholder value is created by increasing ROIC, the primary drivers of Deckers’ 
executive compensation are revenue and EBITDA targets.  In our experience, companies can 
buy revenue and EBITDA through poor capital allocation and excessive expense without 
creating value for their shareholders.  One need only look at the significant amount of capital 
deployed and expense incurred by the Company’s management over the past five years to drive 
revenue and EBITDA – and the corresponding declines in ROIC – to see a clear illustration of 
this phenomenon.  Not surprisingly, as Deckers’ ROIC dropped, its market valuation 
plummeted.  However, as its revenue and EBITDA increased, its executive compensation 
increased.    
 
We strongly believe that ROIC and TSR should drive executive compensation (both bonus and 
LTIP), instead of revenue and EBITDA, neither of which necessarily reflect shareholder value 
creation.  We do not accept the board’s token acknowledgement of TSR as a performance metric 
where it serves only to modestly impact executive compensation when the Company’s 
performance is below the 25th percentile of its peer group.  While stock options tied to pre-tax 
income may be a step in the right direction (depending on the structure), we believe that 
Deckers’ executive compensation plan requires a comprehensive overhaul in order to align 
executive compensation with shareholder value creation.   It is worth noting that approximately 
30% of shareholders did not support the advisory vote on executive compensation in 2016.  
 



9 
 

 
B. STRATEGIC REVIEW 
 
As you have communicated to us and to the public, Deckers is in a transitional phase.  We 
agree, and believe that there is no better time to engage outside help to address the challenges 
and opportunities currently facing the Company.  To seek expert advice seems straightforward 
to us, especially given management’s poor performance record over the past five years.   
 
As you know, we introduced you to a leading global retail consultant in July 2015.  We 
understand that this consultant identified the opportunity to significantly enhance Deckers’ 
operating profit through store rationalization and SG&A expense and COGS reductions.  
Inexplicably, the board declined to retain this consultant (or any other consultant of comparable 
reputation and quality) to pursue this path to create shareholder value.  Management told us 
that it would be “too disruptive.”  We urge the board to re-consider its position and to engage a 
leading global consultant with substantial relevant experience to conduct a comprehensive 
review of the Company’s wholesale, retail and e-commerce strategy and to assist management 
in (i) rationalizing the Company’s retail store network, and (ii) right-sizing its cost structure.  
 
We also believe that the board should pursue the sale of all non-UGG brands to unlock value 
for shareholders and eliminate the distraction and cost associated with unprofitable lines of 
business, and should seek to optimize the capital structure of Deckers to reduce its cost of 
capital and create an opportunity to return capital to shareholders.  As part of its strategic 
review, we also strongly encourage the board to engage a leading investment bank with 
demonstrated expertise in the retail sector to (i) evaluate the potential sale of all non-UGG 
brands, and (ii) advise on optimizing the Company’s capital structure.  
 
Finally, we believe that the board should explore a sale of Deckers in order to benchmark the 
minimum value that must be achieved through management’s implementation of the value 
enhancement plan outlined above or any other plan that management determines to pursue.  If 
management is not able to deliver the net present value to shareholders that a strategic or 
financial buyer can offer today, we believe that the board has a fiduciary duty to pursue a sale 
of the Company.  We therefore strongly encourage the board to engage a leading investment 
bank with demonstrated expertise in the retail sector to assess the potential for and value of a 
sale of the entire Company relative to its value on a standalone basis.   
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C. CONCLUSION 

 
We believe that Deckers has the opportunity to create significant shareholder value by focusing 
on its UGG brand, reducing costs dramatically, allocating capital more efficiently, and aligning 
its executive compensation.  That value can be realized by implementing the plan outlined 
above or through a sale of the Company to a strategic or financial buyer capable of 
implementing the plan.  We trust that you will consider these alternative paths to drive 
shareholder value. 
 
We have appreciated the opportunity to share our views with you and your leadership team 
over the past eighteen months, and look forward to our continued constructive dialogue.  Chris 
and I would like to meet with you after the holiday season in late January or early February to 
discuss the points set forth in this letter and your plans to create value for your shareholders.   
 
I can be reached at (310) 432-0202 or wmesdag@redmtncap.com.  I look forward to hearing from 
you.  
 
 
Sincerely, 

 

Willem Mesdag 
Managing Partner 
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