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THE GRAYSON COMPANY

PART ONE

Executive Summary: =
The Strategic Thesis [

Why Uniglo may signal a structural transformation of global apparel —

and why the next decade of value creation will be won on product

operating systems, not brand storytelling.
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THE GRAYSON COMPANY

EXECUTIVE SUMMARY

The central question

For three decades, apparel competition has followed one familiar
formula:

This model built some of the world's most valuable
e e consumer companies — luxury through scarcity, fast fashion
through speed, athletic brands through identity.

I Build brand But a new competitive
I architecture may be emerging.

Launch collections

Stimulate demand The rise of Fast Retailing and Uniglo suggests advantage
comes not from creating more fashion, but from creating

better products inside a superior operating system.
Refresh inventory

The New Retail Value Architecture - Part 1 02



THE GRAYSON COMPANY
THE STRATEGIC THESIS

The emerging winners combine eight capabilities

1 2 3 4
Proprietary materials Product engineering Supply-chain control Al-enabled demand sensing
5 6 7 8
. . . Concentrated hero-product . . . Measurable product
Direct customer relationships ° . procu Disciplined capital allocation P
portfolios performance

The strategic implication The industry may be shifting from a_fashion economy toward a product-

performance economy.
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THE GRAYSON COMPANY
EXHIBIT 1 - THE NEW RETAIL VALUE ARCHITECTURE

Advantage is migrating from brand power to product
operating systems

Traditional Fashion Architecture Emerging Retail Architecture

1990 - 2020 2025 - 2035

Brand Power Consumer Data

Al
Marketing + Celebrity

Demand Prediction Engine

Seasonal Design Product Knowledge System

Wholesale Distribution Material Innovation

Flexible Supply Network
Inventory

Hero Product Portfolio

Consumer Demand Lifetime Customer Value

Primary assets: brand awareness - cultural relevance - advertising scale - trend prediction Primary assets: product superiority - data advantage - operating discipline - customer trust
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THE GRAYSON COMPANY
THE CORE THESIS

Value density is overtaking brand density

The apparel industry is entering an era where “value density” matters more than “brand
density.”

TRADITIONAL APPAREL VALUE EMERGING APPAREL VALUE

“How much value does this

“How desirable is this brand?” product deliver per dollar, per
use, and per decision?”

Value is measured in performance, longevity, and lifetime

Value flowed from aspiration, scarcity, and cultural signaling.
usefulness.
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THE GRAYSON COMPANY
THE STRUCTURAL SHIFT

Five structural forces are reshaping apparel

The Consumer Is Becoming an Optimizer

Purchases shift from identity and aspiration to measurable life improvement.

Functional Premium Is a New Category

A tier defined by measurable utility rather than symbolic status.

Material Innovation Is a Strategic Moat

Fibers, fabrics and construction become the hardest advantage to copy.

Hero Products Replace Endless Assortment

A few engineered products drive acquisition, loyalty and profitability.

Al Accelerates the Shift

Discovery rewards structured product data over vague brand promises.
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THE GRAYSON COMPANY

FORCE 1

The consumer is becoming an optimizer

THE OLD CONSUMER MODEL THE EMERGING CONSUMER

MODEL
“What does this brand say “Does this product
about me?” improve my life?”

Identity ) ® Price — is it worth it?

Quality — will it last?

Aspiration

Trends Versatility — how many needs?

Social signaling Comfort & performance

Reduced decision effort

Novelty
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THE GRAYSON COMPANY
FORCE 1 - THE OPTIMIZATION CONSUMER

Consumers now evaluate apparel on many variables at once

|
Consumer Value equation

Price Is it worth the money?

Performance + Longevi
Quality Will it last? g ty

+ Comfort + Versatility +
Versatility How many situations can it solve? Trust + Identity
Comfort How does it perform in real use? . -

Price + Complexity +

Sustainability Does durability justify the purchase? Purchase Risk
Time Does it reduce decision effort?
Risk Will | regret buying it? Consumers didn't simply become cheaper.

They became more analytical.
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THE GRAYSON COMPANY
FORCE 1 - EVIDENCE

Three signals confirm the optimization shift

1

Inflation reset purchase
psychology

The post-2021 environment accelerated
value scrutiny, cost-per-wear thinking, and

a durable preference for products that last.

The New Retail Value Architecture - Part 1

2

Younger consumers
redefine value

Gen Z and younger millennials validate
purchases through reviews, creator demos
and durability claims — research, not
fashion discovery.

Japanese culture
anticipated it

Quality, simplicity, functionality and
longevity — the philosophy Uniglo and
Muji exported worldwide.
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THE GRAYSON COMPANY
FORCE 2

Functional Premium is emerging as a new category

m Traditional Premium Functional Premium

A NEW CATEGORY

Primary value Brand Product
Functional
P ° Motivation Aspiration Optimization
Innovation Design Engineering
Assortment Broad Focused
Premium products justified by measurable )
- ; Marketing Image Proof
utility rather than symbolic status alone —
filling the gap between premium fashion and Loyalty driver identity Trust
mass-market basics.
Margin source Pricing power Product superiority

The New Retail Value Architecture - Part 1 10



FORCE 2 - IN PRACTICE

THE GRAYSON COMPANY

Four companies already run the Functional Premium

playbook

Uniqlo

FOUNDATION

HEATTECH - AlIRism - Ultra Light
Down - LifeWear

STRATEGIC ADVANTAGE

Everyday products engineered
around real human needs.

The New Retail Value Architecture - Part 1

Lululemon

FOUNDATION

Technical fabrics - community -

product ecosystems

STRATEGIC ADVANTAGE

Performance apparel
transformed into a lifestyle
uniform.

FOUNDATION

Technical credibility - premium
materials - performance

STRATEGIC ADVANTAGE

Engineering excellence creates
luxury-like pricing power.

On

FOUNDATION

Proprietary cushioning -
innovation - athlete proof

STRATEGIC ADVANTAGE

Technology becomes the source
of differentiation.
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THE GRAYSON COMPANY
FORCE 2 - THE HYPOTHESIS

Functional Premium may become one of apparel's largest
profit pools

The category compounds because it stacks five economic advantages at once:

1 o ; O ©

Premium margins Repeat purchasing Customer loyalty Lower fashion risk Inventory productivity

Why it matters Premium pricing plus recurring, low-risk demand is the rare combination that turns a product
line into a durable profit engine.
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FORCE 3

THE GRAYSON COMPANY

Material innovation is becoming a strategic moat

Competition is moving from silhouettes, designers and campaigns toward fibers, fabrics, construction and durability.

Uniqlo

Lululemon

Patagonia

Arc'teryx

On

Nike

Adidas

Moncler

The New Retail Value Architecture - Part 1

HEATTECH, AlIRism
Nulu, Everlux

Technical outdoor fabrics
Gore-Tex systems
CloudTec

Flyknit, Air

Boost

Technical insulation

1. Differentiation

Products become genuinely harder to
copy.

2. Pricing power

Customers understand and pay for
measurable benefits.

3. Loyalty

Products become trusted, repeat-
purchase solutions.
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THE GRAYSON COMPANY
FORCE 4

Hero products are replacing endless assortment

More styles once meant more chances to win. Today they mostly _

P 1. Superior product SS
add inventory complexity, markdown risk and operating cost. 7 RN
Ve N
Hero Product Economics 7. Better product 2. Customer trust
A small number of products drive
/ \

awareness, customer acquisition, repeat /
purchase and profitability.
| Hero Product |

Uniglo HEATTECH 6. Higher investment 3. Repeat purchase
Uniqlo Ultra Light Down '\ /
\ /
Lululemon ABC Pant \ /
\ /
Patagonia Better Sweater ¢
. 5. Lower acquisition cost 4. Word of mouth
Birkenstock Boston Clog
On Cloud running shoes T

The New Retail Value Architecture - Part 1 14



THE GRAYSON COMPANY
FORCE 5

Al will accelerate the shift

Al may convert this structural shift from an emerging trend into the dominant model.

TRADITIONAL DIGITAL COMMERCE Al COMMERCE FUTURE

" ) , Consumer: “Irun 3x a week, have knee issues, stand 8 hours a day,
Consumer: “Iwant black running shoes. ,
and want shoes that last two years.

Retailer: “Here are 5,000 options.” Al: “These three products match your requirements.”
Al REWARDS Al REDUCES THE ADVANTAGE OF

e Structured product data & measurable attributes e \ague brand promises

e Verified quality, reviews & durability e Advertising dominance

e Demonstrated customer outcomes e Seasonal novelty

The New Retail Value Architecture - Part 1 15



FORCE 5 - THE NEW ADVANTAGE

THE GRAYSON COMPANY

Future advantage lives in the Al product knowledge graph

Every attribute a machine can read becomes a durable, compounding advantage.

‘ Materials

' Price history

. Usage outcomes - PRODUCT

Customer reviews
' Sustainability

The New Retail Value Architecture - Part 1

' Performance

-

. Fit

. Durability
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PRELIMINARY CONCLUSION

The Uniqlo question

Not: “Can Uniqlo keep growing?”

The larger question: “Does Uniqlo represent the
Suture architecture of apparel competition?”

Partially yes — with qualifications. Not all winners will look like Uniglo. Luxury, brand and

fashion creativity still matter. But the center of gravity is shifting toward companies that

combine:
@ Product excellence @® Material innovation Operating discipline
@® Consumer data ® Alintelligence Capital efficiency

The New Retail Value Architecture - Part 1

THE GRAYSON COMPANY
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THE GRAYSON COMPANY

FOR THE BOARDROOM

What changes for each leader in the room

[ Chief [ d [ d [ [ [
Retail and Brand o Chief Digital Private Equity
Merchandising
CEOs Officers Investors
Officers
THE PRIORITY SHIFTS THE PRIORITY SHIFTS THE PRIORITY SHIFTS THE PRIORITY SHIFTS
B From assortment expansion ) Toward businesses with
From “How do we create more From ecommerce conversion ) )
] toward hero-product ) - differentiated products,
demand?” to “How do we build toward Al discoverability, ] )
) development, product ) ] recurring demand, operational
products consumers cannot live o ) product intelligence and )
) B productivity and material _ ) excellence, strong inventory
without? recommendation leadership. _ _
advantage. economics and Al readiness.

The New Retail Value Architecture - Part 1 18



THE GRAYSON COMPANY

PART 1 - IN SUMMARY

Seven takeaways for the next decade of apparel

Uniglo may represent an industry transition, not simply a
company success.

Hero products may outperform broad assortment strategies.

Functional Premium is emerging as a strategically important . _ . . . .
Al will favor companies with superior product intelligence.

category.
3 Consumers increasingly optimize purchases rather than simply The future winner may be less a fashion company and more a
aspire. consumer operating system.

Material innovation is becoming a defensible competitive

advantage.
& End of Part 1 - The Strategic Thesis

19
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THE GRAYSON COMPANY

NEXT SECTION - PART 2

The Collapse of the Fashion Pyramid

How global apparel profit pools are migrating from brand hierarchies to value architectures.

WHAT PART 2 INCLUDES

‘ Evidence testing whether the fashion pyramid is breaking The Shein / Temu challenge

. Luxury resilience analysis New global apparel segmentation model

. Premium apparel disruption

10+ executive exhibits

‘ Fast fashion economics

Company benchmarking framework

The New Retail Value Architecture - Bridge to Part 2
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THE GRAYSON COMPANY

PART 2

THE NEW RETAIL VALUE ARCHITECTURE

The Collapse of the Fashion
Pyramid

How global apparel profit pools are migrating from brand
hierarchies to value architectures.

How Consumer Optimization, Material Innovation, Al, and Capital Discipline Are Reshaping
Global Apparel

PART 2 01

The Collapse of the Fashion Pyramid




EXECUTIVE SUMMARY

From one hierarchy to many value architectures

The Collapse of the
Fashion Pyramid

For a century apparel competed on price tier. The market now
organizes around consumer value proposition — and the pyramid is
fragmenting.

The Collapse of the Fashion Pyramid




THE GRAYSON COMPANY

EXECUTIVE SUMMARY

A century of apparel ran on one price
hierarchy

Each layer carried a distinct consumer promise

Luxury Premium Mass Value

Accessibility and fashion

Affordability
relevance

Aspiration and exclusivity Quality and style

The Collapse of the Fashion Pyramid PART 2 03



THE GRAYSON COMPANY

EXECUTIVE SUMMARY

The organizing question has changed

This hierarchy shaped merchandising, store formats, pricing, marketing, and investor expectations alike. That logic is
breaking down.

THE OLD QUESTION THE NEW QUESTION

“What consumer problem

“What price segment does this does this brand solve
brand occupy?” better than the
alternatives?”

The Collapse of the Fashion Pyramid PART2 04



THE GRAYSON COMPANY

The pyramid is not disappearing — it is
splitting

The evidence does not support the claim that traditional fashion is dead. Luxury remains powerful, brand remains
economically valuable, and creativity still matters. But the middle is under structural pressure.

The greatest disruption is occurring at three fault lines

. Fashion vs. Aspiration vs.
Premium vs. Mass . eye
Function Utility
. . . : . . Brand memory competing with
The squeezed commercial middle Emotion competing with utility

product superiority

The Collapse of the Fashion Pyramid PART 2 05



THE GRAYSON COMPANY

EXHIBIT 1

The traditional pyramid is breaking apart

1990-2020 - Fashion Pyramid 2025-2035 - Value Architecture

HARD LUXURY

LUXURY

PREMIUM

PRESTIGE EXPERIENCE
BRIDGE a
FUNCTIONAL PREMIUM

ULTRA VALUE

Executive message: The middle is squeezed as consumers polarize toward either exceptional value or exceptional differentiation.

The Collapse of the Fashion Pyramid PART 2 06



THE GRAYSON COMPANY

THE FIVE NEW APPAREL ECONOMIES

Five economies, five distinct value
propositions
|

1 2 3 5

& © %_j 5,

i

Prestige Functional

Hard Luxury . . Value Leaders Ultra Value
Experience Premium
“Own something “Community and “This product improves “Exceptional value, no “Maximum choice,
exceptional” lifestyle” my life” compromise” minimum price”

The Collapse of the Fashion Pyramid PART 2 07



THE GRAYSON COMPANY

ECONOMIES 1 & 2

Hard Luxury and Prestige Experience

Hard Luxury %7 Prestige Experience

LVMH - Hermas - Chanel - Richemont Luxury beauty - hospitality-linked brands - experiential

retail
Motivation: “Own something exceptional.”
Drivers: scarcity, heritage, craftsmanship, cultural A growing category between luxury and premium, built
status. on community, personalization, lifestyle ecosystems,
Monetizes symbolic value under different economic and emotional engagement.

rules.

The Collapse of the Fashion Pyramid PART 2 08



THE GRAYSON COMPANY

ECONOMY 3 - BIGGEST STRUCTURAL SHIFT

Functional Premium

“This product improves my life.”

Performance, materials, utility and trust converge into products
consumers actively seek. The fastest-growing profit pool in apparel.

Uniglo Lululemon Arc’teryx

Patagonia On Vuori

PART 2 09
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THE GRAYSON COMPANY
ECONOMIES 4 & 5

Value Leaders and Ultra Value

@ $

'%? Value Leaders &) Ultra Value

Walmart apparel - Target private brands - Costco - Uniglo Shein - Temu marketplace apparel

basics

Promise: “Exceptional value without compromise.” Promise: “Maximum choice at minimum price.”
Winning on scale, quality and convenience. Digital-native, infinite assortment, price leadership.

The Collapse of the Fashion Pyramid PART 2 10



THE GRAYSON COMPANY
EXHIBIT 2

The new apparel competitive map

HIGH EMOTIONAL VALUE

LUXURY
Two dimensions
Fashion Brands Functional Premium
Vertical: emotional value,
low = high.
Horizontal: functional
value, low = high.
Commodity Value Leaders
ULTRA|VALUE
LOW EMOTIONAL VALUE Functional value -

The Collapse of the Fashion Pyramid PART2 11



THE GRAYSON COMPANY

STRATEGIC FINDING

The most challenged companies occupy the
middle

Not prestigious Not differentiated .
P S Not efficient enough
enough enough
to command aspiration to command loyalty to compete on price

Occupying the middle is no longer a stable position — it is a strategic liability.

The Collapse of the Fashion Pyramid PART 2 12



THE GRAYSON COMPANY

THE MIDDLE MARKET PROBLEM

The “no man’s land” of apparel

LUXURY VALUE
TRAPPED
Consumers pay for Consumers demand
Department-store labels, mall-based
9 brands, undifferentiated premium. é

Heritage Price efficiency

Exclusivity Convenience

. No “Why pay more?” - No “Why choose . .
Craftsmanship us?” Availability

The Collapse of the Fashion Pyramid PART 2 13



THE GRAYSON COMPANY

EXHIBIT 3 - APPAREL VALUE MIGRATION

Economic profit migrates to differentiated
models

Winning business model, by era

o - 0 - 0 - e
1995—2005 2005—2015 2015—2025 2025—2035

Functional premium + Al-

Global brands Fast fashion Digital platforms + specialt
8 P P y enabled commerce

Executive message: Profit pools flow toward whoever solves the consumer problem best — not toward incumbency.

The Collapse of the Fashion Pyramid PART2 14



THE GRAYSON COMPANY

EVIDENCE

Luxury remains strong — it plays a different
game

Luxury operates outside conventional apparel economics, which explains its unusual resilience.

1 2 3

Price elasticity Controlled supply Cultural capital

Value protected through scarcity,

. R o Hermes, Chanel and LVMH maisons
selective distribution and limited

hold decades of symbolic equity.

Consumers evaluate identity, rarity

and social meaning — not utility.
markdowns.

The Collapse of the Fashion Pyramid PART 2 15



THE GRAYSON COMPANY

EXHIBIT 4 - LUXURY POLARIZATION

But accessible luxury is under pressure

Consumers increasingly ask

“Why buy this instead of...”

HARD LUXURY ACCESSIBLE LUXURY e atechnically superior product?

Strong growth Weakening position e aluxury resale item?

e aless expensive alternative?
The difficult zone: $300-51,000 aspirational purchases.

The Collapse of the Fashion Pyramid PART2 16



THE GRAYSON COMPANY

FAST FASHION - THE SHEIN CHALLENGE

Fast fashion rewired the
operating model

Speed, data, supply-chain responsiveness and endless assortment reset consumer
expectations.

Traditional model

Design -> Large production -> Inventory risk
Shein model
Trend signal —> Small production - Test demand - Scale winners

Advantages: digital demand detection - small-batch testing - real-time signals.

The Collapse of the Fashion Pyramid
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THE GRAYSON COMPANY

FAST FASHION

But the model faces structural challenges

1 2

Sustainabili .
ty Trust problem Assortment at risk

pressure

Regulation increasingly targets Consumers question quality, If Al agents narrow choices, infinite

waste, emissions and labor practices. durability and environmental impact. assortment loses value.

Strategic question: Does Al strengthen fast fashion? Potentially yes — it sharpens demand prediction, design

generation, pricing and personalization.

The Collapse of the Fashion Pyramid PART 2 18



THE GRAYSON COMPANY

EXHIBIT 5 - THE END OF INFINITE CHOICE

From more products to more intelligence

Old Digital Commerce Al Commerce
More products More intelligence
N)
Y

Better recommendations
More search 4,

Less search

€

\2

More conversion opportunities Higher confidence

The Collapse of the Fashion Pyramid PART2 19



CONSUMER GEOGRAPHY

THE GRAYSON COMPANY

The value architecture evolves by market

United States Europe

Inflation sensitivity, convenience, digital Sustainability, craftsmanship,

discovery repairability

->» Value leaders - functional premium - Premium quality - circular models
China South Korea

Domestic brands, livestream, value Functional fashion, beauty convergence
-> Value + Al commerce accelerating - Function + premium experience

The Collapse of the Fashion Pyramid

Japan
Simplicity, quality, durability

-> Earliest optimization consumer

Southeast Asia
Rising middle class, mobile commerce

- Marketplace-led digital value

PART 2 20



EXHIBIT 6 - GLOBAL CONSUMER VALUE EVOLUTION

THE GRAYSON COMPANY

Every major market is shifting its value

driver

_ Historical driver Emerging driver

United States

Europe

Japan

China

South Korea

Southeast Asia

The Collapse of the Fashion Pyramid

Brand + convenience

Quality + heritage

Functionality

Status + digital

Trend + identity

Accessibility

Optimization

Sustainability + quality

Mature optimization

Value + Al commerce

Function + experience

Digital value

PART 2 21



THE GRAYSON COMPANY

FALSIFICATION TEST

Is the pyramid really collapsing?

HYPOTHESIS REVISED CONCLUSION
“The traditional fashion pyramid is The pyramid is not
collapsing. collapsing. It is transforming.

Evidence against

One hierarchy - multiple value

. Luxury remains highly profitable — symbolic value architectures
endures.
. Fashion creativity still drives novelty and self-
expression. Luxury endures, brand stays valuable, creativity matters —
R Status consumption persists in emerging and social but competition is now organized by value proposition.
markets.

The Collapse of the Fashion Pyramid PART 2 22



THE GRAYSON COMPANY

THE NEW STRATEGIC REALITY

Winners will own one of three positions

e

o @ $
& e

Own the Symbol Own the Solution Own the Scale
Luxury Functional Premium
Materials - engineering - product Cost advantage - supply chain -

Heritage - scarcity - cultural power :
trust convenience

The Collapse of the Fashion Pyramid PART 2 23



THE GRAYSON COMPANY

BOARD-LEVEL IMPLICATIONS

Five questions every CEO should answer
What consumer problem do we solve better than anyone?
Are we competing through brand memory or product superiority?

Does our assortment create value — or complexity?

Would an Al shopping agent recommend us?

0000

Do we have products customers actively seek?

The Collapse of the Fashion Pyramid PART 2 24
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PART 2 CONCLUSIONS

Five findings for the value architecture era

Finding 1 Finding 2 Finding 3

The pyramid is The middle is Functional Premium is
fragmenting vulnerable rising

into multiple competitive . . :

Architectures. structurally squeezed from both ends. a major emerging profit pool.
Finding 4 Finding 5

Luxury remains powerful AT shifts the contest

because it monetizes symbolic value. from assortment to intelligence competition.

The Collapse of the Fashion Pyramid PART 2 25



NEXT - PART 3

Functional Premium

The rise of the new apparel operating model

J Is Functional Premium a real category?
J The Uniqglo case study — why product systems beat seasonal collections

o Financial benchmarking: Fast Retailing, Inditex, H&M, Lululemon, Nike,
On, Deckers

. Hero product economics and supply-chain architecture

J Capital efficiency and the Functional Premium investment thesis

The Collapse of the Fashion Pyramid

THE GRAYSON COMPANY
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m PART 3 - FUNCTIONAL PREMIUM

The New Retail
Value Architecture
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m EXECUTIVE SUMMARY

THE GRAYSON COMPANY

A new strategic category traditional

frameworks have missed

The most important strategic question raised by this research is not
whether Uniglo is an exceptional retailer. It is whether companies such as
Uniqlo, Lululemon, Arc’teryx, Patagonia, On, Vuori, and Muji collectively
represent the emergence of a new strategic category that traditional
apparel frameworks have failed to recognize.

Our preliminary conclusion is that they do.

They differ in price point, geography, demographics, and product category — yet
exhibit a remarkably consistent economic logic. Rather than competing through
brand positioning and seasonal novelty, they compete through an integrated
operating model that continuously compounds product trust.

This report introduces that model
as

Functional

Premium

7 leading firms, one operating logic



THE GRAYSON COMPANY

m DEFINITION

Functional Premium, defined

Functional Premium is a retail operating model in which sustained economic
advantage is created by delivering objectively superior product
performance through material innovation, engineering, disciplined assortment,
operational excellence, and customer trust — rather than primarily through
fashion cycles or status signaling.

Not another price tier A different economic system
Functional Premium is not a position above “mid” or below It describes how advantage is built and compounded — a
“luxury.” It does not describe how much a product costs. fundamentally different way of operating a retail business.

The New Retail Value Architecture - Functional Premium 3



THE GRAYSON COMPANY

m EXECUTIVE FINDING

An operating system, not a merchandise
strategy

TRADITIONAL APPAREL ASKS FUNCTIONAL PREMIUM ASKS
14 14

What products should we sell next 9 What capabilities let us make
season? products customers repeatedly
choose over many years?

I EXECUTIVE MESSAGE This single distinction changes almost every management decision.
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m EXHIBIT 1

Two different sources of competitive
advantage

Traditional Fashion Functional Premium

Seasonal collections Evergreen product platforms
Creative direction Product engineering

Fashion authority Customer outcomes

Marketing intensity Product superiority

Assortment breadth Product concentration

Trend prediction Demand prediction

Wholesale scale Direct customer relationship
Fashion calendar Continuous product improvement

EXECUTIVE MESSAGE Functional Premium shifts competitive advantage from merchandising to operating
capability.



THE GRAYSON COMPANY

m INDUSTRY SEGMENTATION

Why existing segmentation is becoming less
useful

Most apparel companies still classify competitors by price, customer )
_ ) L o Company Typical Category
income, fashion positioning, and distribution channel. These lenses

increasingly obscure more than they reveal.

Uniglo Fast fashion

Lululemon Athletic apparel
On paper, unrelated. Arc’teryx Outdoor

On Running
Operationally, strikingly similar.

Patagonia Outdoor

The operating model — not the merchandising category — is the true

common denominator. Muji Lifestyle



THE GRAYSON COMPANY

m WHAT THEY SHARE

Nine shared traits that matter more than
category

O1  productinnovation 02  Disciplined SKU O3  Technical materials
architecture
O4  Long product life cycles O5  Premium gross margins 06  Limited markdown
dependency
O7  cCustomer education 08 High repeat purchasing 09  Directcustomer

engagement

These similarities may matter more than the companies’ merchandising differences.



THE GRAYSON COMPANY

m EXHIBIT 2

The Functional Premium operating system

01 CREATE 02 OPERATE 03 COMPOUND

- Consumer insight —» Disciplined assortment —» Customer trust
-> Material science ’ —» Operational excellence > - Repeat purchase
- Product engineering - Data feedback

- Prototype testing

U FEEDBACK LOOP Datafeedback continuously informs better products — advantage compounds through product learning, not

fashion novelty.
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m THE FRAMEWORK

The seven pillars of Functional Premium

1

Material Innovation

Proprietary performance

platforms replace commodity
fabric.

Y >
Customer Trust

“Will this work?” outranks “Is this
fashionable?”

€| -

Product Engineering

Comfort, durability, thermal and
fit over silhouette.

i 6

Capital Discipline

High inventory productivity, low
markdown reliance.

@/’ 3

Hero Concentration

Grow relationships, not
assortment breadth.

Q 7

Continuous Improvement

Products become platforms —
refine, don’t replace.

) 4

Vertical Coordination

Design, sourcing, making and
retail act as one.

Seven reinforcing

capabilities — not seven
products.




m PILLAR 1 - MATERIAL INNOVATION

Materials become
intellectual property

Rather than purchasing commodity fabrics, leading firms develop proprietary
performance platforms. The fabric itself — not the season — becomes the
durable, defensible asset.

PROPRIETARY MATERIAL PLATFORMS

HEATTECH AlIRism Nulu
Everlux CloudTec Flyknit
Gore-Tex

IP R&D becomes an owned, compounding competitive moat.

The New Retail Value Architecture - Functional Premium




m EXHIBIT 3

THE GRAYSON COMPANY

The Functional Premium flywheel

1 Superior materials

7 Greater R&D 2 Better products

FLYWHEEL

Reinvest,
don’t promote

6 Higher gross profit 3 Higher satisfaction

5 Lower acquisition cost | Higher repeat purchase

How it compounds

Superior materials fund better products,
which lift satisfaction and repeat purchase.

Loyal customers lower acquisition cost,
expanding gross profit — which is
reinvested into R&D and even better
materials.

The flywheel compounds through
reinvestment — not promotional
spending.
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CASE STUDY

Uniqglo — a product company mislabeled as
fast fashion

TRADITIONAL FAST FASHION UNIQLO EMPHASIZES

Al bdzs The operating model, not
e Trend velocity e Product longevity the trend Calendar

e Frequent assortment turnover e Engineering

e Fashion responsiveness e Fabric innovation

e Wardrobe essentials

e Continuous refinement

is better understood as a product strategy than a fashion strategy.



m CASE STUDIES

THE GRAYSON COMPANY

Three more expressions of the same logic

Lululemon

Beyond yoga apparel

e Proprietary fabrics

e Fit expertise

e Community building

¢ Premium positioning

e Disciplined assortment

e Direct engagement

Products act as long-term
platforms, not seasonal trends.

The New Retail Value Architecture - Functional Premium

Arc’teryx

Engineering-led apparel

Technical credibility

Construction quality

e Premium materials

Manufacturing precision

Reputation now extends from

outdoor to luxury-oriented buyers.

(0)7]

Engineering as brand

Proprietary cushioning

Biomechanical performance

Visible innovation

Technical storytelling

Consumers buy performance

technology rather than logos.

13
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m NEW FRAMEWORK

The product trust curve

Reading the curve

Traditional fashion typically sees
demand decline after launch.

Trusted products frequently see
demand rise over time.

Launch Time = This fundamentally changes

=@ Fashion novelty (traditional) m@=m Product trust (Functional Premium) mventory economics.
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THE GRAYSON COMPANY

m FINANCIAL CHARACTERISTICS

An underappreciated financial signature

Premium Disciplined Lower

gross margins inventory management promotional dependence

Higher Stronger Durable

full-price selling direct-to-consumer economics pricing power

While performance varies by company and cycle, the operating characteristics are directionally consistent — and
often overlooked by investors.



THE GRAYSON COMPANY

m EXHIBIT 4

Comparative economic model

Characteristic Fashion Model Functional Premium

Primary growth driver New collections Better products
Marketing intensity High Moderate
Product life Short Long
Markdown dependency High Lower
Customer loyalty Brand-led Product-led
Inventory risk Higher Lower
Innovation focus Style Engineering

Capital allocation Merchandising Product capability



m STRESS-TESTING THE HYPOTHESIS

THE GRAYSON COMPANY

The case against — and our assessment

COUNTERARGUMENT 1

“Too different to be a
coherent category.”

ASSESSMENT

They differ in merchandising but
converge operationally. The operating
model is the common denominator.

The New Retail Value Architecture - Functional Premium

COUNTERARGUMENT 2

“Brand still explains
most success.”

ASSESSMENT

Brand matters — but here it reflects
product credibility, not ad spend.
Brand becomes an outcome, not the
input.

COUNTERARGUMENT 3

“Fashion cycles will
always dominate.”

ASSESSMENT

True for trend-driven categories. Yet
wardrobe spend is migrating to
foundational products — the market
bifurcates.
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m NEW FRAMEWORK

The retail operating system maturity model

LEVEL1

LEVEL 2

LEVEL3

LEVEL4

LEVELS

Merchandise-driven retailer

Brand-driven retailer

Product-led retailer

Integrated operating system

Al-enabled adaptive enterprise

THE GRAYSON COMPANY

AT LEVEL 5

Customer feedback informs product
development continuously
Al improves forecasting

Engineering informs merchandising

Product data improves discovery

Operations become self-optimizing



m STRATEGIC IMPLICATIONS

What this means, by role

&
A @

For CEOs

Compete on capabilities rivals can’t easily
copy — not more collections.

For Chief Digital Officers

Unify customer insight, product knowledge
and Al merchandising.

The New Retail Value Architecture - Functional Premium

0og
0o

For Chief Merchandising Officers

From selecting products to managing long-
term platforms.

Pad

For Investors

Recurring demand for trusted products can
dampen earnings volatility.

THE GRAYSON COMPANY

For Chief Supply Chain Officers

Supply chains become innovation systems, not
cost centers.

One operating system — read

differently from each seat at
the table.
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THE GRAYSON COMPANY

m PART 3 - CONCLUSIONS

Five findings

1 Functional Premium is a new operating model — not another apparel price tier.

2 Its advantage comes from reinforcing capabilities that compound over time.

3 Top performers compete on measurable product performance, not fashion novelty alone.
4 Product trust may become one of apparel’s most valuable intangible assets.

5 Al-era winners will hold the deepest product knowledge, trust, and operating discipline.

The New Retail Value Architecture - Functional Premium 20
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